Google 


This  is  a  digital  copy  of  a  book  that  was  preserved  for  generations  on  library  shelves  before  it  was  carefully  scanned  by  Google  as  part  of  a  project 

to  make  the  world's  books  discoverable  online. 

It  has  survived  long  enough  for  the  copyright  to  expire  and  the  book  to  enter  the  public  domain.  A  public  domain  book  is  one  that  was  never  subject 

to  copyright  or  whose  legal  copyright  term  has  expired.  Whether  a  book  is  in  the  public  domain  may  vary  country  to  country.  Public  domain  books 

are  our  gateways  to  the  past,  representing  a  wealth  of  history,  culture  and  knowledge  that's  often  difficult  to  discover. 

Marks,  notations  and  other  maiginalia  present  in  the  original  volume  will  appear  in  this  file  -  a  reminder  of  this  book's  long  journey  from  the 

publisher  to  a  library  and  finally  to  you. 

Usage  guidelines 

Google  is  proud  to  partner  with  libraries  to  digitize  public  domain  materials  and  make  them  widely  accessible.  Public  domain  books  belong  to  the 
public  and  we  are  merely  their  custodians.  Nevertheless,  this  work  is  expensive,  so  in  order  to  keep  providing  tliis  resource,  we  liave  taken  steps  to 
prevent  abuse  by  commercial  parties,  including  placing  technical  restrictions  on  automated  querying. 
We  also  ask  that  you: 

+  Make  non-commercial  use  of  the  files  We  designed  Google  Book  Search  for  use  by  individuals,  and  we  request  that  you  use  these  files  for 
personal,  non-commercial  purposes. 

+  Refrain  fivm  automated  querying  Do  not  send  automated  queries  of  any  sort  to  Google's  system:  If  you  are  conducting  research  on  machine 
translation,  optical  character  recognition  or  other  areas  where  access  to  a  large  amount  of  text  is  helpful,  please  contact  us.  We  encourage  the 
use  of  public  domain  materials  for  these  purposes  and  may  be  able  to  help. 

+  Maintain  attributionTht  GoogXt  "watermark"  you  see  on  each  file  is  essential  for  in  forming  people  about  this  project  and  helping  them  find 
additional  materials  through  Google  Book  Search.  Please  do  not  remove  it. 

+  Keep  it  legal  Whatever  your  use,  remember  that  you  are  responsible  for  ensuring  that  what  you  are  doing  is  legal.  Do  not  assume  that  just 
because  we  believe  a  book  is  in  the  public  domain  for  users  in  the  United  States,  that  the  work  is  also  in  the  public  domain  for  users  in  other 
countries.  Whether  a  book  is  still  in  copyright  varies  from  country  to  country,  and  we  can't  offer  guidance  on  whether  any  specific  use  of 
any  specific  book  is  allowed.  Please  do  not  assume  that  a  book's  appearance  in  Google  Book  Search  means  it  can  be  used  in  any  manner 
anywhere  in  the  world.  Copyright  infringement  liabili^  can  be  quite  severe. 

About  Google  Book  Search 

Google's  mission  is  to  organize  the  world's  information  and  to  make  it  universally  accessible  and  useful.   Google  Book  Search  helps  readers 
discover  the  world's  books  while  helping  authors  and  publishers  reach  new  audiences.  You  can  search  through  the  full  text  of  this  book  on  the  web 

at|http: //books  .google  .com/I 


p:h»Google 


^^m^^j^ 


■  i>,  Google 


p:h»Google 


p  hyGoogle 


MODERN    COMMERCIAL   TEXT-BOOKS 


EwTED  B¥  LAWRENCE  R.  DICKSEK,  M.COM.,  F.C.A. 

Formtrlj  Frofimr  of  AcaiaHiig  al  ibi  Univiriiiy  of  BirmUgbtm, 
HHu  or  lit  Lmdom  Sebool  ^  Ecuumia  {Umivtnilj  if  LatdoM) 


BOOK-KEEPING 

AND 

ACCOUNTS 


p:h»Google 


A  Key  to  this  book  is  now  ready.     For 

particulars  see  the  advertisement  pages .  at 

the  end  of  the  book. 


p:hy  Google 


BOOK-KEEPING 

AND 

ACCOUNTS 

■A  TEXT-BOOK  FOR   STUDENTS 


L.   CUTHBERT   CROPPER 


TiyELFTH  EDITION 


LONDON 

MACDONALD   AND  EVANS 

29  Essix  Strikt,  W.C.  2 

■9»»  i„  Google 


p:hy  Google 


PREFACE 

The  author  feels  that  some  apology  is  doe  from  him 
for  adding  yet  another  to  the  large  number  of  works  on 
Book-keeping  whicli  already  exist.  The  only  cxonse  he 
has  to  offer  is  that  considerable  preaauro  was  brought 
to  bear  upon  him  to  undertake  the  work.  It  was  nrged 
that  his  somewhat  extensive  experience  as  an  examiner 
and  lecturer  should  enable  him  to  appreciate,  and  deal 
helpfully  with,  the  difficulties  presented  by  the  subject  to 
the  averse  student. 

It  is  not  for  the  author  to  judge  whether  be  has  bene- 
fited by  this  experience  sufficiently  to  justify  the  appear- 
ance of  this  treatise.  He  does,  however,  claim  to  have 
made  every  endeavour  to  eaplain  whatever  knowledge 
he  has  of  the  aubjeot  in  as  simple  and  concise  a  manner 
as  poasible.  Those  doubts  and  difficulties  which  experi- 
ence has  shown  to  be  very  real  and  troublesome  to  the 
examination  candidate  have  been  especially  kept  in  view, 
and,  in  dealing  with  them,  earnest  attempt  has  been 
made  to  achieve  clearneas  even  at  the  risk  of  platitude 
and  iteration. 

It  would  be  a  matter  of  regret  to  the  author  if  this 
treatise  should  come  to  be  regaj'ded  merely  as  an  aid 
to  the  successful  passing  in  examinations.  It  is  hoped 
that  it  may  be  found  to  possess  real  educative  value, 
especially  in  the  elucidation  of  those  preliminary  stages 
through  which  all  book-keeping  transactions  must  pass 
before  their  final  destination  is  reached.  The  principles 
and  details  which  underlie  and  govern  these  preliminaries 
are  of  vital  importance  to  the  student  who  is  to  enter 
commercial  life. 
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vi  PREFACE 

It  becomea  increasingly  evident  from  the  examinatioD 
work  of  the  present  day  that  many  Btudents  have  acquired 
knowledge  for  examination  parposes  in  a  scrappy  and 
ill-digested  form,  the  eagerness  to  obtain  examination 
certificates  having  apparently  predominated  over  the  far 
more  important  necessity  of  laying  sonnd  foandations  for 
future  success  in  life. 

The  limited  leisure  at  the  disposal  of  the  atithor  would 
have  greatly  delayed  the  accomplishment  of  the  work 
without  the  able  and  loyal  assistance  rendered  by  Mr. 
Stanley  G.  Smith,  A.C.A.,  "  I^nal "  Prizeman,  Institute  of 
Chartered  Accountants,  a  former  pupil  of  the  author's. 

L.  C.  C. 

16,  Fviaburg  Cireus, 
London,  B.C. 


Cheque  with  Receipt  Form  attached 

The  form  of  cheque  referred  to  and  illustrated  on  p.  189  ia 

open  to  criticism  for  the  rea.son  that  cheques  come  within  the 

provisions  of  the  Bills  of  Exchange  Act  and  the  order  ti  pay 

should  be  unconditional. 

Valuing  Stock  (see  p.  96) 
The  valuation  of  stock  at  the  end  of  a  trading  period  should 
be  at   the  actual  cost  prive  ;  or,   if   the   stock   has  fallen  per- 
manently below  the  coat  price,  at  the  market  price. 
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CHAPTEB  I 

ELGMENTABT  THEOBY 

BooE-EEXPiHa  has  been  defined  on  so  many  occasions 
for  the  benefit  of  the  student  that  it  is  difficult,  and  indeed 
unnece8Sa,ry,  to  find  anything  new  to  say  iu  the  way  of 
definition  ;  it  has  been  ^reli  and  briefly  described  as  "  the 
art  of  recording  business  transactions  with  the  view  of 
having  a  permanent  record  of  them  and  of  showing  their 
effect  upon  wealth."  Alternatively,  book-keeping  may  bo 
described  as  the  science  of  recording  transaotione  in  money 
or  money's  worth  in  such  a  manner  that,  at  any  subsequent 
date,  their  nature  and  effect  may  be  clearly  understood, 
and  that,  when  reqoired,  a  combined  statement  of  their 
result  may  be  prepared. 

It  will  be  noted  that  the  above  definitions  do  not 
prescribe  any  particular  system  of  book-keeping,  and 
leave  the  student  to  infer  that  any  method  which  proves 
itself  to  be  efficient  is  capable  of  being  employed.  From 
the  earliest  days,  whenever  barter  involved  the  intro- 
duction of  credit,  some  form  of  book-keeping  became 
necessary,  even  though  it  took  the  elementary  form  of 
the  notched  stick  or  the  chalked-up  score !  In  modem 
practice,  however,  only  one  system  of  book-keeping  can 
be  said  to  have  become  generally  recognized  as  com- 
pletely satisfactory,  viz.  that  which  is  known  as  the 
"Double  Entry"  method,  although  other  systems  are 
still  occasionally  to  be  met  with.  The  Double  Entry 
method  first  came  into  general  use  by  the  Italian  mer- 
chants ia  the  Qfteenth  century,  at  a  time  when  the 
cities  of  Northern  Italy  were  the  principal  trading 
centres  of  Europe ;  from  Venice  and  Genoa  the  system 
made  its  way  to   the   commercial   cities   of   the  Xjow 
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CotujtneSj  &rifi,]t^  a^eatring  ia  England  about  the 
hb^tifiiaglit  ii^  (ev^tit^entV  century.  It  may  be  claimed 
'for  Scktt-Veepifig'IJ;'  Botible  Bntiy  that  it  is  the  only 
"  system "  worthy  of  general  adoption,  there  being  no 
other  which  affords  the  trader  so  complete  a  history  of 
business  dealings,  coupled  with  a  comprehensive  state- 
ment of  their  result;  while,  on  the  other  hand,  the 
"  Single  Entry  "  and  other  anomaloas  methods  of  keeping 
books  are  usually,  in  practicoj  very  little  better  than  series 
of  disconnected  memoranda,  necessarily  incomplete,  and 
often  actually  misleadii^. 

An  endeavour  to  explain  the  science  of  Book-keeping 
by  Double  Entry  forms  the  principal  object  of  this 
treatise;  as,  however,  the  "Single  Entry"  method  is 
still  to  be  met  with,  and  cajididates  for  examination  are 
occasionaUy  asked  questions  based  upon  this  system,  it 
is  necessary  to  deal  with  the  subject  also.  A  brief 
description  of  the  Single  Entry  method  and  its  short- 
comings will  therefore  be  found  in  Chapter  XIII. 

The  dealings  of  an  individual  in  regard  to  money  or 
money's  worth  are,  in  practice,  termed  his  "  TransactionB," 
and  one  of  the  primary  objects  of  book-keeping  ia  their 
cUissification  in  a  form  readily  accessible  for  subsequent 
reference. 

A  trader's  transactions  may,  at  the  outset,  he  classified 
according  to  the  person  or  object  to  whom,  or  to  which, 
they  relate, 

Jf  the  trader  deals  in  horses  and  sheep,  and  lends 
sums  of  money  to  John  Smith,  a  preliminary  division  of 
his  transactions  would  embrace  three  classes,  viz.  (1) 
those  which  relate  to  horses,  (2)  those  which  relate  to 
sheep,  and  (3)  those  which  relate  to  his  deahngs  with 
John  Smith. 

The  book  in  which  a  trader's  transactions  are  recorded 
in  a  classified  permanent  form  is  called  the  "  Ledger." 

Very  little  reflection  will,  however,  serve  to  show  that 
it  would  not  suffice  for  a  trader  merely  to  record  his 
dealings  with  persons  or  objects  in  classified  form  in 
a  Ledger,  and  to  do  no  more  than  this.  Transactions 
-entered  into  by  the  trader  with  any  particular  person 
may  be  of  two  kinds,  t.  e.  they  may  restdt  in  making  that 
person  either  (I)  the  debtor  or  (2)  the  creditor  of  the 
trtkder  wiUi  whom  he  has  dealt,  whose  transactions  it  is 
desired  to  record.  Similarly,  transactions  in  material 
.objects  may  be  either  pureliaees  or  sales. 

n,3t,7=^- In  Google 


ELBMENTASr  THEORY  S 

It  16  thas  Deedful  that  the  Ledger  shall  record  transac- 
tions not  only  under  their  appropriate  general  heading, 
but  also  aooording  to  their  aspect  with  regard  to  the 
trader  himaelf.  To  fulfil  this  requirement  the  Lyedger  Ib 
ruled  as  under — 

SPECIMEN  LEDGER  ACCOUNT 


The  name  of  the  person  dealt  irith,  or  object  dealt  in, 
by  the  trader  is  placed  at  the  top  of  the  account. 

Transactions  are  entered  in  columns  A  to  O  or  in 
coliunns  H  to  N,  according  to  the  relation  which  they 
bear  to  the  trader  owning  the  Ledger.  Taking  first  the 
left-hand  side  of  the  Le^er  account,  colnmns  A  and  B 
are  designed  to  record  the  date  (month  and  day)  of  each 
transaction ;  column  C  is  to  record  the  details  showing  the 
nature  of-  the  item ;  column  D  contains  a  page  reference 
to  the  book  wherein  appears  a  preliminary  and  more 
detailed  record  of  the  tranaactioti ;  while  columns  £i,  F 
and  G  contain  the  a-mnnnt  of  the  tranaa>ction  in  pounds, 
shillings,  and  pence.  The  right-hand  side  of  the  Ledger 
account  is  designed  to  provide  for  the  entry  of  transactions 
of  similar  general  nature  to  those  appearing  upon  the  left- 
hand  side  of  the  account,  though  opposite  in  their  effect 
as  regards  the  trader  himself,  consequently  columns 
H  to  N  are  a  repetition  of  those  on  the  other  side  of 
the  account,  the  uses  of  which  have  already  been 
enumerated. 

Columns  A  to  G  together  make  up  what  is  called  the 
"  Debit "  side  of  the  Ledger  account,  and  columns  H  to  N 
coUectiTely  form  the  "Credit"  side.  Abbreviations  of 
these  words  appear  at  the  top  of  the  account  under  the 
forms  "  Dr."  and  "  Cr." 

Ledger  accounts  relating  to  the  trader's  dealings  with 
persons  are  constructed  as  follows — 

The  account  kept  by  the  trader  with  each  pe»on 
with  whom  he  deals  is  deinted  with  all  moneys, 
objects,  and  values  paid  or  transferred  by  him  to 
the  person  with  whom  he  is  dealing,  and  is  credited 
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with  everything  received  by  the  trader  from  such 
person. 

Since  everything  paid  by  the  trader  to  the  other 
part^  is  tbua  entered  oa  the  debit  side,  and  all 
receipts  from  him  are  entered  on  the  credit  side, 
it  follows  that  the  difference  between  the  totals  of 
the  two  sides  represents  the  net  sum  owing  between 
the  parties,  and  this  sum  is  owing  to  OT  by  the 
trader  according  as  the  debit  aide  ofthe  account  is 
greater  than  the  credit  side,  or  the  reverse. 

An  example  of  a  "  Fersoiial  Accoont "  (i.  e.  an  account 
between  persons)  is  appended. 

I.  Personal  Account  in  the  Ledfer  of  A.  Brown,  Merdunt 


Or, 

Ja 

u 

Black 

Or 

IMS. 
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»  ^ 
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"  to  j"  BlMk. 

"t??Br!^ 
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!  £ 
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„  carriage 

SO 

' 

: 

!«. 

0 

" 
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In  this  account,  which  ia  shown  as  it  would  be  kept  by 
A.  Brown,  a  trader,  his  transactions  with  James  Black 
are  recorded.  The  first  two  items  on  the  debit  side  of  the 
account  record  loans  made  by  A.  Brown  to  J.  Black ;  the 
third  entry  records  the  price  of  a  horse  sold  to  J.  Black 
by  A.  Brown ;  and  the  remalDing  two  items  on  this  side 
of  the  account  represent  cash  payments  by  A.  Brown  to 
J.  Black.  The  items  on  the  credit  side  record  moneys 
received  by  A.  Brown  from  J.  Black,  concluding  with  the 
purchase  price  of  a  carriage  bought  by  A,  Brown. 

It  will  be  noted  that  the  items  on  each  side  of  this 
account  total  up  to  the  same  amount,  showing  that  the 
transactions  between  the  parties  result  in  equiUbrium. 
If,  however,  the  total  of'  the  credit  items  had  esceeded 
the  total  of  the  debit  items,  it  would  have  indicated  that 
Black  was  Brown's  creditor  for  the  difference,  and  vice 
versa.     Such  di£ferences  are  termed  "  Balaoces." 

It  is  customary  in  the  case  of  all  Ledger  accounts, 
whatever  be  their  nature,  to  add  up  the  two  sides  of  the 
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account  at  periodical  intervals,  and,  after  having  inserted 
on  one  side  the  difference  (or  "  Balance  ")  necessary  to 
make  the  two  sides  of  the  account  equal  in  amount,  to 
rule  them  off  and  to  insert  the  balance  afresh  below  the 
ruled  lines.  This  "  Balance  brought  down,"  as  it  is  termed, 
forms  the  starting-point  for  further  transactions  and 
relieves  the  account  of  unwieldy  totals. 

Ledger  accounts  kept  by  a  trader  for  the  purpose  of 
recording  his  transactions  in  material  objects  are  con-  ■ 
structed  oa  under,  viz. — 

All  objects  (e.  g.  goods)  acquired  by  the  trader  are 
entered  by  him  in  his  Ledger  on  the  debit  (left  hand)  side 
of  the  account  headed  with  the  name  of  the  object  dealt 
in,  and  all  objects  disposed  of  by  him  are  entered  on  the 
credit  (right  hand)  side. 

In  the  case  of  such  accounts,  the  amount  by  which 
the  items  on  the  debit  side  of  the  account  exceed  the 
items  on  the  credit  side,  at  any  particular  date,  represents 
the  stock  of  the  particular  thing  remaining  in  the  trader's 
possession. 

An  example  of  a  Seal  Account  (i.  e.  an  account  relating 
to  dealings  in  material  objects)  is  appended,  in  which  the 
balance  is  brought  down  at  the  close  of  a  month  in  the 
manner  previously  indicated. 
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I  items  on  the  debit  side  represent 
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A.  Brown's  purchases  of  horses  dnrmg  the  month,  four 
in  all,  and  on  the  credit  side  appears  the  record  of  a  sale. 
It  should  be  observed  that  Brown  is  net  here  shown  as 
having  made  any  profit  on  this  sale. 

Beferring  again  to  the  two  Ledger  acoonnts  (Beal  and 
Personal)  illostrated  above,  it  will  be  noticed  that  one 
transaction,  viz.  the  sale  of  a  horse  (on  credit)  by  A. 
Brown  to  James  Black  on  January  17,  appoE^s  in  each  of 
the  two  accounts.  Following  the  rules  already  laid 
down  a  transaction  of  this  nature  must  perforce  appear 
in  A.  Brown's  books  as  under — 

1.  On  the  debit   side  of  James  Black's   Personal 

Account. 

2.  On  the  credit  side  of  "  Horses '"  Account 

and  in  the  accounts  shown  above  this  principle  is  carried 
out. 

It  will  thus  be  apparent  that  the  transaction  illustrated 
bas  affected  two  Ledger  accounts,  and  that  it  has  affected 
them  in  opposite  ways ;  this  simple  illustration  will  enable 
the  student  to  appreciate  the  general  nature  of  the  main 
principle  of  Double  Entry  book-keeping,  which  is  as 
follows — 

That  every  one  of  a  trader's  transactions  is  twofold,  or 
two-sided  in  its  nature,  that  it  can  be  recorded  simultane- 
ously in  two  Ledger  accounts,  and  that  in  one  of  these  two 
accounts  the  entry  must  be  placed  on  the  debit  side,  while 
appearing  on  the  credit  side  in  the  other,* 

All  this  has  been  somewhat  laboriously  set  forth,  but 
it  is  of  paramount  importance  that,  at  the  outset  of  his 
career,  the  student  should  clearly  grasp  the  fact  that,  in 
Double  Entry  book-keeping,  every  entry  must  be  com- 
pensated elsewhere  by  some  other  entry  of  corresponding 
amount. 

Since  (as  laid  down  above)  every  entry  appears  once 
on  each  side  of  the  Ledger  it  follows,  as  a  corollary, 
that  the  sum  of  the  entries  made  on  the  debit  side  of  the 
Ledger  is  equal  in  amount  to  the  sum  of  the  entries 
appearing  on  the  credit  side,  and  that,  assuming  the 


that  each  transaction  standii  entirely  alone,  on  its  ovn  n 
hai  no  connection  with  other  items  "    ' 
Unless  this  fact  is  always   held  ii 
inevitable. 
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Ledger  to  Iiave  been  correctly  kept,  these  two  totftli,  if 
extracted  or  compiled  from  the  Ledger  acoonnts,  should 
agree.  This  fact  is  of  the  greatest  ^oe  to  a  trader,  and 
enables  him  to  check  the  accuracy  of  his  book-keeping. 
If  the  totals,  when  so  extracted,  fail  to  agree,  it  follows, 
either  that  ttie  totals  have  been  inoorreoUy  compiled,  or 
that  the  Ledger  has  been  entered  up  inaccurately.  It  is 
usually  a  comparatively  simple  matter  to  eliminate  errors 
made  in  compiling  the  totals  of  Ledger  postings,  and 
their  subsequent  affreement  or  disagreement  either  raises 
an  inference  (not  oi  necessity  oondusire)  that  the  posting 
of  the  Ledger  is  correct,  or  proves,  on  the  other  band,  that 
it  contains  an  error  or  errors.  This  possibility  of  readily 
ascertaining,  from  the  disagreement  of  the  totals  of  the 
"Trial  Balance,"  that  error  exists  in  the  Ledger  is,  in 
practice,  one  of  the  principal  utilities  of  Double  Entry 
book-keeping;  other  systems  provide  no  such  meaas  of 
disclosing  error. 

The  totals  of  Ledger  postings  extracted  from  a  Ledger 
are,  as  has  been  in£cated,  known  aa  the  Trial  Balance. 
In  former  days  Trial  Balances  were  compiled  exactly 
as  has  been  explained.  It  is  generally  customary  in 
practice  now-a-days  to  extract  the  balances  of  the  various 
accounts  contained  in  a  Ledger  instead  of  compiling  the 
totals  of  the  entries  appearing  on  both  sides,  but  masmuoh 
as  each  balance  itself  incorporates  the  eSeot  of  the  post- 
ings on  either  side  of  the  account  in  which  it  appears, 
the  principle  remains  unchanged.  In  preparing  Trial 
Balances  in  answer  to  examination  questions,  the  student 
will  be  wise  to  enter  balances  in  preference  to  totals. 

In  cases  where  the  trader  exchanges  one  material  object 
for  another,  or  enters  into  transactions  in  material  objects 
with  his  debtors  or  creditors,  only  Beal  and  Personal 
Acconnts  are  involved,  and  sufficient  has  been  stated 
already  to  enable  the  student  to  understand  how  to  effect 
the  necessary  "  double  entry  "  in  each  instance.  There 
remain  to  be  considered  those  transactions  which,  at  first 
sight,  appear  only  to  concern  one  Personal  Account,  or 
one  Beal  Account,  and  which  consequently  may  seem  to 
be  incapable  of  being  resolved  into  the  necessary  form  of 
a  "  double  "  entry.  The  most  numerous  of  these  trans* 
actions  are  those  wherein — 

X.  The  trader  acgnires  an  object,  or  a  debt  becomes 
due  to  him,  without  his  giving  any  corresponding 
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object  or  property  in  exobange,  i.  e.  where  be 

makes  a.  profit.    Or  where, 

2.  The  trader  parts  with    some    object,  incurs    a 

liability,  or  is  deprived  of  some  portion  of  bis 

property  without  acquiring  anything  in  exchange 

which  he  can  regard  aB  property,  i.  e.  where  he 

iQcnrs  an  expense  or  a  loss. 

Transactions  of  the  above  nature  are  entered  firstly, 

so  far  as  they  concern  Beal  or  Personal  Accounts,  in  such 

accounts  on   their  appropriate    sides,  and    secondly,  In 

order  to  complete  the  double  entry,  in  accounts  termed 

Nominal  Accoonta,  opened  in  the  Ledger  to  record  the 

opposite  aspect  of  the  transactions.     In  other  words,  to 

complete  the  double  entry  in  the  case  of  profits  made  or 

received  by  the  trader,  accounts  are  opened  in  the  Ledger 

for  such  profits,  and  in  these  accounts  the  receipts  are 

entered  on  the  credit  side.     Conversely,  losses  made  or 

expenses  incurred  by  the  trader  are  recorded  in  separate 

"  Loss  "  or  Expense  Accounts  on  the  debit  side,  again  for 

the  necessary  purpose  of  completing  the  double  entry. 

Exatn^U. — If  the  trader  receives  in  cash  £20  by  way  of  com- 
roUeiDn,  and  pays  thereout  £5  for  travelling  expenees,  both  the  £20 
and  the  £5  will  appear  id  his  Cash  Aocouat,  the  former  oa  the  debit 
Bide  and  the  latter  on  the  credit  side.  By  openiuc  a  Ledger 
account  for  "  Commission,"  and  by  crediting  the  £20  in  this 
acconnt,  the  double  entry  is  completed  as  regarde  this  item,  and 
by  opening  a  Ledger  account  for  "  Travelling  Expenses,"  to  which 
the  £5  is  debited,  the  double  entry  of  the  other  transaction  is  also 
effected. 

It  would  he  possible  for  the  trader  to  keep  only  one 
□ominal  account  in  his  Ledger  to  record  all  his  gains 
and  losses,  instead  of  keeping  a  separate  nominal  account 
to  complete  the  double  entry  of  each  kind  of  loss  or  gain, 
and  in  point  of  fact  many  of  the  older  books  on  book- 
keeping prescribe  this  method.  In  practice,  however,  this 
procedure  Is  not  convenient,  as  the  trader  usually  desires 
to  know  the  totals  of  each  kind  of  loss  or  gain  over  a  given 
period  of  time,  and  this  object  cannot  be  attained  without 
tedious  analysis  if  all  items  of  gain  and  loss  are  merged 
more  or  less  confusedly  in  one  account.  At  the  end, 
however,  of  a  given  period  of  time,  e,  g.  at  the  end  of  a 
year,  it  is  customary  for  the  various  aoconnts  repre- 
senting losses  and  gains  to  be  combined  in  a  new 
Ledger  account,  styled  the  Profit  and  Loas  Acooont, 
opened  for  that  special  purpose ;  eaoh  separate  "Loss"  or 
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"  Gain  "  aooount  preTioosly  existing  is  closed  by  maMiig 
an  entry  refo^BentiDg  the  total  of  the  items  already 
appearing  in  it,  on  the  opposite  side  to  that  upon  which 
such  items  appear,  and  a  fresh  entry  for  the  total  only 
is  then  made  m  the  "  Profit  and  Loss  Account,"  on  the 
same  side  as  that  unon  which  the  original  items  appeared 
in  the  separate  Ledger  account. 

These  total  entries  in  the  Profit  and  Loss  Acconnt  then 
replace  the  masses  of  separate  items  previonsly  entered 
on  one  side  or  the  other  in  the  original  acoomits  recording 
losses  or  gains. 

'  One  other  nominal  acconnt  is  to  be  fotind  in  the  Ledger 
of  every  trader,  and  in  every  example  of  Doable  Entry 
book-keeping,  and  remains  to  be  explained,  viz.  the 
Capital  Aooonnt  This  acconnt,  again,  arises  out  of 
the    necessity    for    completing  the    "  double    entr^ "    as 

Ereviously  explained,  and  it  represents  the  difference 
etween  a  trader's  possessions  and  his  iodebtedneee, 
either  at  the  date  of  his  commencing  to  keep  hooks 
by  Double  Entry,  or  at  any  subsequent  date  upon  which 
be  may  calculate  his  net  worth. 

When  a  trader  commences  to  keep  his  books  by  Doable 
Entry  all  property  owned  by  him  is  entered,  according 
to  the  rules  previously  laid  down,  on  the  debit  side  of 
the  appropriate  Beal  or  Personal  Account,  and  all  sums 
owing  by  him  ate  entered  on  the  credit  side  of  accounts 
Opened  under  the  names  of  his  creditors.  Except  in  the 
very  unlikely  case  of  the  trader's  total  liabilities  being 
exactly  equfd  in  amount  to  the  total  value  of  his  posses- 
aions  the  total  entries  (for  property  and  debtors)  thus  made 
on  the  debit  side  in  his  Ledger  will  not  exactly  equal  the 
total  entries  (for  creditors)  made  on  the  credit  side ;  and, 
consequently,  in  order  to  make  the  double  entry  complete, 
an  account  headed  "  Capital "  is  opened  for  the  differenee 
between  the  trader's  possessions  and  his  liabilities.  In 
this  acconnt  is  entered  (on  the  credit  side)  the  excess  of 
the  possessions  over  the  liabilities  at  the  date  of  opening 
the  books,  or  (on  the  debit  side)  the  excess,  if  sooh  there 
be,  of  the  trader's  liabilities  over  his  possessions;  in  this 
way  it  is  brought  about  that  the  total  balances  entered  on 
the  debit  side  of  the  Ledger  equal  exactly  the  amount  of 
the  balances  entered  on  the  credit  side.  The  balance 
appearicg  on  the  "  Capital "  Account  thus  represents 
eitiier  the  net  worth  of^  the  trader  in  his  buainess,  or 
the  net  amount  by  which  he  is  insolvent. 
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Beample.— 

(1)    Shop   pi  ^      .  ,       ,    ,  .  

He  owes  Brown  k.  Company  £600.  Jones  ia  thus  really  worth 
£1,200  +  £300  -  £800  =  £900,  and  in  opening  his  hooks  he  mnst 
(lj(fe6i(  £1,200  to  B.  "Shop  Property"  Account,  (2)  dibit  £300  to 
**  St«dL  "  Accoont,  (3)  endit  £000  to  Brown  k  Oompuijr't  aoanuitr 
Bnd&BoUy,  {i,ieridit  £90ato  "Capital"  Account. 

The  net  balemce  of  the  trader's  combined  Profit  and! 
Loss  Account  (ef.  supra)  is;  at  the  date  at  which  the 
tatter  ie  prepared,  transferred  from  the  Profit  and  Loes 
Acconnt  to  the  Capital  Account,  thereby  recording  the  in- 
crease (or  decrease)  in  the  trader's  net  worth  at  the  close 
of  the  period  to  which  the  Profit  and  Loss  Account 
relates. 

Sufficient  has  now  been  said  to  in^cate  the  general 
nature  of  the  aoeoants  appearing  in  a  Ledger  kept  upon 
the  Double  Entry  principle,  and  by  way  of  further  illustra- 
tion a  Imef  example  is  appended.  It  may,  however, 
be  said  for  the  purposes  of  reference  that  the  balances 
appearing  in  a  Ledger  at  any  particular  date  may  be 
olaBsrBed  aa  follows,  viz. — 

Bebit  fialancefl  (t.  e.  balances  of  accounts  wherein 
the  entries  on  the  debit  side  exceed  those  on  the 
credit  side),  representing  eiUier  (1)  Property,  (2) 
Debts  due  to  the  trader,  or  (3)  Losses  or  expenses. 
Credit  Balances,  representing:  (4)  Debts  owing  by 
the  trader,  (5)  Profits  made,  or  (6)  The  amount 
of  the  trader's  capital  at  the  last  date  up  to  which 
it  was  ascertained. 
When  (3)  and  (5)  (Losses  and  Profits)  have  been  com- 
bined in  a  eingl-e  "  Profit  and  Lobs  Account,"  whereof  the 
net  balanoe  has  been  transferred  to  (6)  (Capital),  the 
balances  on  the  Ledger  remainlnf  are  (1)  Property,  (2) 
Debts  owing  to  the  tniider,  (3)  Debts  owing  by  the  trader, 
and  (&)  the  Trader's  CapiW  or  net  worth. 

A  trader's  gross  possessions  and  the  debts  due  to  him 
are,  in  book-keeping,  known  as  his  Asaets,  and  the 
debts  owing  by  him  to  other  persons  are  known  as  his 
LiabilitieB ;  capital  may  thus  be  crudely  described  as  the 
excess  of  a  t^bder's  assets  over  his  llabihties.  If  the 
trader's  liabihties  exceed  his  assets,  the  entry  in  the 
"  Cental"  Accoumt  must  perforce  a^ear  on  the  debit 
side,  and  indicates  a  oonditiou  of  insolvency ;  the  use  of 
the  term  "Capital"  in  such  a  case  obviously  beoomes 
somewhat  of  a  misnomer. 
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SxampU. — 1.  Junn  WilaoD   Bt«rt«d  basiDHa  on   Novemler   Z, 
1908,  u   a  cycle  dealer. 

2.  On  November  3  ha   borrowed  £100  from  Bobert  Wilwm  b 

3.  Oq  November  4  he  bongbt  on    credit    10    bicjclei  from  the 
Speed  MKQilfacturing  Company  at  £%  eacb 

4.  On  November  6  he  Bold  Sbicfcleiito  H.  Brown  od  ci:«dit  at  £10 

5.  On  November  6  he  paid  the  Speed  Manafaoturing  Company 
£40  on  account. 

6.  On  November  7  he  sold  6  bieycUa  for  caah  tX  £»  10».  each. 


These  transactions  mast  be  recorded  in  Jatoes  Wilson's 
Ledger  as  follows — 

(2)  Debit  Cask  Account  and  credit  B.  Wthon  with 
£100. 

Cash  haviDf^  been  reoatvftd,  and  a  debt  to  B.  Wilson 
having  been  inctirred. 

(3)  Debit  Bicyclss  .Account  and  credit  Speed  Manu- 
factwing  Company  with  £80. 

Bioyctes  of  that  valne  having  been  received,  and  a  debt 
to  the  Speed  Manufactnring  Company  for  a  hke  amount 
having  been  incmted. 

(4)  Debit  S,  Brown  and  credit  Bicycles  Account  with 
£50- 

Bicycles  having  been  parted  with,  and  a  debt  from  H, 
Brown  having  become  due  to  the  trader  (J.  Wilson). 

(5)  Debit  the  Speed  Manufacturing  Company  and 
credit  Cash  Account  with  £iO. 

C3ash  to  this  amount  having  been  parted  with  to  the 
Speed  Manufacturing  Company. 

(6)  Debit  Gash  Account  with  £47  10s.  and  credit 
Bicpcles  Account. 

Cash  having  been  received,  and  bicycles  of  tills  valoe 
having  been  parted  with. 

(7)  pcbit  "Expenses"  Account  and  credit  Cash  with 
£4. 

Caish  to  this  amount  having  been  parted  with,  without 
any  materiaJ  property  having  been  received. 
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J.  WILSON'S  LEDGER 

Account  No.  1. 
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EXPENSES  ACCOUNT 
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Account  No.  i 


CAPITAL  ACCOUNT 
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The  above  entries  (2 — 7)  having  been  entered  in  the 
Ledger,  James  Wilson  proceeds  to  balance  and  rule  off 
hia  books  to  ascertain  bow  be  stands. 
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In  order  to  prove  that  he  has  correctly  posted  his 
Ijedger  he  first  extracts  his  "  Trial  Balance,"  i.  e.  he  copies 
on  a  separate  loose  sheet  the  balances  appearing  on  the 
Ledger  accountB,  discriminating  between  those  in  which 
the  excess  of  entries  appeaxa  on  the  Debit  ade,  and  those 
in  which  the  excess  appears  on  the  Credit  side. 

For  esample,  the  Cash  Account  on  November  9th  shows 
dehit  entries  totalhng  £147  10s.  against  credit  entries 
amoanCing  to  £44.  There  is  thus  an  excess  of  entries 
on  the  Deoit  side  of  £103  lOs.,  which,  incidentally,  repre- 
sents the  amount  of  cash  in  hand  on  November  9th. 

Following  the  abov^  principle,  J.  Wilson  constructs 
the  Trial  Balance  as  under — 


TRIAL  BALAUCn,  November  gtb 

1908 

Acco«»™ 

Folio 

Db. 

Ce. 

^ 

'» 

100 

'^l 

d. 

BtcroiM 

0 

BpHd  MMHifaetnThigCompsDr 

0 

«157 

JO 

£16T 

10 

" 

Since  the  totals  of  the  two  sides  of  the  above  Trial 
Balance  tally,  J.  Wilson  is  juatiiied  in  assuming  that  his 
Ledger  posting  is  correct. 

Turning  again  to  the  above  Trial  Balance,  it  will  be 
noted  that  there  are  two  accounts  which  represent,  one 
a  profit,  and  the  other  a  loss,  viz.  "Bicycles"  Account 
and  "  Expens'ea  "  Account  respectively. 

As  long  as  J.  Wilson  possessed  any  stock  of  bicycles 
the  aoeoimt  kept  for  bicycles  disclosed  a  Debit  batanoe 
representing  an  asset,  but  since  all  bis  bicycles  have  been 
sold  the  baJance  has  beccnne  a  Credit,  and  now  repre- 
sents a  profit. 

The  balances  on  "  Bicycles  "  Account  and  "  Expenses  " 
Account  are  transferred  to  a  new  account  called ."  Profit 
and  Loss  Account,"  wherein  they  are  entered  on  the  same 
sides  o£  the  account  as  those, upon  which  tbey  appear  in 
the  Trial  Balance. 

There  is,  then,  a  balance  of  .£13  10s.  to  the  credit  of  ttie 
Frofit  and  Loss  Account ;  this  balance  represents  the  m( 
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eaimings  of  J.  Wilson  in  his  eyiJe  bneineBE  from  Norem- 
ber  Sod  to  November  10th,  and  mnst  be  Iruufeired  to 
i.  Wilson's  Capital  Acooont.  It  is  to  be  noted  tiiat 
whereas  J.  Wilson  started  business  widioat  posseesuig 
aajihing,  and  with  £100  borrowed  from  a  Mead,  be 
has  now  made  £13  lOs.,  and  to  that  extent  has  become 
a  ci^taliat.  Following  the  above  definition  of  Capital  as 
ao  excess  of  Aasets  over  Liabihties,  the  student  will 
natorally  expect  to  find  that  J.  Wilson  possesses,  in  one 
shape  or  another,  £13  lOs.  more  tJian  be  owes,  and  arefer- 
enee  to  the  Trial  Balance  will  show  this  to  be  the  case. 

J.  Wilson's  assets  are  cash  (£103  10>.)  and  a  debt  doe 
to  him  by  H.  Brown  (£50),  *.  e.  £153  10*.  in  all;  on  the 
other  hand,  he  owes  a  total  of  £140  to  S.  Wilson  and 
tiie  Speed  Manofacturing  Company,  and  the  difference 
between  these  totals,  in  other  words,  his  "  Capita,"  is 
found  to  correspond  with  the  balance  (£13 10s.)  spearing 
on  his  Ca[»tal  Account  as  on  November  10th.  This,  of 
course,  is  an  inevitable  eonsequenoe  of  corrsot  Double 
wintry  book-keeping. 

Having  transferred  ttie  balance  of  the  Profit  and  Loss 
Account  to  the  Capital  Account,  J.  Wilson  "balances" 
■  {i.e.  rules  off  and  brii^  down  tiie  balances  on)  his 
Ledger,  and  then  constructs  a  fresh  Trial  Balanoe  wilh 
the  sides  reversed.  This  seoond  o(»npilation  is  called  a 
"Balance  Sheet,"  and  is  drawn  in  Uie  form  which  is 
UBoally  adopted  in  English  commercial  practice. 


J.  WILSON,  BALANCE  SHEET, 

u  on 

Cipltal  Aotount- 

■• 

• 

CMhlDHUld 

H.  Brown _... 

ICU 

60 

10 

i. 
0 

CreditoiB- 

p"r~ - 

0 

*1SS 

10 

« 

In  the  foregoing  escunple  J.  Wilson  has  been  shown  as 
having  disposed  ot  the  whole  of  his  bicycles  before  the  end 
of  his  tradmg  period ;  had  this  not  been  the  case  a  slightly 
different  procedure  would  have  been  necessary,  as  follows. 
After  having  extracted  his  Trial  Balance,  and  before 
opening  his  Profit  and  Loss  Account,  it  would  have  been 
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□ecassary  for  J.  Wilson  to  plaoe  a  vaJue  upon  the  bicydes 
temaimng  on  liand  unsold,  as  on  the  lOtn  of  November-; 
tor  the  total  value  of  the  stock  of  bicycles  thus  arrived  at 
an  entry  would  have  been  passed  through  the  books 
crediting  the  Bicycles  Account  for  the  period  2iid  to  10th  of 
November  (as  if  the  bicycles  on  hand  bad  been  disposed 
of  immediately  prior  to  closing  the  books  for  the  period), 
and  debiting  a  new  Bicycles  Account  opened  for  the  suc- 
ceeding period ;  in  this  new  account  the  "  stock  at  cost 
brought  forward"  would  have  formed  the  first  entry.  The 
Bicycles  Account  for  tbe  period  2nd  to  lOtb  of  November 
would  then  have  been  shown  in  such  a  form  that  all  the 
bicycles  would  appear  to  have  been  disposed  of,  tbe  c^redit 
balance  then  disclosed  by  the  account  would  represent 
tbe  gross  profit  made,  just  as  in  the  account  set  forth  on 
page  12,  and  would  have  been  transferable  to  the  Profit 
and  Los^  Account. 

The  following  example  illustrates  tbe  Bicycles  Accoant 
of  J.  Wilson  as  it  would  have  appeared  had  he,  on  the 
7th  of  November,  sold  only  four  bicycles  at  £9  10s. 
apiece  instead  of  five.  In  mis  case  one  bicycle  would 
have  remained  on  hand  at  the  10th  of  November,  and 
would  have  required  to  be  carried  forward  to  a  fresh 
bicycle  account  to  be  opened  for  the  succeediug  period. 
The  starting  balance  of  £8  "  brought  down  "  in  tbe  new 
Bicycles  Account  for  the  period  commencing  lltfa  of 
November  would  have  formed  one  of  the  Ledger  balances 
outstanding  as  on  the  lOtb  of  November,  and  would,  of 
course,  have  required  to  be  taken  into  any  Trial  Balance 
prepared  at  that  date,  in  order  that  the  two  sides  might 
agree. 

AccouMT  No.  2a. 

BICYCLES  ACCOUNT,  for  tte  period  from  November  and 
Dr.  to  November  loth,  1908  Cr. 


To  coat  of  ID  bl- 
cjelM  bounht 
mm  the  Sp«d 
ManubcUiriDg 
Company......... 

feired  la  ProSt 
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AoconNT  No.  Sb. 
BICVCLES  ACCOUNT,  for  the  period  from  Horember 

Dr.  nth,   1908,  to 1909  Cr' 


Enter  the  following  tTamactions  in  &  Ledger,  preparing  therefrom 
a  Trial  ^Janoe,  Trading  and  Profit  ana  Lou  Acoounta,  and  a 
Balance  Sheet,  upon  the  lines  laid  down  in  Chapter  I. 


EXXBCISK  1a. 

The  Irantactiont  of  R.  Janes  vxr 


n.  1.  Started  bnainesB  as  a  tea-dealer. 
,  2.  Borrowed  £200  from  Brown  Bros. 
,     3.     Bought  on  credit  tea  from  the  Lampan  Flaalatioiui, 

Ltd..  £250. 
,    4.     Paid  Lampan  Plantationa,  Ltd. ,  on  noconnt,  £150. 
,     5.     Sold  part  of  the  tea  to  Harris  k  Co.  on  credit  for  £20a 
,     6.     Sold  the  remainder  of  the  tea  by  auction  for  cash, 

£105. 
,     8.     Received  from  Harris  k  Co.  cheque  for  £200. 
I     9.     Pdid  Lampan  Plantationa,  Ltd.,  further  o" 

£50. 
,  10.     Paid  expenses  in  cash,  £5.      ' 


EXBftCISB   iB. 

of  0.  SmUh  wtre  as  foUoat  .— 


1  account, 


Feb.  1.     Started  buaineas  with  £100  cash  in  hand.  - 

„     2.     Bought  for  cash  fancy  goods,  £80. 

„     S.     Lent  Home  k  Co.,  £10. 

,,  i.  Sold  to  Robertson  Bros,  halt  the  fancy  goods  bought 
on  Feb,  2  for  £70,  which  sum  was  immediately 
paid  by  Robertson  Broa.  to  (X  Smith  in  cash. 

„     5.     Lent  Home  &  Co.,  £30. 

„     6.     Paid  in  caah  expenses,  £4. 

„  8.  Bought  on  credit  fancy  goods  from  the  Weatern 
Manufacturing  Company,  £60. 

-  Node. — Stock  of  goods  on  hand  as  on  Feb.  8lh  is  to  be  valued  at 
coet,  £100  (made  up  of  the  cost  price  of  the  remaining  half  of 
the  goods,  bought  on  Feb.  2nd,  £40,  plui  ca«t  of  the  goods  bought 
on  Feb.  Sth,  £60). 
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EXERGISB   IC 

The  tranMelimu  if  WHliam  Mwrray  inert  as  /ollowa : — 
■       1909. 

Uor.  17.     Started  'bnsineei  wilh  Stock  of  Goods  valued  at  £150, 
Cash  £60,  and  owing  Wallace  Brothers  £85. 
„     19.     Sold  to  HanimaQ  &  Co.,  goods  on  credit  £25  lOj. 
1,    20.     Boui^ht  goods  from  A.  Morria  Dpon  credit,  £36  5s. 
„    21.     Paid  to  A.  Morris,  in  cash,  £20  on  account,  and  paid 

to  Wallace  Brothera  £15  on  account. 
„    22.     Received  from  HarrimanJc  Co.,  cash,  £2510:. 
„    23.     Paid  expenses,  cash,  £4. 
Note.— Stock  on  hand  as  on  March  23rd  to  be  valued  at  £170. 

ExEECiSK  Id. 
Tht  tranaaclumi  of  0.  Smith  were  as  foliov» ; — 
1909. 
April  6.     Started  busiuess  with  £500,  cash. 
„     7.     Bought  goods  for  cash,  £365. 
„     9.     Solcf  goods  on  credit  to  A.  Brown,  £350. 
„    11.     Paid  m  cash,  expenses  and  advertising,  £10. 
„    12.     Sold  goods  on  credit  to  R.  Jones,  £19. 
,,    13.     Paid  in  cash  laluries,  £2. 

„   16.     Received  cash  fn»a  A.  Brown  on  account,  £300. 
„    17.     Paid  in  cash  office  rent  and  hoasekeeping  expenses, 
£2  6j. 
Note. — Stock  on  hand  as  on  April  17tb,  Kil. 

Net  Profit,  £50 ;  Final  Balance  of  Capital  Acconnt ,  £50, 
£26;  „  „  „        £126. 

„  £6  5a.  ;       „  „  ,,        £120  6". 

Net  Loss,  £10  &. ;     „  „  „         £489 16s. 
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CHAPTEB    II 

BLEMSHTAKT   COHMSBCIAL  PBACTtCE 

Bbforb  proceeding  to  outline  tbe  methods  of  DonUe 
Entry  book-keeping  in  its  applieati(»i  to  modem  com- 
mereial  practice,  some  brief  explan&tiori  of  tbe  main 
features  of  a  trader's  ordinary  transactions  may  be  useful 
and,  indeed,  is  perhaps  needful;  tbis  chapter  is  ooose- 
quently  utilized  for  tbe  purpose  of  explaining  certain 
matters  of  everydt.'y  oocQtrence  in  tbe  busmess  of  almost 
eyery  trader. 

The  custom  of  keeping  a  Banking  Account,  and  the 
extensive  nee  of  cheques  in  paying  and  receiving  sums  of 
money  first  claim  attention. 

In  ooontiies  where  a  proper  system  of  banking  cannot 
be  Said  to  bare  been  eatabdished,  tbe  trader  is  naturally 
forced  to  keep  bis  spare  casb  in  the  form  of  coined  gold 
and  silver,  and  to  retain  tbe  aarae  in  his  own  possession, 
subject  to  such  safeguards  in  tbe  way  of  looks  and  strong 
boxes  as  oircumstancas  will  permit.  Whenever  money 
is  paid  to  any  person  be  is  put  to  the  trouble  of  counting 
it  over,  and  of  satisfying  himself  as  to  its  weigbt  ana 
currenoy,  and  where  large  sums  change  bands  frequently 
the  loss  of  time  arising  out  of  these  tedioos  opoations  is 
obviously  considerable. 

Tbe  above  difficulties  are  surmounted,  to  a  large  extent, 
by  tbe  modem  practice  of  banking.  Now-a-days  very  few 
traders  retain  any  considerable  sum  in  specie  in  their 
possession,  the  majority  depositing  their  spare  money 
with  a  Bank.  A  Bank  is  an  institution  the  object  of  which 
is  tbe  receipt  of  deposits  of  money  from  tbe  community  at 
large,  coupled  with  the  obligation  of  repaying  the  same  to 
the  depositor,  or  to  any  person  or  persons  designated  by 
bim,  when  called  upon  to  do  so.  Tbe  trader  who  thus 
keeps  his  casb  balance  with  his  Banker,  instead  of  in  bis 
own  possession,  avoids  the  risks  attendant  upon  the 
dustody  of  a  large  sum  in  specie,  and  acquires  the  facility 
of  being  able  to  direct  payment  by  the  Bank  of  any 
Id 
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desired  sum  of  money  to  himaelf  or  to  any  other  person 
or  persons  within  the  limits  of  the  amonnt  held  by  the 
Bank  on  his  behalf  at  any  particular  time.  Money  thus 
placed  with  a  Banker  to  be  drawn  against  at  sight  by 
means  of  cheques  ia  said  to  be  placed  with  the  Banker 
apoQ  "  Cnrreat  Account." 

The  paymenta  thus  made  by  Bankers  on  behalf  of  the 
trader  are  made  by  them  on  presentation  of  signed  orders 
called  "  Cheqaes,"  which  set  out  the  sum  of  money  to  be 
paid  and  the  name  of  the  payee,  and  bear  the  trader's 
signature.  Cheques  can  be  made  out  for  any  sum  of 
money,  however  lai^e  or  small,  provided  always,  of 
course,  that  they  do  not  exceed  the  trader's  credit 
balance  with  his  Banker. 

On  the  following  pa^e  is  a  form  of  cheque  in  common  use. 

The  left-hand  portion  of  the  above  form  is  called  the 
"  Count wf oil."  When  the  cheque  itself  has  been  filled  in 
it  is  torn  oS  where  the  perforated  line  is  shown  and 
banded  or  posted  to  the  person  in  whose  favour  it  has 
been  made  payable,  who  is  called  the  "Payee."  The 
details  of  the  cheque  (date,  payee,  what  the  payment  is 
for,  amount,  etc.)  are  entered  in  brief  on  the  counterfoil, 
and  the  details  thus  recorded  are  subsequently  used  for 
writing  up  and  checking  the  Cash  Book  and  for  compari- 
son, iu  due  course,  with  the  Bank  Pass  Book. 

The  many  advantages  of  the  cheque  system  of  making 
payments  have  become  so  generally  recognized  that  by 
far  the  greater  part  of  a  trader's  receipts  come  to  him  iu 
the  form  of  cheques,  which  be,  in  his  turn,  deposits  with' 
his  own  Banker  for  collection  on  his  behalf.  Such  cheques, 
when  collected,  are  duly  placed  by  the  Banker  to  the 
credit  of  the  trader's  account.  Similarly,  almost  all  the 
modem  trader's  payments  are  made  by  cheque. 

For  the  settlement  of  retail  transactions,  and  for  small 
cash  payments,  the  use  of  cheques  has  not  attained  as 
great  a  vogue  as  is  the  case  with  wholesale  transactions, 
and  in  making  payments  of  moderate  amount;  most 
traders,  consequently,  are  still  obliged  to  keep  small  sums 
iu  coin  on  their  premises,  but  the  sums  so  held  are,  in  the 
majority  of  cases,  relatively  insignificant.  The  name 
commonly  applied  to  the  small  sums  so  held  in  coin  for 
the  purpose  of  making  payments  of  a  trifiing  nature  is 
that  of  "Petty  Cash,"  and,  in  moat  businesses,  all  money 
except  the  "  Petty  Cash  "  is  kept,  as  indicated  above,  in 
the  hands  of  the  Bankers. 
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The  book  supplied  by  e.  Banker  to  hia  customer  coa- 
taining  a  copy  of  the  fatter's  Ledger  Accouot  with  the 
former  is  called  the  "S&nk  Pau  Book,"  or,  briefly,  the 
"  Pass  Book."  This  book  ie  delivered  to  the  customer  at 
the  time  of,  or  soon  after,  the  opening  of  his  Banking 
Account,  and  is  periodically  returned  by  him  to  his 
Banker  to  be  written  np  to  date. 

In  the  course  of  hia  business  operations  a  trader 
frequently  requires  additional  funds  wherewith  to  embark 
upon  special  transactions,  or  to  enable  him  to  cope  with 
the  increasing  magnitude  of  his  business,  and  tor  these 
purposes  he  often  obtains  loans  either  from  his  Bank  or 
amon^  his  friends  at  such  rates  of  interest  as  he  is  able  to 
bargain  for.  It  may  be  assumed  that,  as  a  general  rule,  a 
Banker  will  not  advance  money  to  a  trader  without  some 
substantial  and  tangible  eecurity,  whereas  private  friends 
may  be  willing,  in  certain  cases,  to  trust  to  the  trader's 
reputation  for  ability  and  integriW  without  any  special 
security  to  cover  their  advances.  In  almost  every  case  it 
is  the  question  of  the  presence  or  absence  of  security, 
specifically  given  to  cover  the  loan,  which  fixes  the  rate 
of  interest  the  trader  is  obliged  to  pay  for  the  convenience 
extended  to  him ;  a  loan  may  be  obtainable  from  a  Bank 
at  slightly  above  current  bank  rate,  if  the  security  offered 
is  considered  to  be  adequate,  whereas  apon  an  unsecured 
loan  obtained  from  business  or  other  friends  a  higher 
rate  of  interest  will,  naturally,  frequently  be  demanded. 

As  regards  a  trader's  Current  Account  with  bis  Ba^iker, 
the  lai^ter  always  contemplates,  in  opening  an  account, 
that  a  sufficient  balance  shall  be  maintained  by  the  trader 
to  cover  the  Banker's  expenses  and  to  allow  a  small  margin 
of  profit  for  the  trouble  of  keeping  the  account.  As  a 
general  rule  a  permanent  balance  of  £100  in  London  and 
£50  in  the  country  will  be  regarded  by  the  Banker 
as  sufficient  in  the  case  of  an  account  where  no  very 
large  number  of  cheques  are  drawn,  but,  if  the  balance 
frequently  falls  below  these  limits,  the  Banker  will 
usually  make  an  annual  chaige  (called  a  "  commission  ") 
for  conducting  the  trader's  Banking  Account. 

According  to  the  custom  of  London  Bankers  no  interest 
is  allowed  to  the  trader  upon  money  placed  by  him  to 
the  credit  of  his  Current  Account,  but  interest  is  alloj^ved 
upon  sums  specifically  placed  with  the  Banker  upon 
"Deposit  Aocoont."  Deposit  Accounts  cannot  be  drawn 
upon  by  cheque,  nor  is  the  money  usually  repayable  upon 
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demand  as  in  the  oaso  of  Cnrrent  Accoonts;  a  stated 
p^od  of  notice  (nsnaily  seven  days)  is  required  before  the 
withdrawal  of  any  part  of  a  Deposit  Account  balance,  and 
upon  the  money  entrasted  with  a  Banker  upon  these  terms 
interest,  varying  with  the  value  of  money  for  the  time 
being,  is  allowed.  The  rate  allowed  is  usually  1}  per  cent, 
below  "  Bank  rate,"  i.  e.  the  cnrrent  official  discount  rate 
(rf  the  Banfc  of  Engird.  A  trader  who  finds  that  his 
Current  Account  shows  a  balance  considerably  in  excess 
of  his  immediate  future  requirements  c&n  transfer  a  portion 
of  the  money  thus  lymg  idle  from  Current  Account  to 
D^DOflit  Account,  and  thus  obtain  the  advantage' of  the 
interest  allowed  on  the  latter;  he  can  subsequently  re- 
traasfer  from  Deposit  Account  to  Current  Account  such 
soms  as  he  may  need  from  time  to  time. 

In  the  north  erf  Bn^&id  an  arruigMnent  Kitaetlmee 
ezkts  among  Banker*  of  (1)  allowjng  tiie  trader  intereit 
upcm  sums  kept  with  t^iem  upon  Cnrrent  Account,  and  {2) 
charging  him  a  fixed  rate  of  oommissicm  upon  the  total  of 
the  cbet^ues  drawn  by  him  over  any  given  p«iod;  tfais 
custom  is  perhaps  more  equitable  to  both  parties  than 
the  London  custom  of  allowing  no  interest  upon  Current 
Account,  and  of  charging  no  eommiasion  for  keeping  the 
account  unless  the  balance  falls  well  below  the  standard 
which  is  usually  expected  to  be  maintained,  but  the  labour 
involved  to  the  Banker  in  calculating  both  interest  and 
commission  upoo  a  large  number  of  Current  Accounts 
is  obviously  very  great.  The  custom  of  allowing  interest 
upon  Current  Accounts,  and  of  charging  a  commission 
□pon  the  drawings,  exists  k^ety,  also,  upon  the  Continent, 
where,  however,  the  system  of  making  payments  by  cheque 
has  not  attained  the  same  popularity  with  which  it  is 
regarded  in  this  country. 

Another  commercial  practice  requiring  explanation  is 
the  method  usually  adopted,  by  traders  when  effecting 
purchases  and  sales  of  the  commodities  in  which  they 

A  trader  may  buy  or  sell  goods  for  inmie^ate  payment, 
or  he  may  sell  them  on  the  condition  that  he  receives  pay- 
ment for  them  at  some  future  date;  in  tiie  former  case 
the  transaction  is  said  to  be  "For  Cash,"  and  in  the  latter 
it  ia  said  to  be  "Upon  Credit" 

When  a  trader  has  sold  goods  TTpon  Credit,  that  is, 
when  payment  for  them  must  be  made  on  a  future 
Specified  date,  he  usually  allows  any  purchaser  who  may 
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desire  to  pay  for  the  goods  before  that  specified  date,  a 
percentage  on  the  amount  payable.  This  allowance  or 
deduction  is  oalled  a  Diuaant  for  Caili,  or  Cash  Disooimt. 
There  is  another  kind  of  discount,  called  Trade  Sisconnt, 
which  may  be  described  as  follows : — Many  wholesale 
traders  issue  Price  Lists  (or  Catalogues)  in  which  their 
goods  are  described  and  advertised  for  sale  at  standard 
prices.  From  these  prices  certain  deductions,  called 
Trade  Discounts,  are  made,  the  percentage  varying  in 
different  trades. 

Gash  Discount  and  Trade  Discount  must  not  be 
confounded  with  each  other ;  both  of  them  may  be,  and 
frequently  are,  allowed  to  the  purchaser  in  the  same 
transaction.  The  Trade  Discount  reduces  the  catalogue 
price  to  the  real  selling  price ;  while  the  Gash  Discount  is 
offered  as  an  inducement  to  the  purchaser  to  discharge  his 
obligation  to  pay  at  an  earlier  date  than  he  otherwise  would. 

The  great  advantage  of  the  Trade  Discount  system  lies 
in  the  fact  that  in  many  trades  prices  are  subject  to 
frequent,  and  often  sudden,  fluctuations.  These  fluctua- 
tions may  be  caused  by  excess  of  the  demand  over  the 
supply  of  the  manufactured  articles ;  or  by  excess  of  the 
supply  over  the  demand ;  or  by  an  excessive  or  a  dimin- 
ished production  of  the  raw  material;  or  by  other  causes. 
It  is  obvious  that  the  alteration  of  a  great  number  of 
prices  in  a  trade  catalogue  to  meet  every  fluctuation 
would  involve  the  necessity  of  continually  issuing  new 
Price  Lists,  with  a  consequent  waste  of  time  and  money. 
On  the  other  band,  a  notification  to  the  trader's  customers 
that  the  Trade  Discount  has  been  changed  is  as  effective 
and  is  a  much  quicker  and  more  convenient  method  of 
adjusting  prices. 

In  modern  practical  book-keeping,  Trade  Disoonnts  are 
not  incorporated  as  such  in  the  trader's  Ledger ;  a  memo- 
randum of  their  having  been,  granted  is  made  in  the  book 
wherein  the  sale  is  first  recorded,  and  the  transaction  is 
passed  through  the  Ledger  as  though  the  goods  had 
originally  been  sold  at  the  standard  list  price,  less  the 
Trade  Discount. 

Goods  which,  upon  dehvery  by  a  seller  to  a  purchaser, 
are  found  to  be  unsatisfactory  in  some  respect,  e.  g.  "  not 
up  to  sample,"  are  usually  permitted  to  be  returned  by 
the  latter  to  the  former,  and  an  allowance  is  usually  made 
for  them,  calculated  at  the  full  original  price  agreed  upon 
between  the  parties.     These  transactions    are  termed 
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"Setnnu,"  and  are  Btyled  "Betnnu  Inwardi"  and 
"  Ketonu  Oatwardi,"  according  as  they  are  received  by 
or  retamed  by  the  trader  whc^  transactions  are  to  be 
recorded. 

Ad  enterprising  trader  asually  prefers  to  receive  prompt 
payment  of  tlie  debts  due  to  bun,  even  at  the  sacrifice  of 
a  portioa  of  the  profit  on  each  transactioti ;  he  has  bis  own 
creditors  to  satisfy,  and,  in  addition,  be  is  Dsaally  in* 
flueoced  by  the  reflection  that  the  more  rapidly  be  can 
obtain  payment  of  the  debts  due  to  him,  the  more 
expeditiously  he  can  embark  in  fresb  transactions. 

In  order  to  combine  the  debtor's  inclination  to  defer 
payment  nntil  the  extreme  limit  of  his  credit  with  the 
creditor's  desire  foi  prompt  settlement,  a  document  called 
a  "  Bill  of  Exchange  "  has  been  brought  into  use, 

A  Bill  of  Esobangeis  a  short  written  document,  specimen 
forms  of  which  will  be  found  in  Gbap.  XII,  whereby  a 
debtor  promises  to  pa^  a  certain  sum  of  money  at  a 
stated  futmre  date  to  bis  creditor,  or  to  any  other  person 
to  whom  his  creditor  may  direct  the  mone^  to  be  paid. 
A  Bill  of  Exchange  resembles  a  bank-note  in  ao  far  that 
any  bond  fide  btuder  of  it  can  confer  upon  any  other 
person  the  right  to  receive  the  amount  of  the  bill  at 
maturity  by  merely  handing  the  bill  to  him ;  on  the 
other  band,  a  bill  differs  from  a  bank-note  in  that  it 
requires  an  "  endorsement "  (t.  e.  a  signature  on  tbe  baok 
of  the  bill)  by  tbe  transferor  to  complete,  in  many 
instances,  the  transferee's  legal  position. 

Tbe  practical  utility  of  a  document  of  this  nature  will 
be  obvious ;  in  the  first  place,  it  is  a  written  acknowledge 
ment  of  indebtedness,  coupled  with  a  definite  promise  of 
payment,  and  for  these  useful  characteristics  alone,  if  for 
no  others,  a  creditor  usually  prefers  a  Bill  of  Exchange  in 
place  of  an  ordinary  book  debt,  and  obtains  the  former 
as  embodying  tbe  latter.  Secondly,  the  creditor  who 
has  obtained  a  Bill  of  Sxobange  signed  or  "  accepted  "  by 
his  debtor,  possesses  a  negotiable  piece  of  paper  which,  if 
tbe  reputation  of  the  "  acceptor  "  Be  good,  is  readily  real- 
izable. Banks  and  discount  companies  are  always  willing 
to  "  discount "  (i.  e.  purchase  for  something  less  than  their 
face  value)  Bills  of  Exchange  bearing  tbe  names  of  well- 
known  traders,  and  the  possessor  of  an  accepted  bill  of 
this  high  standing  will  have  no  difGculty  in  discounting 
it,  and,  having  disposed  of  it,  he  can  of  oonrse  employ 
tbe  proceeds  in  entering  into  fresh  transactions. 
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It  most,  boweveF,  be  stated  that  the  creditor's  signature 
mast  <M:dmarilT  appear  on  a  Bill  of  Exchange  as  well  as 
that  of  the  d^tor,  although  the  latter  is  the  perSoa  by 
whom  the  money  is  expressed  to  be  payEible ;  and,  as  a 
conseqaence  of  this  fact,  If  the  creditor  parts  with  a  bill 
accepted  by  his  debtor,  he  is  himeelf  Uable  to  pay  the 
amoaoli  of  it  to  any  thud  party  holding  it,  if  the  debtor 
fails  to  meet  bis  obligation  upon  the  presentation  of  the 
bill  at  maturity.  The  double  liability  which  attaches  to 
Bills  of  Exchange  constitutes  another  cogent  reason  why 
good  trade  bills  are  favonrsd  by  Bankers  as  temporary 
investments. 

When  a  debtor  signs  a  Bill  of  Exchange  in  favour  of 
his  oreditoF  be  is  said  to  "  acoept "  it,  and  the  creditor  is 
said  to  "  drav  "  upon  him.  As  will  be  seen  by  a  reference 
to  the  illustration  in  Chap.  XII,  the  actual  form  of  a  Bill 
of  Exchange  is  that  of  a  letter  addressed  by  the  creditor 
to  his  debtor  requesting  payment  of  a  certain  sum  at  a 
fixed  future  date,  to  which  request  the  debtor  signifies  his 
assent  by  writing  his  name  across  the  letter  itself. 

From  the  point  of  view  of  an  "  acceptor  "  outstanding 
bill  obligations  are  termed  in  book-keefnng  "  Bills  Fay- 
able,"  from  that  of  a  "drawer"  they  ore  described  as 
"Bills  Beoeivable."  The  deduction  made  by  a  banker 
when  buying  a  Bill  of  Exchange  from  any  one  possessed 
of  it  is  called  "Discount,"  or  "  Banker'*  Duconat,"  and  its 
measure  is  usually  the  interest  on  the  face  value  of  the 
biU  from  the  date  of  purchase  to  the  date  of  maturity  at 
an  agreed  rate  per  cent,  per  annum.  Bills  of  Exchange 
are  usually  expressed  as  being  payable  at  ceriiain  fixed 
periods  of  time,  e.  g.  60  days,  90  days,  etc.,  from  the  date 
of  their  original  date  or  date  of  acceptance,  and  this  period 
of  time  is  termed  the  "Tenor"  of  any  partioulor  bill.  A 
custom  of  old  standing  permits  the  acceptoE  three  ad- 
ditional days  in  which  to  meet  the  hill,  immediately 
following  the  number  of  days  actually  mentioned  in  the 
bill,  and  this  custom  of  allowing  three  "Days  of  grace" 
has  been  incorporated  in  English  law,  although  it  does 
not  prevail  universally  In  foreign  countries;  a  bill  there- 
fore which  is  expressed  as  being  payable  "ninety  days 
after  date  "  is  consequently  actually  payable  ninety-three 
days  after  the  date  of  its  original  execution.  Where  the 
tenor  of  a  bill  is  expressed  in  months,  calendar  months 
are  to  be  understood,  and  the  three  days  of  graoe  must 
be  added  in  order  to  obtain  the  actual  date  of  maturity. 
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1.  Ho,  .  ,  ,     . 
(6)  in  countries  where  a  banking  BjBtem  haa  been  established ! 

2.  How  doea  a  trader  make  paymanU  from  the  suma  kept  by 
his  Banker  tor  him  on  Current  Account! 

3.  Explain  the  characteristics  of,  and  the  difference  bRtween,  a 
"Current  Account"  and  a  "  Deposit  Account"  with  a  Bank. 

4.  What  is  the  difference  between  a  sale  of  goods  "  for  cash"  and 
"upon  credit "  ? 

5.  In  tha  case  of  a  sale  of  goods  by  a  tratler  to  another  person 
' '  on  credit, "  explain  what  varions  methods  of  payment  or  dieMlorge 
of  the  debt  are  usually  open  to  the  debtor. 

6.  Disti^uiah  between  "Caah  Discounts"  and  "Trade  Dis- 
conntB."    How  are  they  treated  in  practical  bookkeeping! 

EXEBCISI  2b. 
1.  Explain  the  t«rms  "Returns  Inwards"  and   "Retunu  Out- 

S.  What  is  the  use  of  a  Bill  of  Exchange  (1)  to  the  person  who 
receive*  it  in  diaefaarge  of  a  debt,  (2)  to  the  penon  who  "  accepts  " 
it  to  satisfy  a  debt ! 

3.  What  is  the  basis  upon  which  Bankers  calculate  the  amount  of 
tiie  "  discount "  when  buying  a  Bill  of  Exchange  ? 

4.  What  is  meant  by  the  term  "days  of  grace  "! 

5.  A  trader  wubes  to  raise  a  loan  to  employ  iu  his  business, 
dieouSB  the  qtMStions  of  security  and  rates  of  interest  in  connection 
with  such  a  loan  from  a  general  standpoint. 

6.  Where  is  it  cuatomary  (1)  to  allow  interest  on  Current  Accounts 
kept  with  a  Bank,  (2)  not  to  make  such  allowance  T  Explain  the 
wolfing  of  a  trader's  Banking  Acconnt  under  each  system. 

ExERCISB  2c. 

1.  What  ia  meant  by  the  term  "Bank  Rate"? 

2.  What  ia  meant  bj  the  term  "  Banker's  discouat "  ♦ 

3.  What  is  meant  b;  the  "  tenor  "  of  a  given  Bill  of  Exchange  ! 

4.  Explain  the  terms  "Bills  Payable"  and  "Bills  Receivable." 

5.  A  Bill  drawn  on  the  2nd  of  January,  1909,  Is  expressed  to  be 
payable  "sixty  days  after  date"  ;  at  what  date  does  it  mature  tor 
payment ! 

6.  State  the  reason  why,  under  ordinary  circumstances,  a  Trader 
prefers  to  receive  prompt  payment  of  the  debts  due  to  him,  even  if 
he  is  compelled  to  forego  a  small  portion  of  his  profit  in  order  to 
obtain  it. 

EzBItCISE  2d. 

1.  Explain  the  liaUlity  of  the  "  drawer  "  upon  a  Bill  of  Exchange 
received  by  him  and  discounted  with  his  Bankers, 

2.  Explain  the  following  expressions,  an  "  Endorsement,"  a  sale 
"  for  Caah  "  and  a  sale  "  upon  Credit. " 

3.  Explain  briefly  the  nature  and  form  of  a  Bill  of  Exchange. 

4.  How  doea  a  Bill  a£  Exchange  {a.)  resemble  and  {b)  differ  from  a 
Bank-note! 

5.  Are  "  days  o(  grace  "  universally  allowed  in  the  case  of  Bills  of 
Exchange ! 

6.  What  are  the  charaeteriatics  of  a  "  Depoeit  Account "  with  a 
Budcer  I  Explain  the  advantages  of  such  an  nccount  (a)  from  the 
depositor's  and  (6)  from  the  Baidcer's  point  of  view. 


CnAPTEH  III 

Peactical  Book-kbepiho 

booe8  of  account,  statistical  b0oe8,  the  eiedqeb 

In  Chapter  I  an  endeavour  was  made  to  explain  that,  in 
theory,  the  record  of  the  traDsactions  of  a  buaineBS  could 
be  fully  dealt  with  by  means  of  Ledger  entries.  It  will 
probably,  however,  be  obvious  to  the  student  that,  in 
aetoal  practice,  this  method  must  be  considerably  modi- 
fied in  order  that  the  same  results  may  be  attained  with 
far  greater  economy  of  time  and  trouble. 

At  this  point  it  is  advisable  to  request  the  student  to 
impress  clearly  upon  his  mind  the  fact  that,  in  order  that 
the  booke  of  any  commercial  concern  may  approach  as 
nearly  as  possible  to  the  maximum  of  nsenuness  and 
economy,  three  essentials  must  be  attained,  viz.  (1)  The 
utmost  possible  use  of  "  original  entries  "  (i.  e.  of  entries 
made  at  the  lime  of  the  occurrence  of  each  transaction), 
(2)  the  prevention  and  localization  of  errors,  (3)  the 
suitable  division  of  the  various  books  for  the  convenience 
of  the  counting-house  staff. 

The  books  commonly  employed  by  a  trader  in  his 
business  may  be  grouped  into  two  classes,  (1)  "Booki  of 
Aoeoimt"  and (2)  "Statistical"  or  "  Memorandnm  Books." 

The  former  class  consists  of  those  books  which  form 
integral  parte  of  the  system  of  book-keeping  employed, 
and  includes  the  Ledger,  together  with  the  books  which 
are  subsidiary  to  it.  The  Ledger  is  always  the  principal 
book  in  Double  Entry  book-keeping,  and,  as  has  been 
explained  above,  could  be  designed  so  as  ^  contain  within 
itself  the  whole  permanent  record  of  a  trader's  transac- 
tions ;  but,  in  view  of  the  multiplicity  of  detail  occurring 
in  any  large  business  undertaking,  and  the  excessive 
amount  of  clerical  labour  which  would  be  required  to 
deal  with  each  transaction  as  a  separate  matter,  various 
labour-saving  devices  have  of  necessity  been  evolved  by 
successive  generations  of  accountants,  with  the  result 
that,  in    modern    practice,   transactions   are  gener^y 
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grouped  togetBer  in  totals  for  the  purpose  of  being 
recorded  io  their  final  resting-place  on  one  side  or 
the  other  of  the  Ledger. 

By  eoteriag  transactiona  in  subsidiary  books,  or  books 
of  original  entry,  a  conBiderable  amount  of  grouping  in 
totals,  and  the  consequent  avoidance  of  unnecesBary  detail 
in  the  Ledger  is  rendered  possible.  This  procedure  ia 
the  more  desirable  in  large  business  undertaMnge,  where, 
as  almost  invariably  occurs,  book-keeping  by  Double 
Entry  is  the  only  method  permitted,  inaspiuch  as  the 
entering  of  every  transaction  in  duplicate  would,  if  no 
system  of  grouping  were  employed,  involve  an  almost 
prohibitive  amount  of  clerical  labour. 

The  books  of  original  entry  commonly  employed  in 
practice  necessarily  differ  in  form  to  a  great  extent  ac- 
cording to  the  nature  of  the  buainesa  in  which  they  are 
used,  but  such  books  usually  group  themselves  into  two 
classes,  viz.  "Cash  Books"  and  "Journals," 

A  Cash  Book  is  nothing  more  nor  less  than  the  Cash 
Account  in  the  Ledger,  removed  from  the  latter  for 
purposes  of  convenience,  and  bound  up  separately. 

A  Journal  is  a  book  employed  to  classify  or  sort  out 
entries  in  a  form  convenient  for  their  subBequeut  entry 
in  the  Ledger.  According  to  the  particular  department 
of  a  business,  or  to  the  special  type  of  transaction  in 
or  for  which  any  particular  JournfU  is  to  be  used,  so  the 
name  given  to  the  book  varies ;  a  Journal  kept  solely  to 
record  sales  is  called  the  "  Sales  "  Journal,  or  the  Sales 
Day  Book ;  a  Journal  for  recording  purchases  is  called  a 
"  Purchase  Book  "  or  Journal,  and  so  forth. 

A  Book  of  Account  may  be  defined  briefly  as  any 
book  which  forms  an  integral  part  of  the  system  of  book- 
keeping employed  In  any  particular  business,  and  con- 
sequently includes  both  the  Ledger  and  the  books  of 
original  entry.  On  the  other  hand,  "Statistioal"  or 
"  Hemorandom "  books  are  those  which  are  used  in  a 
business  aa  accessories  to  the  general  system  of  book- 
keeping, and  which  serve  to  explain  or  to  elaborate  the 
necessarily  limited  amount  of  detailed  information  con- 
tained in  the  "  Books  of  Account." 

The  books  employed  in  a  warehouse,  providing  detailed 
information  as  to  the  nature, qualities,  quantities  and  values 
of  the  various  pieces  of  merchandise  comprising  a  trader's 
stock-in-trade  are  of  a  "  statistical "  nature,  and  serve  to 
explain  or  amplify  the  entries  appearing  in  a  trader's 
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Sales  and  Forcbaee  AcoountB  in  Mb  IJedger.  Similarly, 
factory  books  kept  to  reomrd  the  sucoessire  processes  to 
wbiob  on  article  is  subjected  in  the  oonrse  of  its  mana- 
focture,  including  records  of  the  successive  costs  of  these 
processes,  are  "  statistioa]." 

Statistical  books  obviously  vary  greatly,  both  as  re- 
gards form  and  contents,  according  to  the  purpose  for 
which  they  are  used ;  and,  being  of  an  accessory  nature, 
any  attempt  to  outline  their  nature  must  be  poetponed 
until  the  student  baa  thoroughly  grasped  the  principles 
underlying  tbe  main  system  of  accounting  as  employed 
in  Double  Entry  book-keeping.  Consequently,  the  re- 
mainder of  this  chapter  and  the  chapters  immediately 
following  are  devoted  to  an  explanation  of  tbe  Books  of 
AccoDut  commonly  used  in  modern  commercial  book- 
keeping, and  to  some  description  of  their  many  uses. 

Thb  Ledges 

The  student  has  already  been  informed,  in  Chapter  I, 
that  the  whole  of  a  trader's  book-keeping  could,  in  theory, 
be  contained  within  the  limits  of  one  book,  viz.  ijie  Ledger, 
and,  in  the  same  chapter,  an  endeavour  was  made  to 
illustrate  this  fact. 

In  a  previous  part  of  this  present  chapter  the  student 
has  again  been  told  that,  in  practice,  the  Ijedger  is  the 
principal  book  in  any  system  of  Double  Entry  book-keep- 
ing, but  that,  in  order  to  save  time  and  labour,  certain 
modihcations  and  various  subsidiary  books  are  em^^yed. 
The  author  has  found  that  many  students  experience  con- 
siderable difficulty  owing  to  the  fact  that,  at  the  outset, 
they  are  taught  that,  in  theory,  a  Ledger  can  be  made  tbe 
sole  repository  of  a  trader's  transactions,  and  then  that, 
subsequently,  they  are  informed  Hiat  in  practice  this 
principle  ia  not  adhered  to.  In  theoretical  book-keeping 
«ntry  in  tbe  Ledger  immediately  follo^VB  upon  tbe  happen- 
ing of  each  transaction,  but  in  practical  book-keeping 
transactions  are .  entered  upon  their  occurrence,  not 
directly  in  tbe  Ledger,  but  in  one  or  more  books  "of 
original  entry,"  from  whence  their  entry  in  the  Ledger 
is  effected  subsequently.  Some  students,  it  has  been 
found,  are  therefore  apt  to  wonder  why  an  explanation 
of  Double  Entry  book-keeping  could  not  commence 
with  a  description  of  tbe  books  of  original  entry,  and 
then  proceed  to  a  description  of  the  Ledger,  which  is 
the  final  destination  of  all  transactions,  and  this  per- 
plexity on  their  part  is  not  wholly  unreasonable.     The 
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lact  ia,  however,  that  nhatever  books  of  origmsl  entry 
may  be  employed,  they  are  designed  simply  and  eoldy 
to  facilitate  the  subaeqaent  entering  tip  oC  the  Ledger 
and  to  relieve  the  tatter  of  unneoeeaary  and  CDmbersome 
detail.  It  is  to  the  Ledger,  and  to  the  comiHlation  d 
an  efficient  trial  balance  from  the  Ledger,  that  all 
subsidiary  books  gradually  work  np;  and,  although  it 
may  Beem  to  the  student  at  first  sight  to  be  reversing  the 
chronological  order  of  events  in  regard  to  a  trader's 
book-keeping  entriea,  it  ia  essential  to  explain  the  Ledger 
{which  epitomize  the  general  operation  of  the  principles 
of  book-keeping)  before  explaining  the  peculiarities  of  the 
various  books  of  original  entry,  which  are  Bubsidiary  to 
the  Ledger,  and  only  contribute  in  a  minor  degree  to  the 
efficient  working  of  the  general  scheme  of  book-keeping. 

The  Ledger  may  be  briefly  defined  as  a  book  in  which 
a  trader's  transactions  are  "laid  up"  or  recorded  in  a 
form  easily  accessible  for  future  reference. 

In  practical  modem  book-keeping  it  is  commonly 
taken  for  granted  that  the  Ledger  does  not  include  the 
Cash  and  Bank  Accounts,  which  are  usually  bound  up 
separately  in  the  form  of  one  or  more  "  Cash  Books  " ;  it 
miust,  however,  be  clearly  understood  that  they  txe  in 
essence  Ledger  accounts,  and  require  to  be  Included  in 
a  Trial  Balance  (see  Chapter  IX)  just  as  thou^  they 
were  bound  up  in  the  Ledger  itself. 

Begarding  for  a  moment  the  Cash  Book  and  ^ta 
Ledger  as  forming  together  one  "Ledger,"  the  t 
principle  of  Double  Entry  book-keeping,  it  will  be  i 
bered,  is  that  every  transaction  is  capable  of  being  recorded 
in  two  accounts  contained  in  the  Ledger,  on  the  DeUt 
(or  left-hand)  side  in  one  account  and  on  the  Credit  (or 
right-hand)  side  in  the  other.  The  "  Aoooonta  "  referred 
to  are,  of  coarse,  the  classified  sections  into  which  a 
Ledger  is  divided. 

The  effect  of  this  essential  principle  may  be  expressed 
shortly  as  that  "every  debit  requires  its  credit,  and  vice 
versa." 

A  specimen  form  of  a  Ledger  account  is  set  oat  below — 
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Ledger  acoounte  m&y   be  grouped  in  three  classes, 

viz. — 

Feraonal  Aoooonta,  recording  the  trader's  financial 
transaotions  with  his  debtors  and  creditors,  and  fumisb- 
iog  a  record  of  the  sales  or  loans  to  or  purchases  or 
loans  from  these  persons. 

Keal  AocOQiita,  recording  the  trader's  dealings  in 
property  (other  tiian  debts  due  to  himj,  and  material 
objects  such  as  Machinery  and  Plant,  Buildings,  Patents, 
etc. 

Nomiaal  Aooonnts,  recording  the  trader's  losses,  es- 
peases,  profits  and  gains,  or,  in  other  words,  bis  income 
and  expenditure,  and  hia  net  worth  or  (in  the  case  of  a 
business)  the  amount  he  has  embarked  in  the  business. 
Sub-divisions  of  the  Profit  and  Loss  Account,  such  as 
Discounts,  Bent,  Taxes,  Salaries,  Wages,  Office  Expenses, 
etc.,  offer  examples  of  Nominal  Account  items. 

In  the  case  of  Personal  Accounts  all  the  Individual 
amounts  or  things  'paid  or  sold  to  any  person  by  the 
trader  are  entered  on  the  debit  side  of  the  Lecher  account, 
the  person  dealt  with  being  regarded  as  a  debtor  to  the 
trader  for  each  of  these  various  sums.  Irrespective  of  the 
pre-existing  relations  or  dealings  between  them. 

Conversely,  all  sums,  properties,  or  values,  received  by 
the  trader  from  any  person  are  entered  on  the  credit 
side  of  the  account  kept  by  the  trader  for  the  party  from 
whom  they  are  received.  The  person  transferring  these 
Values  or  things  to  the  trader  is  regarded  as  being  the 
trader's  creditor  for  the  value  of  each  of  them,  again  irre- 
spective of  the  position,  on  striking  a  balance,  between 
them. 

Students  sometimes  experience  considerable  difficulty 
in  appreciating  the  essential  rule  that  each  transaction 
timst  be  considered  by  itself,  quite  apart  from  any  trans- 
actions with  any  particular  person  which  may  have  pre- 
ceded it.  For  instance,  J.  Brown,  a  debtor  to  the  trader 
whose  books  ara  being  written  up,  may  discharge  his 
debt  (say  £100)  by  a  payment  in  cash.  To  record  the 
entiy  of  this  cash  payment  the  Cash  Account  must  perforce 
be  d.ebited,  and  J.  Brown  must  be  credited.  In  other 
words,  J.  Brown  is  shown  aa  a  creditor  for  this  £100  in 
bis  Personal  Account  as  kept  by  the  trader,  whereas  the 
student  is  sometimes  at  a  loss  to  understand  how  this  can 
be,  inasmuch  as  by  the  payment  of  this  sum  J.  Brown, 
on  striking  a  balance,  becomes  neither  a  debtor  nor  a 
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auditor  oi  the  trader,  the  debt  between  tbem  being  ak 
an  end.  The  ooneot  way  to  regard  the  matter  is  that 
J.  Brown,  when  buying  goods  from  the  trader,  necessarily 
became  his  debtor  ior,  say,  £100 ;  that  on  paying  the  same 
amount  of  money  to  the  trader  he  beoomee  hig  areditor 
for  £100,  and  that  these  two  separate  reUtJonsbips  to  the 
trader  cancel  one  another. 

In  the  case  of  "Beal"  Accounts  (Bometimes  called 
"Property  Accounts")  all  property  acqnired  U  entered 
on  the  debit  side  of  the  IJedger  account,  the  Property 
Account  being,  so  to  speak,  personified  and  regarded  as 
a  debtor  to  the  trader  for  the  amount  invested  in  that 
direction.  Conversely,  when  property  is  parted  with  tJie 
Property  Account  is  credited. 

"Nominal"  Accounts  (sometimes  called  "Imperwnal 
Aeooviits  "),  representing  losses,  are  debited  with  di  losses 
incurred,  and  may,  for  purposes  of  illustration,  be  re- 
garded as  if  they  were  Personal  Accounts,  all  sums  sunk 
in  the  particular  type  of  loss  being  regarded  as  amounts 
paid  to  the  imagmary  person.  In  the  case  of  Nominal 
Accounts  representing  profits,  the  entries  appear  on  the 
credit  side  of  the  account,  and  may  be  likened  to  receipts 
from  imaginary  persons.  In  point  of  fact,  to  be  strictly 
literal,  the  trader  would  bead  the  account  "My  Office 
Expenses  Account,"  "My  Sales  Account,"  etc. 

The  Capital  Aooonut,  upon  which  appears  the  excess 
of  the  trader's  assets  over  nis  liabilities,  may  be  regarded 
as  a  species  of  f  eraonal  Account  kept  by  the  business  for 
the  proprietor  of  it,  and  as  showing  at  any  time  the 
amount  which  the  latter  has  invested  in  the  concent.  In 
the  case  of  limited  companies  this  supposition  becomes 
.  an  actual  fact. 

A  trader's  transactions  w&  first  entered,  as  and  when 
they  occur,  in  the  various  books  of "  original  entry."  From 
the  books  of  original  entry,  the  necessary  records  in  the 
Ledger  are  made,  and  this  process  is  called  "  Poitiiig  the 
Ledger." 

Postings  in  the  Ledger  are  made,  (1)  in  the  case  of 
"  Cash  Book  "  entries,  on  the  opposite  side  to  that  upon 
which  they  appear  in  the  Gash  Book ;  and  (2)  in  the  case 
of  entries  from  "  Journals,"  ou  the  same  side  as  that  which 
is  indicated  iu  the  Journal.  This  diETerenoe  of  treatment 
arises  out  of  the  fact  that  the  Cash  Book  is  really  a 
Ledger  Account  itself,  and  contains  debit  entries,  which 
must,   to   complete   the   "doable  entry,"  be  posted  to 
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the  credit  of  some  other  oooooQt  or  aooounta  in  the 
Ledger,  and  vice  versa,  nbile  the  Joumals,  as  previouely 
explained,  merely  arrange  the  entries  in  a  convenient 
form  for  Bubsequent  posting,  both  on  the  debit  and  credit 
sides  in  the  Ledger  itself. 

Regarding  the  CaBh  Book  as  a  Ledger  Aooount  which 
haa  been  bound  up  separately,  it  may  be  said  that  if  the 
balances  of  all  the  aooounta  in  a  Ledger  are  extracted  and 
classified  under  the  respective  sides  (Dr.  or  Cr.^  upon 
wliich  they  appear  in  the  Ledger,  the  total  Debit  balances 
must  agree  witti  the  total  Credit  balances.  If  this  agree- 
ment fails  to  ensue  it  follows  either  (1)  that  the  esttaotion 
of  the  balances  has  been  done  inaccurately,  or  (2)  that  the 
posting  of  the  Ledger  is  incorrect.  For  instance,  if  an 
entry  be  posted  in  the  Ledger  twice  on  the  credit  side 
instead  of  once  to  the  debit  and  once  to  the  credit,  the 
Trial  Balance  will  disagree,  and  will  show  that  such  an 
error  exists,  its  location  being  then  merely  a  matter  of 
search. 

As  has  been  already  indicated,  the  Ledger  is  often 
subdivided  into. several  parts,  bound  up  separately,  for 
the  convenience  of  the  counting-house  work,  or  in  order  to 
reduce  the  varioue  sub-Ledgers  to  a  convenient  size.  In  an 
undertaking  of  some  importance,  for  example,  the  follow- 
ing subdivisions  might  well  be  found : — (l)  Sales  Ledger, 
for  the  record  of  all  sales  to  customers ;  (2)  Bought  Ledger, 
for  the  record  of  all  purchases  from  creditors ;  (3)  Im- 
personal or  Nominal  Ledger,  for  the  accommodation  of  the 
various  "  Asset,"  "  Beserve,"  and  other  accounts  of  a  like 
nature ;  (4)  Private  Ledger,  for  the  record  of  the  partners' 
"  CapitiU  "  and  "  Drawing  "  Accounts,  and  the  Profit  and 
Loss  Account.  The  "^es"  and  "Bought"  Lexers, 
again,  if  the  accounts  were  very  numerous,  would  be 
divided  alphabeticaUy,  thus:  A — K,  L — Z,  Or,  if  more 
convenient,  the  subdivisions  might  be  arranged  upon  geo- 

Spbical  lines,  thus  :  Town  B^es  Ledger,  Country  Sales 
iger.  Foreign  Sales  Ledger,  and  so  on. 

KXERCISES. 
3a. 

1.  What  U  a  Ledger  ?  Bcieflyducuisits  poaitioii(l)  in  Uieoretical 
book-keeping,  (2)  iu  praotical  book-ke«piiiz. 

2,  What  are  (a)  Peraoiitil  Aocouats,  (ft)  Nominal  AocoustB,  (c) 
Real  Accounts  ! 

3.  What  ia  a  Cash  BofJt  ? 

4,  What  is  the  abject  of  a  Journal  I 
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5.  'Whj  are  "Booki  of  Origin&l  Entry"  employed  in  practical 
book -keeping  ? 

6.  What  iameaoiby  "PoatiDg  theLedser"! 

7.  What  U  the  differenee  between  e  "  Book  of  Aocount "  and  a 
"  Sta.tistical  Book  "  ? 

8.  What  ie  the  cardinal  principle  oC  Double  Eatrj  book-keeping  T 


"  Capital  Aocouat,"  and  what  does  ita 

r  accounts  as  amoDg  (a)  Real, 
ioounte,  viz.  Capital  Acoount, 
Macbinery  Account,  Telegrama  and  Poetaget  Account,  J.  Wileon 
ft  Co-'b  Account,  Discount*  Received  Acoount,  Profit  and  Loia 
Account,  WogBs  Account,  R.  Brown  (Loau)  Account,  Buildiuga 
Account,  Bad  Debts  Account,  Office  Expenses  Account. 

3.  In  which  Ledger  or  other  aocouota,  and  upon  which  side  ot 
such  accounts,  would  you  expect  to  find  tlie  following  items  T — 

(a)  £1,000  paid  for  a  plot  of  land. 

{b)  £50  received  as  commission  for  effecting  a  sale  of  another 

person's  property. 
[c)  £70  paid  for  waaea. 
{d)  £100  paid   Co-day  to  R.   Jones  in  full  settlement  of  an 

account  for  £104  12i.  6i^.  due  to  him  two  months  hence. 
{«}  £200  received  from  J.  Brown  in  part  repayment  of  money 

lent  to  him. 

4.  What  are  the  essentials  to  be  attained  in  order  that  the  books 
of  a  commeroial  concern  may  approach  as  nearly  as  possible  to  the 
maximum  of  usefulness  and  economy  ! 

5.  Explain  the  term  "Books  of  W-iginal  Entry" ;  what  are  these 
books! 

6.  Give  a  specimen  ruling  of  a  Ledger  account  (Personal),  and 
enter  therein  three  entries  on  the  debit  and  three  on  the  credit 
side,  and  bring  down  the  balance. 

7.  Open  the  necessary.  Ledger  (or  other)  accounts  from  the 
following  items:  On  January  1,  1909,  John  Jones  had  cash  at 
the  Bonk,  £  ISO  ;  freehold  shop  value,  £1,000  ;  a  horse  and  cart  value 
£ilO;debtsowiDgtohim,  £560— viz.,  B.Brown,  £400;  J.  Robinson, 
£160 ;  whilst  he  owed  £870  (vls!.  J.  Filter,  £420  ;  R.  Roberta,  £250) ; 
be  also  hod  stock  of  goods  on  band  valued  at  £312. 

3c. 
Uenzies  Bros,  of  London  carry  on  a  general  agency  and  mercantile 
business  ;  Brown,  Kuox  &  Co.  of  Gibraltar  area  firm  doing  business 
with  them.  From  the  following  particulars  prepare  the  account  ot 
Brown,  Knox  It  Co.,  as  it  appears m  Meuzies  Bros.'  Ledger, bringing 
down  the  balance  at  the  31st  January. 

MenTics  Bros. '  traTiancli<m$  :~ 
1909. 

Jan.  1 ,     Balance  owina  by  Brown,  Knox  t  Co. ,  £462  Sj,  3d. 
,.     2.     Sold  Brown,  Knoi  4  Co..  goods  on  credit,  £214  Ss.  5rf. 
„    3.     Paid  R.  Merton  oq  behalf  of  Brown,  Knox  k  Co.,  £40. 
„     4.     Sold  Brown,  Knox  &  Co.,  goods  on  credit,  £212  10«.  Od. 
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1909. 

Jon.  i.  FurchdBed  for  cosh  on  account  of  Brown,  Knoz  ft  Co., 
3  sewing  machines  at  £7  each,  and  ihipped  these  to 
Brown,  Knox  ft  Co.  at  Gibraltar,  paving  freight, 
£4.     Charge  a  special  cummiasion   of  5>.  on  this 

„  10.     Received  from  Brown,  Knox  ft  Co.  goods  returned  eis 

unsuitable,   invoiced  at  £12  9^.  Gd.,  allowed  them 

full  invoice  price  therefor. 
,,  11.     Received  from  Brown,   Knox  &  Co,  cheque  ou    the 

Eastern  Counties   Bank,   Ltd.,   £105  10«.    9d.  for 

credit  of  their  account. 
„  13.     Bronrn,  Knox  &  Co.  advise  that  thej  have  remitted 

through  the   Gibraltar  office  of  the  Iiondon  and 
'    Peninsular  Bank,  Ltd.,  £300  to  be  placed  to  the 

credit  of  their  account,  and  enclose  a  sight  draft 

for  £500   drawn  on   Baring  k  Co.   of   London  for 

their  credit.     This  draft  woa  duly   honoured   on 

presentation. 
„  14.     Received  from  the  London  office  of  the  London  and 

Peninsular  Bank,  Ltd.,  the  £300  referred  to  in  the 

preceding  paragraph. 
,,  19.     Sold  Brown,  Knox  k  Co.  goods  on  credit,  £39  2s.  id. 
„  21.     Brown,   Knox    k   Co.    forwarded  a  £200    Japanese 

Government   4)-per-cent.  Bond   for  sale   on   their 

account ;  sold  the  same  and  received  cheque  from 

the  stiickbrokera.  £195  lOi. 
„  23.     Brown,   Knox    &    Co.   requested  Menziea  A  Co.   to 

purchase  on  their  account  £200   London  County 

ConBolidal«d   3^-per-cent.    Stock ;   purchased    the 


,  25. 


To  Mm.  M.  Jones,  £250. 
To  Owen  Jones,  £125. 
To  Griffith  Jones,  £126. 
Charge  Brown,  Knox  k  Co.  a  special  oonunistlon  ot 
10<.   6<J.  on  the  above  payments  to  cover  clerfa'a 
travelling  eipenaea  and   time   occupied  in  making 
inquiries  as  to  the  forego' 
ileceived  from  All 


Open  Ledger  Bcoonnts  with  the  following   oalances  under  date 

January  1st,  1909.     Stock  of  Timber,   £500 ;  Cash  at  Bank,  £600  ; 

Bill  Receivable  in  hand,  0.  Child,  due  January  3rd,  £100 ;  Debtor, 

B.  Nugent,  £32  10».     R.  Jones'  Capital  Account,  £1,232  10».     Post 

by  double  entry  the  following  transactions  and   prepare   a   Trial 

Balance  upon  their  completion. 

1909. 

Jan.  1.     Bought  a  cac^o  of  timber  from  V.  Oscarsson,  gross, 

£385,  less   10  per  cent,  trade  discount.     Paid  V. 

Oscarsson  by  cheque  £340  in  settlement  of  iiccoimb 
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1.  Sold  to  Smith  BroB.,  on  credit,  timber,  £2S2  16s, 
Drew  on  Smith  Broa.  &t  3  months  for  £200  on 
account  of  the  above  sale. 

S,  DiBooimted  Smith  Bros.'  draft  with  the  Bank,  being 
charged  Bankers'  diacount,  £2. 

3.     Sold  timber  for  cub,  £200,  paid  the  same  to  the  Bank. 

3.     0.  Child's  bill,  £100,  due  to-day,  paid  through  the 


I  cash,  and  employed  the 
Bfune  in  paying  wagei  for  the  week. 

5.  Bought  for  tsLsh  a  cargo  of  timber  ex.  s.s.  Lim.it  for 

£326  Bet. 

6.  Paid  by  cheque  electric  light  bill,  £4  6». 

6.    Received  from  B.  Nugent  cheque  for  £S2  and  banked 
same  ;  allowed  him  discount,  lOe. 
.—3b  (7).     Capital,  £1,482. 

So.  Debit  Balance  of  Account,  Jan.  31«t,  £fi65  \Zi 

3d.  Trial  Balance  Totals,  £1,238  10>. 
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When  the  principles  of  Double  Entry  book-keeping 
were  first  applied  to  the  methods  employed  in  recordiDg 
commercial  transactions,  a  Ledger  account  was  kept  for 
the  purpose  of ,  recording  all  receipts  and  payments  of 
Gash  ID  just  the  same  manner  as  separate  Ledger  accounts 
were  maintained  for  all  other  types  of  commercial  property: 
in  these  early  days  no  other  record  of  Cash  was  made. 
It  Boon  became  apparent  that  the  Cash  Account  greatly 
exceeded  in  bulk  every  other  Ledger  account,  and,  of 
necessity,  the  custom  consequently  arose  of  binding 
the  account  up  as  a  separate  book.  The  Cash  Book 
having  thus  come  into  existence  as  a  separate  book,  was 
henceforth  used  as  the  sole  book  in  which  the  original 
entries  of  all  cash  receipts  and  payments  were  recorded. 
Its  nature,  however,  as  an  integral  part  of  the  Ledger 
remained  unchanged,  and  the  items  appearing  in  it  con- 
tinued to  form  the  separate  halves  of  twofold  entries,  the 
remaining  halves  of  the  "  double  entries  "  being  posted  in 
the  relative  Ledger  accounts  upon  their  respective  opposite 
sides;  in  other  words,  every  entry  appearing  on  the 
Debit  side  of  the  Cash  Book  had  its  corresponding  Credit 
entry  in  some  appropriate  Ledger  account,  and  vice  versa. 

In  modem  practice  cash  entries  are  first  made  in  the 
Cash  Book  from  the  memoranda  or  counterfoils  in  the 
trader's  possession,  upon  the  debit  or  credit  side  accord- 
ing to  their  nature  (receipts  or  payments),  and  the  corre- 
sponding entries  (to  credit  or  debit)  in  the  necessary 
Ledger  accounts  are  made  as  soon  thereafter  as  is  con- 
veniently possible. 

The  baUnce  of  the  Cash  Book,  at  any  date,  shows 
the  amount  of  money  which  should  be  in  the  trader's 
possession. 

A  specimen  ruling  of  an  elementary  Cash  Book,  in  its 
simplest  form,  is  appended.  It  will  be  noticed  that  the 
form  employed  is  merely  that  of  an  ordinary  Ledger 
account — 
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The  above  form  is  designed  to  contain  the  record  of 
receipts  and  payments  in  money,  i.e.  actual  coin  ;  hat  if, 
as  ia  now  UBoal,  and  as  hae  been  indicated  in  Chapter  II, 
the  trader  keeps  none  of  his  money  in  his  own  posBession, 
but  pays  all  bis  receipts  into  his  Bank  and  effects  all  bis 
payments  by  means  of  cheques,  the  form  of  Ca«b  Book 
etven  above  will  serve  equally  well  to  record  the  trader's 
Banking  transactionB.  All  BumB  paid  to  the  Bank  in  such 
a  case  are  entered  on  the  debit  side,  and  all  cheques  drawn 
appear  on  the  credit  side ;  the  balance  of  the  Cash  Book 
will  show,  at  any  date,  the  amount  held  by  the  Banker 
on  behalf  of  the  trader,  i.e.  his  "  Bank  Balance." 

A  specimen  form  of  Cash  Book,  utilized  to  record  tbe 

CASH  BOOK 

Dr.  (BaeoidtDg  Buik  TiUHcUons  tnAfy  Cn 
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trader's  Bank  transaotioDS,  is-  set  oat  above.     The  typical 

transactions  entered  in  the  form  will  explain  themselveB. 

The  particulars  contamed  in  the  columns  of  this  Gash 
Book  are  those  which  will  ultimately  appear  in  the 
trader's  Bank  Pass  Book,  and  it  will  be  obvious  to  the 
student  that  there  will  therefore  be  do  need  to  keep  a 
Bank  Account  in  the  Ledger. 

In  practical  experience,  certain  businesses  will  not 
infrequently  be  met  with  in  which  the  owner  of  the 
undertaking  keeps  the  greater  part  of  his  money  with  his 
Banker,  but  is  nevertheleaB  obliged  to  retain  some  ready- 
cash  in  hand  at  his  office ;  for  instanoe,  in  undertakings 
where  the  receipts  from  debtors  are  partly  in  the  form 
of  cheques  and  partly  in  coin,  and  in  oases  where 
occasional  payments  in  cash  are  required. 

To  meet  the  needs  of  such  businesses  a  composite  form 
of  Oash  Book  is  necessarily  employed,  containing  two 
money  columns  on  each  side,  designed  to  record  receipts 
and  payments  both  in  cash  and  through  the  Banker. 
Apart  from  the  necessary  difference  in  form  there  is  no 
change  whatever  in  the  prmciple,  or  the  uses,  of  this  style 
of  Gash  Book  as  compared  with  the  elementary  form 
given  above. 

In  this  kind  of  Gash  Book  all  receipts  in  coin  or  notes 
are  entered  on  the  debit  side  in  the  ordinary  way,  the 
amount  being  placed  in  the  "  Cash "  money  column. 
All  payments  made  in  cash  are  placed  on  the  credit  side 
in  the  "  Gash "  column,  with  their  appropriate  details, 
and  payments  made  by  cheque  appear  similarly  in  the 
"  Bank  '  credit  money  column. ,  Cheques  received  by  the 
trader,  and  immediately  banked  by  him,  are  entered  in 
the  Gash  Book  in  the  debit  "Bank"  column. 

Where  the  trader  himself  pays  into  his  Bank  any  sum 
from  bis  office  cash-box  (it  frequently  occurs  that  his 
receipts  in  coin  are  in  excess  of  his  immediate  cash 
requirements  for  payments),  the  amount  so  taken  from 
office  cash  is  treated  as  a  payment  made  from  "  Gash  " 
on  the  one  hand  and  as  a  receipt  by  the  "  Bank  "  on  the 
other  hand ;  the  sum  consequently  appears  as  a  credit 
entry  in  the  "Cash"  column  and  as  a  debit  entry,  for 
the  same  amount,  in  the  "  Bank  "  column. 

Conversely,  when  the  trader  draws  cash  from  his  Bank 
for  the  purposes  of  replenishing  his  Office  Gash  Balance, 
the  matter  is  recorded  under  the  guise  of  a  payment  made 
out  of  the  Bank  Balance  and  as  a  receipt  by  "  Office 
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Cash/'  The  necessary  entry  is,  oonseqnently,  a  cre^t  in 
tbe  "  raulr "  colonm  and  a  receipt  in  the  office  "  Gash" 
column. 
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A  fonn  of  "two-column"  Cash  Book  is  given  above, 
wad  fcbe  foUoving  specimen  transactions  are  shown  ae 
having  been  passed  through  it — 
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1908. 

Oct.  1.    Balance  of  Office  Gash  in  hand,  £60 ;   Bank 
Balance,  £120. 
„   2.    Beoeived  in  cash  from  J.  Jones,  £20,  and  from 
W.  Brown  £10  6s. 
Beceived  cheque  from  Smith  &  Co.,  £60,  and 
banked  the  same. 
„   3.    Paid  for  wages  from  OfBce  Cash,  £48. 
Paid  from  Office  Oaeh  to  Bank,  £35. 
Drew  cheque    in  favour    of  Wilaon  Bros,  for 
£94  15s. 
„   4.     Drew  from  Bank  for  Office  Cash,  £10. 

The  Cash  Book  is  balanced  off  as  on  October  4,  and  the 
balances  are  then  carried  down. 

In  many  busineaseB  it  is  customary  for  the  trader  both 
to  allow  and  receive  small  "  Discounts"  (known  as  "  Cash 
DiMonnts  "),  when  his  debtors  discharge  their  obligations 
to  him  or  he  himself  pays  his  own  creditors.  It  is  fre- 
quentlylound  in  practice  that,  in  many  businesses,  almost 
every  such  receipt  or  payment  of  money  is  accompanied 
by  a  "Discount"  allowance,  and,  in  order  to  avoid  the 
posting  of  an  unnecessary  number  of  separate  discount 
entries,  an  economical  practice  of  passing  these  discount 
entries  into  the  Ledger  simultaneously  with  the  cash 
entries  out  of  which  they  arise  has  become  general.  If 
John  Jones  pays  the  trader  £49  in  full  settlement  of  a  debt 
of  £50  due  by  him,  it  is  obvious  that  the  cash  payment 
(£49^  and  the  discount  (£1)  must  in  one  way  or  another 
be  placed  to  the  credit  of  John  Jones  in  the  trader's 
Ledger.  If  the  £49  only  were  to  be  posted  to  the  credit  of 
John  Jones  from  the  Cash  Book,  a  separate  double  entry, 
debiting  •'  Discount "  and  crediting  J<^n  Jones,  would  be 
necessary,  and  similar  entries  would  be  needed  for  every 
one  of  the  many  corresponding  discount  allowances. 

The  custom  has  consequently  arisen  of  noting  in  the 
Cash  Book  all  such  discounts  allowed  or  received,  and  of 
posting  to  the  appropriate  Personal  Account  in  the 
Ledger  both  the  cash  passing  and  the  discount  allowed 
in  one  sum.  Under  this  method  the  discount  is  entered 
in  the  Personal  Account  in  the  Ledger  in  company  with 
the  cash  payment,  and  the  relation  between  the  two 
items  is  readily  seen.  At  the  end  of  any  particular 
period  the  total  discounts  so  allowed  and  received  are 
added  up  in  the  Cash  Book  and  posted  in  one  total 
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to  the  debit  or  credit  of  the  "  Discount  Account "  in 
the  Ledger,  thus  oompletiDg  the  doable  entry.  The 
economy  of  time  and  laJi>our  thus  effected  will  be  obvious 
to  the  student. 

An  example  may  serre  to  moke  the  principle  thus 
described  more  readily  understood.  Takmg  again  the 
transaction  with  Z.  Jones  given  above,  the  entries  which, 
under  the  system  of  noting  discouDts  in  the  Cash  Book, 
take  place  would  be  as  follows — 

1.  The  receipt  of  £,^9  is  debited  in  the  Cash  Book. 

2.  A  note  is  made  in  the  Cash  Book  (in  the  columu 

provided  for  that  purpose)  that  £1  discount  has 
been  allowed  to  J.  Jones. 

3.  £50  ("  Cash  and    Discount ")  is  credited  to  J. 

Jones's  Personal  Account  in  the  Ledger. 

4.  At  a  subsequent  date  all  the  discounts  allowed, 

including  the  £1  on  this  transaction,  are  debited 
to  the  "  Discount  Account "  in  the  Ledger. 

In  this  ^ay  £50  is,  under  one  guise  or  another, 
posted  on  each  side  of  the  Ledger  (remembering,  of 
course,  thU  the  Cash  Book  is  a  Ledger  account),  and  the 
double  entry  ia  thus  complete. 

A  similar  method  is  adopted  in  dealing  with  the  dis- 
count received  by  the  trader  on  the  cash  payments  made 
by  him.  In  this  instance  the  total  debit  to  the  trader's 
creditor  both  for  cash  paid  to  him  and  discount  allowed 
by  him  on  the  payment  appears  in  the  creditor's  per- 
sonal Ledger  account ;  the  credit  entry  in  the  Cash 
Book  for  the  cash  paid,  plus  the  ultimate  credit  entry  in 
the  Discount  Account  for  the  total  discounts  received, 
completes  the  necessary  double  entry. 
^  A  specimen  form  of  Cash  Book,  including  a  memorandum 
column  for  noting  discounts  on  each  side,  is  appended. 
The  "memorandum"  nature  of  the  discount  columns  must 
be  clearly  borne  in  mind;  the  debit  column  represents 
discounts  allowed,  and  its  total  is  destined  to  be  posted 
ultimately  to  the  debit  of  the  "  Discount  Account " ;  and, 
in  the  case  of  discounts  received,  the  total  appearing  in 
the  credit  discount  column  is  to  be  posted  to  the  credit  of 
the  "  Discount  Account."  If  the  discount  columns  were 
to  form  part  of  the  Cash  Book  in  the  same  manner  that 
the  "Ca^"  and  "  Bank  "  colmnns  form  part  of  it,  one 
would  naturally  expect  to  find  the  contra  entries  for 
their  totals  appearing  on  the  opposite  sides  of  the  Ledger, 
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but  inaemuch  as  they  are  merely  ■■memorandtim" 
columns,  the  general  rule  of  po^ng  from  the  debit  side 
of  the  Cash  Book  to  the  credit  aide  of  the  Ledger  does 
not  apply  to  these  totals.  The  individual  items  appearing 
in  the  discount  columns  are  posted  to  the  appropriate 
Fwsonal  Accounts  in  the  Ledger  (in  company  with  the 
cash  passing)  upon  the  opposite  sides  to  those  upon 
which  they  appear  in  the  Gash  Book,  and  at  the  end 
of  a  given  period  the  total  of  these  allowances  is  posted 
in  the  Ledger  in  the  Discount  Account  upon  the  same 
side  as  that  upon  which  they  appear  in  the  Cash  Book. 

The  following  transactions  are  entered,  by  way  of 
illustration,  in  the  appended  specimen  three-colnnm  Gash 
Book— 


Oct.  1.     Cash  Balance,  £60;  Bank  Balance,  £106. 

„    2.     Received  from  J.  Jones  £40  in  cash  and  allowed 
him  discount,  £2.  , 

„     3.    Paid  470  to  the  Bank  from  Office  Cash. 

„     4.     Drew  a  cheque  in  favour  of  W.  Brown  for  £62; 
discount  received,  £3. 

„     5,    Received  a  cheque  from  J7  Jones,  £30 ;  allowed 

him  discount,  £3,  and  banked  lie  cheque. 
The  Gaeh  Book  is  balanced  as  on  October  5,  when 
the  balances  are  brought  down ;  at  this  date  the  £5  and 
£3,  representing  the  debit  and  credit  totsUs  of  tfao 
"Discount"  colamns,  are  then  posted  respectively  to 
the  debit  and  credit  of  the  "  Discount  Account "  in  the 
Ledger.  Occasionally,  in  practice,  the  Balance  only  of 
the  discount  colamns  (t.  e.  the  difference  between  their 
totals)  is  posted,  but  it  will,  in  most  oases,  be  found  pre- 
ferable to  post  the  totals  of  each  column  in  the  Discount  • 
Account. 

Other  specimen  forms  of  Cash  Boc^s  will  be  given  in 
due  course  to  illustrate  the  various  nses  to  which  extra 
columns  in  the  Cash  Book  can  be  put.  In  common  with 
all  the  other  books  employed  in  modem  commercial 
undertakings,  one  of  the  sahent  points  of  a  good  Cash 
Book  is  to  facilitate  the  balancing  of  the  bodts  and  to 
economise  laJxiur. 

The  employee  to  whom,  in  a  mercantile  office,  the  work 
of  keeping  the  Gash  BocJc,  and  of  supervising  the  cash 
transactions  is  entrusted  is  generally  st^ed  the  "  Cashier." 
His  duties  comprise  the  receipt  of  all  snms  of  mcaiey 
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Oomiag  into  the  office  snd  the  sabseqaent  payment  into 
the  Bonk  Account  of  Btich  of  them  as  are  not  to  be 
retained  in  the  office  cash-hox,  together  with  the  custody 
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of  the  latter,  and  the  drawhig  of  cheques  for  sigoature. 
When  the  "  cash  "  transactions  are  at  all  numerous  the 
Cashier  should  make  a  point  of  balancing  his  Gash  Book 
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daily.  It  will  osually  be  advantageous  also  to  keep  a 
smadl  memorandum  took  showing  the  details  composing 
the  dfjly  balancing  of  cash  for  future  reference  i;i  case 
of  need.  It  is  also  the  cashier's  duty  to  obtain  from  the 
Bankers  the  Bank  Pass  Book  at  regular  interralB,  and  to 
prepare  statements  showiag  that  the  balance  shown  by 
the  Pass  Book  tallies  with  the  balance  as  shown  by  the 
"  Bank  "  columns  of  the  Cash  Book  kept  by  him.  It  is 
always  desirable  that  the  Cashier,  who  handles  the  cash 
received  from  customers  and  others,  should  have  no  part 
in  the  writing  up  of  the  Ledgers  wherein  the  customers' 
accounts  are  recorded,  and  that,  as  far  as  he  is  con- 
cerned,  the  Ledgers  and  the  posting  of  them  should  be 
a  matter  in  which  he  has  neither  part  nor  control. 

The  Cashier  is  also  responsible  for  the  correctness  of 
all  the  discounts  allowed  to  customers  upon  payment  of 
their  accounts,  and  he  is  also  charged  with  seeing  that 
his  employers  themselves  obtain  the  full  benefit  of 
all  the  customary  discount  allowances  obtainable  from 
creditors  when  the  amounts  owing  to  the  lattet  are 
discharged. 

As  indicated  above  one  of  the  duties  of  the  cashier 
consists  in  the  periodical  "  reconciliation "  of  the  Cash 
Book  with  the  Bank  Pass  Book.  The  amount  shown  by 
the  Cash  Book  as  remaining  in  the  hands  of  the  Bonk 
at  any  particular  time  rarely  tallies  exactly  with  the 
balance  shown  by  the  Banker's  Pass  Book  at  the  same 
date.  This  apparent  discrepancy  arises  from  the  fact 
that  (a)  short  periods  of  time  must  necessarily  elapse 
between  the  drawing  of  a  cheque  by  a  firm  and  its 
subsequent  payment  by  the  Banker  upon  whom  it  is 
drawn,  and  {b)  on  the  other  hand  from  the  similar  lapse 
of  time  which  must  perforce  take  place  between  the 
drawing  and  dispatch  of  a  cheque  by  a  customer  to  the 
firm  and  the  date  upon  which  such  cheque  is  eventually 
credited  by  the  Banker  to  whom  it  is  entrusted  tor 
collection.  In  order  to  explain  this  divergence  it  is 
necessary  to  construct  a  statement,  known  as  a  "  Recon- 
ciliation Statement,"  wherein  the  two  differing  balances 
and  the  outstanding  items  which  cause  them  to  disagree 
ore  clearly  set  forth.  A  epeeimen  example  is  appended 
showing  how  this  "  reconciliation  "  is  arrived  at — 

Example— Oa  December  31,  1908,  the  Cash  Book  ol  Mcbbts, 
Brown,  Jonei  ii  Cn.  showed  that  £1,102  16i.  Srf.  should  be  in  the 
hands  of  their  Bouken  ;  ibe  Utter's  Pam  Book,  however,  showed  a. 
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bslanM  of  oclj'  £624  12s.  id.,  the  difference  being  dne  to  the 
following  itema — 

1.  A  cheqne  drawn  fay  Brown,  Jonea  A:  Co.  on  December  29, 

1908,  for  £7  6»,  5d.  had  not  yet  been  preeeQ  ted  to  the 
Bankers  for  pavment  (although  it  had  of  coune  been 
entered,  when  drawn,  upon  the  credit  aide  of  the  Ann's 
CaBh  Book). 

2.  A  cheque  received  by  Brown,  Jones  4  Co.  on  DecBmber  29, 

1 908,  for  £635  10«.  2i. ,  drawn  upon  Aberdeen,  had  not  yet 
been  "collected"  by  the  Bankers,  and  oonseqnently  had 
not  yet  been  placed  by  the  latter  to  the  credit  of  their 
cnstomera'  acconnt  with  tliem. 
These  differences  are  expressed  in  the  following  statement — 
Bank  Recokciliatioii  Stateubtit,  DecemVier  31,  1908. 
Balance  as  per  Bank  Pass  Book     ....     £624  12    8 
Deduct  cheque  drawn,  but  not  yet  presented  to 
Bankers  for  payment 7    6    5 


Add  cheque  on  Aberdeen  paid  to  Bankers  on 
December  29,  1908,  but  not  yet  collected  by 
them 636  10    2 


Balance  OS  per  Office  Cosh  Book    .         .         .         .£1,152  16    5 

When  balancing  his  Cash  Book  (weekly  or  monthly  aa 
the  case  may  be)  it  is  usual  for  the  Cashier  to  ^rite  ap, 
in  red  ink,  in  the  Cash  Book  itself,  for  fntnre  reference, 
the  Beconciliation  Statement  prepared  by  him  when 
agreeing  the  Bank  columne  in  his  Gash  Book  nith  the 
Bank  Pa$B  Book. 

Petty  Cash  Book 

Even  In  btisinesses  where  all  the  oaeh  receipts  are 
paid  immediately  into  the  Bank  and,  where  possible, 
all  payments  are  made  by  cheque,  it  is  usually  found 
neceesary  to  keep  small  sums  of  ready  money  in  the 
office  for  the  purpose  of  meeting  those  small  disburse- 
ments which  are  practically  inseparable  from  every 
business,  e.g.  postages,  telegrams  and  office  sundries. 
The  sum  so  kept  in  hand  is  usually  termed  the  Petty 
Caih,  and,  in  practice,  it  may  be  found  entrusted  either 
to  the  Cashier  or  to  a  separate  Petty  Cashier,  according 
to  the  amount  of  the  work  involved,  to  the  size  of  the 
ondertaMng,  or  to  the  oi^anization  of  the  clerical  staff. 

The  book  in  which  the  various  sums  drawn  from  the 
Bank  and  handed  over  to  the  Petty  Cashier  are  recorded, 
and  in  which  also  appears  the  detailed  record  of  his 
disbursements,  is  termed  the  Petty  Cadi  Book>     This 
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book  Bhoald  be  specially  ruled  bo  fta  to  show  cleariy  thd 
total  expenditure  to  data  upon  any  particular  olasa  t^ 
bneiness  expenae,  in  order  that  estra^iganoe  in  any 
direction  m4y  be  readily  revealed,  and  it  must,  of  course, 
be  designed  so  as  to  show  the  balance  which,  at  any 
particular  date,  should  exist  in  coin  or  notes  in  the  hands 
o(  the  Petty  Cashier. 

The  exipenditore  made  by  a  Petty  Cashier  is  usually 
conaprisod  almost  entirely  of  payments  for  small  expenscB, 
but  caaes  arise  occasionally  when  small  sums  are  ex- 
pended by  him,  either  for  assets  purchased  or  for  the  debit 
of  Personal  Accounts  in  the  Ledger.  The  payments 
made  by  a  Petty  Cashier,  being  numerous  and  of  a  con- 
stantly recurring  nature,  are  more  convenient  to  deal 
with  when  collected  into  periodical  totals,  for  subsequent 
posting  to  the  debit  of  the  Expense  Accounts  in  the 
Ledger,  by  means  of  analysis  columns  provided  in  the 
Petty  Cash  Book ;  while  the  occasional  payments  for  the 
debit  of  Personal  or  Beal  Ledger  Accounts  must  osually 
be  posted  direct  to  the  Ledger  separately  and  in  detail. 

Upon  the  principles  thus  enumerated  the  subjoined 
form  of  the  Petty  Cash  Book  is  based. 

This  Petty  Cash  Book,  as  tax  as  the  debit  acd  credlft 
total  columns  Bjre  ooncemed  (Columns  Tl  and  T2),  forma 
an  integral  part  of  the  system  of  aocounta  just  in  th« 
same  way  that  an  ordinary  Cash  Book  does.  It  ranks, 
therefore,  of  course,  as  a  book  of  original  entry,  ana 
the  balance  of  Pettv  Cash  on  hand  at  any  time 
requires  inclusion  in  the  Trial  Balance  in  order  that  the 
latter  may  "  agree,"  just  as  was  described  to  be  the  ease 
in  reference  to  the  balance  of  the  Casb  Book  (p.  31).  All 
the  anms  received  by  the  Petty  Ga«hier  from  the  Chief 
Cashier  are  entered  direotly  in  Column  Tl  (Debit  Colama)i 
while  all  payments  made  by  him  are  recorded  in  Oolunm 
T2  (Total  Credit  Column) ;  the  difEtureiMw  between  these 
two  columns  at  any  time,  therefore,  represents  the  balanea 
of  Petty  Cash  in  hand,  and  this  figure  should,  of  course, 
tally  with  the  Petty  Cashier's  actual  holding  of  notes  ecd 
coin. 

The  Analysis  Columns  A  to  H  are  detigned  for  the 
repetition,  and  analysis,  of  th«  expenditure  falUog  uiider  the 
various  headings  as  set  out  at  the  head  of  these  columns, 
The  postii^  to  the  Impersonal  (Expenses)  Ledger  Account 
of  all  petty  ca^h  expenditure  made  is  effeotdd  by  posting 
'^^9  totals  shown  at  the  foot  of  these  various  ooluisiu  *t 
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tibe  end  of  any  given  period  (usually  monthly) ;  by  thus 
eGFecting  a  classification  of  expenditure  Bimujtaneously 
with  the  actual  disbursement  of  the  money,  and  by 
posting  the  totals  only  of  the  various  classes  of  expendi- 
ture, the  credits  (for  espensee  paid)  in  the  Petty  Cash 
Book  are  ofEset  by  a  moderate  number  of  "  total "  debits 
subsequently  made  in  the  Ledger,  and  thus  the  necessary 
doilble  entry  is  effected  with  the  minimum  expenditure  of 
labour.  This  principle  of  summarizing  transactions  in 
order  to  post  them  to  the  Ledger,  either  in  one  total  or  in 
as  few  totals  as  possible,  is  not  a  new  one  to  the  student ; 
it  will  be  reniembered  that  similar  procedure  is  made  use 
of  in  the  case  of  the  "discount"  columns  of  the  Cash 
Book:  it  is  also  used  in  the  case  of  "Analyzed"  Purchases 
Books  (see  Chapter  V)  and  in  other  places,  although  the 
exact  form  under  which  the  principle  appears  must 
necessarily  differ,  according  to  the  needs  of  the  varying 
books  in  which  it  is  adopted. 

There  remains  stiU  to   be  explained  the  use  of  the 
"  Ledger  "  columns  on  the  extreme  right-hand  side  of  the  ' 
Petty  Cash  Book  as  given  above. 

These  columns  are  designed  for  the  accommodation  of 
any  amounts  paid  away  out  of  Petty  Cash  for  the  ultimate 
debit  either  of  "Personal"  or  "Real"  accounts  in  the 
trader's  Ledger,  i.e.  for  payments  which  cannot  be  allo- 
cated to  any  "  expenses  accoTint,"  or  collocated  as  coming 
under  any  of  the  classes  set  out  in  columns  A  to  H  ;  items 
of  this  nature  consequently  require  posting  individually  to 
some  special  "  Asset "  or  other  account  in  the  trader's 
Ledger.  A  not  infrequent  example  of  a  payment  of  this 
type  would  be  the  purchase,  out  of  Petty  Cash,  of  such 
small  tools  or  parts  of  machinery  as  might  be  immediately 
required  in  the  workshop— sums  expended  in  this  manner 
would  be  inserted,  not  in  any  of  the  "  Expenses  "  columns, 
but  in  the  "Ledger"  column,  with  the  designation  "Tools 
Account "  or  "  Machinery  Account,"  as  the  case  might  be, 
and  the  subsequent  posting  would  be  effected  direct  from 
the  "  Ledger  "  column  in  the  Petty  Cash  Book  to  the  debit 
of  the  "  Tools  "  or  '*  Machinery  "  Account  in  the  Ledger. 

The  plan  of  having  a  "Ledger"  column  in  the  Petty 
Cash  Book  for  the  repetition  of  those  items  which  need 
to  be  posted  individually  direct  to  the  Ledger,  is  of  con- 
siderable assistance  to  the  Petty  Cashier,  although  at  first 
be  may  be  inclined  to  regard  the  unavoidable  repetition, 
before  posting,  as  savouring  of   extra  and  unnecessary 
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labour;  the  duplication,  howfiver,  on  the  credit  side  of  the 
book  in  one  column  or  another  of  eoery  payment  made 
enables  a  useful  check  to  be  effected  as  to  the  correctness 
of  the  additions  of  Columns  A  to  H.  Since  the  record  of 
every  payment  as  and  when  made  is  repeated  in  the 
analysis  columns,  the  latter,  if  added  across,  should,  of 
course,  equal  the  total  of  the  payments  appearing  in  the 
Credit  Total  Column  (T2).  It  will  be  obvious  that  it  is 
essential  that  the  additions  of  the  expenses  columns  A 
to  H  sbonld  be  correctly  made,  as  oUierwise  the  Trial 
Balance  would  be  rendered  incapable  of  agreement. 

The  best  method,  of  conducting  and  safeguarding  the 
keeping  of  the  Petty  Cash  is  that  known  as  the  "  Impreit  " 
System.  Under  this  system  a  round  sum,  estimated  to  be 
sufficient  to  provide  for  all  petty  expenditure  for  a  given 
perioS  {e.g.  a  month)  is  placed  in  the  Petty  Cashier's 
hands  at  the  outset,  and,  at  the  end  of  the  specified 
period,  the  exact  sum  he  hsis  spent  during  that  period  Is 
repaid  to  him,  i.  e.  the  sum  necessary  to  restore  the  balance 
he  has  remaining  in  band  to  its  original  round  sum. 
For  esample,  if  a  £50  balance  were  agreed  upon  as 
sofficient  to  cover  the  anticipated  expenditure  for  a  month, 
this  sum  would  be  drawn  from  the  Bank  upon  the  in- 
ception of  the  scheme  and  placed  in  the  Petty  Cashier's 
hands,  the  necessary  recording  entries  being  passed 
through  the  General  Cash  Book  (on  the  credit  side) 
and  the  Petty  Cash  Book  (on  the  debit  side).  If  at  the 
end  of  the  first  month  the  Petty  Cashier  had  spent 
£Bi  5s.  6d.,  as  set  forth  in  detail  in  the  "  analysis  "  or 
"  expense  "  columns  of  his  Petty  Cash  Book,  a  cheque  for 
this  sum,  drawn  on  the  trader's  banking  account,  would  be 
handed  to  him.  At  the  same  time  the  totals  of  the  analysis 
columns  wonld  be  ruled  olf  and  posted  to  the  debit  of 
their  respective  Impersonal  Accounts  in  the  Trader's 
Ledger,  and,  with  the  bringing  down  of  a  balance  of  X50 
at  the  commencement  oi  the  ensuing  month,  a  fresh  start 
in  all  respects  would  be  made.  The  same  process  would 
be  repeated  at  the  close  of  each  month.  If  the  original 
estimate  of  £50  subsequently  proved  to  be  too  low,  or 
too  high,  for  the  requirements  of  the  business,  the  limit 
would,  of  course,  be  raised  or  reduced  as  was  deemed 
expedient  at  any  time,  further  round  sums  being  con- 
tributed to  Petty  Cash  from  the  Bank  account,  or 
payments  being  made  from  the  former  to  the  latter  to 
meet  the  needs  of  the  case. 
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FroBi  thefollowingpartiouUrscoiapile  theCaabBookof  J.  Browu- 
iug  (ruling  the  Dscessarr  larra),  and  bring  down  the  closing  t>a1ance 
of  Caah  on  hand  as  on  February  10th,  1909. 

1909.  £    a.   d. 

Feb.  1.     Cash  in  hand      .... 
„    3.     Received  from  Wilson  A  Co. 
,,    a     Paid  to  Hiu-ri*  Je  Sms,  Led. 
„    4.     Paid  for  Eleclrio  Light  to  Deo.  31 
„     5.     Paid  for  Qoods  bought  for  Cash 
„     6.     Received  from  Wilson  1  Co. 
„     8.     Received  for  old  materials  sold  , 

,,     9.     Lent  V.  Smith 

a  10.  Owen  Eaberts  repaid  the  amonat  lent 
to  him  on  Dec.  Ist  lost  (principal) 
With  Interest  to  date     . 


11 

« 

4 

6 

<l 

9 

2  13 

rt 

19 

10  10 

26 

» 

3  17 

4 

6 

0 

0 

From  the  following  partioulara  compile  the  Casb  Book  of  Hall, 
Warren  &  Co.,  ruling  the  necessary  form  to  as  to  inctnde  "Cash," 
"Badik,"  lutd  "Discottnt"  coluniM,  «ad  brwg  dowB  the babuicei 
on  MMch  lUh,  1909. 

1909.  £   a.   d. 

March  1.    Cash  in  Hand  . 
„       1.     Balance  at  the  Bank 
„       2.     Paid  Salaries  for  the  month  fron 

Office  Cash  .... 
„      4.    ViAA  to  Spooner  k  Co.,  Ltd.,  by 

Being  alla<wed  disoonnt 
„       6.     Beoeived  from  Reid  k  Coi  on  acoonnt 
(by  cheque  paid  direct  to  Bank- 
Allowed  them  discosnt 
„       S.     Bought  goods  for  cash  (paid  from 

Office  Cash) 
„       7.     Paid  from  Office  Coeh  into  Bank 


9.     Rweived  from  Harris  Bros,  in  coin 
and  notes     .... 

1 1 .  Paid  from  Office  Cash  into  Bank 

12.  Received  from  Chase  Bros,  cbeqoe 

and  paid  same  to  Bank 

13.  Chaae  Bros.'    cheque  returned  by 

Bunkera,   the  same  having  been 
dishonoured  .... 

14.  Received  from  Chase  Bros,  in  coin 

and  notes  In  exchange  for  th«ir 
diahononred  cheque     .       , 
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CuriBge,    Travelliiig   ExpeoMi,    Clekning, 
ler  witb  a  colnmti  for  nicli  pft;mciib»  >s  ma; 


Lighting,  Filing,  togel 

require  to  be  poeted  direct  to  the  Ledger,  and  enter  then 

foUowing  bransactioni,  bringing  down  the  bolanoe  on  hand 


direct  to  the  Ledger,  and  enter  therein  th« 


Ptt)4  far  pMtagM    . 

Tekgrsm  to  Liverpool    , 
Electric  Light  BiU  to  Deceni' 


nutekwper'i  Book  for  Clwoi- 


Housekeeper'a  Book  fot  Firet 

FuM  to  Giut«n 

Carriage  of  eamples  «eDt  t 

Brown  ft  Co.     . 
PoBtsgeB  for  March  2, 3,  and 
Telegram  to  Paris 


t  Account) 

Bob  [^rea  to  Charins  Croai 
1"    'il^es,  ethandSUi    . 
'i  L..  „rain  to  Aberdeen    , 
HouBekeeper'a  Book  for  Clean- 


HouBekseper'B  Book  for  Fires 
New  T^writer  (Debit  Office 

Furniture  Account) 


9thandlQth   . 
11th  and  12th 
Fares  to  High  Bamet     . 


1 .  What  is  a  Cash  Book  ?    Compare  its  charaoteristicB  with  those 
of  a  Ledger  account. 

2.  Kz^ain>(a)  the  form  and  (b)  the  special  utilities  of  each  of  the 
following  forms  of  Cash  Book — 

(1)  The  Single  Colnmn  Cash  Book. 

(2)  The  Double  Column  Cash  Book. 

(3)  The  Three  Column  Caeh  Book. 

3.  Explain  the  practical  working  of  a  Cash  Book  from  the  stand- 

Sint  of  the  employee  to  whom,  in  a  mercantile  office,  it  is  entrusted, 
scuw  the  employee's  duties  and  respousibilities. 

4.  From  the  foUoning  particulars  compile  a  Statement  ahowitig 
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Pass  Book  balance,  December  31,  1909     . 
Cheques  drawn  prior  to  December  31,   1909, 
but  not  preaeat«d  uotil  after  that  date — 

A.  6. 

CD 

E.F 

Countrf  cheques  paid  into  the  Bank  on  Decem- 
ber 29,  1909,  not  collsniied  until  January  I, 

1910 

Caah  Book  bahmce,  December  31,  1909    . 


5.  Explain  the  working  of  a  Petty  Cash  Book  of  "  analysis  "  form 
in  a  cose  where  the  Imprest  System  is  adopted.  DiecuM  the 
advantages  of  the  latter  system. 

AniWWl.— li.  Balance  of  Cash  in  hand,  February  10th,  £108  9>.  Sd, 
4b.  Balances,     March    I4th,     1909 :— Discount    (Dr.), 
£S;   Cr.,  £4    Ss.  ;    Cash,    £71    Ss.    6d.  ;    Bonk, 
£507  13>.  lid. 
4a.  Balance  in  hand,  March  12tb,  £27  16i.  Od. 
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CHAPTER  V 

TEE   PUBCHABEB  BOOK 
(iHYOICE  BOOK  OB   BOUGHT    BOOK)' 

The  parchaseB  of  goods  made  by  a  trader  are  usually 
foimd  to  constitute  a  considerable  part  of  his  everyday 
transactions,  and,  in  view  of  the  fact  that,  in  the  majority 
of  businesses,  successive  purchases  of  ^oods  resemble 
each  other  in  almost  every  respect,  special  methods  of 
recording  them  concisely  and  economically  have  become 
general. 

By  employing  a  system  of  grouping  purchases  of  a  like 
nature,  as  far  as  is  possible,  the  trader  is  usually  able 
to  diminish  the  labour  involved  in  their  record  in  his 
books. 

The  entry  necessary  to  be  made  in  order  to  record  a 
purchase  of  goods  by  the  trader  consists  of  a  debit  to 
the  "  Purchases  "  Account  in  the  Ledger,  coupled  with  a 
credit  to  the  Personal  Account  of  the  seller,  or  a  credit 
in  the  Cash  Account,  dependent  upon  whether  the  trans- 
action took  place  "  on  credit "  or  "  for  cash."  If  every 
such  purchase  were  to  be  made  the  subject  of  a  separate 
double  entry,  the  debits  to  the  "  Purchases  Account " 
would  neoeesarily  be  as  numerous  as  the  transactions, 
and  any  method  by  which  the  labour  involved  in  their 
record  can  be  reduced  is,  therefore,  obviously  to  be 
approved. 

In  an  ordinary  business  it  is  the  purchases  "  on  credit " 
which  are  by  far  the  most  numerous,  and  these  transac- 
tions involve  debit  entries  in  the  "  Purchases  Account " 
and  credit  entries  in,the  several  Persona!  Accounts  of  the 
various  persons  from  whom  the  goods  have  been  bought. 

In  order  to  avoid  the  tedious  repetition  of  every  such 
credit  purchase  in  detail  in  the  Purchases  Account,  a 
"  Paichaaes  Book  "  or  "  Purchases  Journal "  is  employed; 
in  this  book  all  the  purchases  on  credit  ore  recorded  upon 
their  occurrence,  and  from  it  the  necessary  entries  ore 


hyGoogle 


56 


BOOK-KEEPING  AND  ACCOUNTS 


made  in  the  Ledger  upon  the  credit  aide  of  the  P.;  ~:o^a^^ 
Accounts  kept  by  the  trader  to  record  his  transaction" 
with  the  parties  oy  whom  the  goods  were  snpplicvi.  At 
the  end  of  any  given  period  (uBually  monthly)  this  book 
is  added  up  and  the  total  of  the  purchases  for  the  period 
is  posted  to  the  debit  of  the  "  Purchases  "  AccoTint  in  the 
Ledger,  and  thus  the  necessary  double  entry  is  com- 
pleted. 

The  effect  of  this  procedure  is  that  numerous  succea- 
sive  credit  entries  (in  the  Personal  Accounts)  are  com- 
pensated tor,  or  completed  by,  one  debit  Mitry  for  their 
total  (in  the  "  Purehasee  "  Account),  This  principle,  of 
offeetting  nomeroua  entries  upon  one  side  of  the  Ledger 
by  one  total  entry  upon  the  other  side,  will  be  found  to 
be  extensively  employed  in  modem  book-keeping,  and 
obviously  saves  much  tedious  and  nnneoessary  labour. 

A  specimeu  of  a  "  Pttrchases  Book,"  in  its  simplest 
form,  IS  appended,  tbe  transactions  in  which  wiU  be 
seif-esplanatory. 


Date. 

netallB. 

1 

£    1.    d. 

£     1.   d. 

-.908. 
Decl 

Bnvii  A  Co.— 
Suite  (Uodern  Shnaion). 

.. 

"sT 

& 

\ 

S6 
£159 

19 

lutdoi  Manvfactaring  Omvany— 

• 

Lett  10  per  OMit,  i'nuia  Diuotmt 
Waum  Brot.— 

.,    5 

^ 

Carried  fo™«rd  to  »«ti»g*'.... 

1" 

Column  A  of  the  above  form  is  dedgned  to  contain  tlie 
date  upon  \Thich  a  purchase  takes  place,  while  Column  B 
contains  the  particulars  of  the  goods  acquired  and  the 
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name  of  the  seller,  the  different  parcels  aoqoired  ai  the 
Bune  time  from  the  same  person  being  ranged  immediately 
nndemeath  one  another ;  the  cost  of  eaoh  parcel  is  entered 
in  Column  D,  and  the  total  cost  of  the  complete  purchase 
made  from  the  seller  is  extended  in  Column  E.    The  total 

{>my>liases  are  added  up  in  the  Forchases  Book  and  carried 
orward  from  page  to  p^e  until,  at  any  desired  point  of 
time  (nsnally  each  month),  the  total  to  that  date  is 
entered  in  Uie  "PorchaBes  Account "  in  the  Ledger; 
thereupon  a  fresh  start  is  made  as  regards  the  addition 
of  the  FuFohaees  Book,  and  another  total  commences  to 
be  built  up  for  entry  in  the  Purchases  Account  in  its  turn. 

Tiie  stndent  will  already  have  noted  that  the  aooount  to 
which  the  Fnrchaaes  are  debited  is,  as  explained  above, 
the  Ledger  acoonnt  denominated  "  Forchases,"  and  that 
the  debit  entry  is  not  made  immediately  or  directly  in  a 
Ledger  acconnt  headed  with  the  word  "  GoodB." 

Judging  by  the  work  sent  in  at  Book-keeping  Examina- 
tions, it  wonld  appear  that  the  student  is  very  generally 
taught  to  open  a  "  Ghtods  Account "  immediately  he  com- 
mences to  record  a  set  of  transactions  in  the  Ledger; 
under  this  method,  the  Coeds  Account  is  debited  with  the 
amount  of  stock  on  hand  at  the  commencement  of  trading, 
and  the  monthly  (or  other  periodical)  totals,  as  built  up  in 
the  Purchases  Book  and  Sales  Book  (including  both  Sales 
and  Purchases  returns),  are  also  posted  to  the  credit  or 
debit  of  this  account  successively  as  they  are  compiled  ; 
this  procedure,  of  course,  satisfies  the  strict  requireraents 
of  the  theory  of  Double  Entry  book-keeping,  but  an  account 
compiled  npon  these  lines  tends  to  become  obscure  in  its 
reading,  owmg  to  the  multiplicity  of  entries  and  reversing 
entries  which  appear  on  either  side.  The  author  has 
never  seen  an  Account  of  this  nature  in  actual  practice. 

It  is  preferable,  in  every  way,  to  open  separate  Ledger 
accounts  for  "  Purchases  "  and  "  Sales,"  for  goods  returned 
after  purchase  or  sale  by  the  trader,  and  for  the  initial 
stock  of  goods  on  hand,  and,  when  these  accounts  have 
been  completed,  to  build  up  a  separate  account,  called  a 
"Trading  Aoootmt,"  by  transferring  to  it  the  totals  of 
these  various  "  purchases,"  "  sales,"  and  other  accounts 
which  have  been  confined  to  record  items  of  one  special 
description.  In  this  manner  the  Trading  Account  prac- 
tically becomes  a  "  Goods  "  Account  in  smnmarized  form, 
and  the  totals  of  stock,  purchases  (for  the  period),  sales 
(for  the  period),  returns  (for  the  period),  closing  stock, 
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and  groas  profit,  stand  out  complete  in  tbemaelvea,  and 
without  losing  their  identity  by  being  obscured  in  a 
multiplicity  of  detailed  entries.  Further  information  aa 
to  the  nature  and  effect  of  a  Trading  Account,  and  as  to 
the  manner  of  its  compilation,  should  be  sought  under 
the  appropriate  heading  in  Chapter  IX.  At  this  stage 
of  the  subject  it  will  suffice  to  say  that,  in  actual  practice, 
the  totals  of  the  Purchases  Book,  and  Indeed  thsse  also 
of  all  the  other  books  of  original  entry,  analogous  in 
their  uses  and  method  to  the  Purchases  Book,  are  posted 
to  separate  and  distinot  Ledger  accounts  ui^der  their 
respective  appropriate  denominations,  and  that  they  are 
not  posted  bo  a  "  Goods  "  Account  immediat'cly  they  have 
been  compiled.  By  means  of  tranaferriug  the  totals  of 
these  "  side  "  accounts  into  a  combined  Trading  Account, 
the  same  effect  (generally  speaking)  is  produced  as 
though  a  "  Goods  Account "  had  been  kept  open  through- 
out the  trading  period,  but  the  stating  of  the  Account 
is  more  workmanlike  and  infinitely  preferable. 

It  frequently  occurs  that  a  trader's  business  consists  of 
two  or  more  distinct  departments,  or  that  his  purchases 
of  goods  group  themselves  naturally  into  two  or  more 
well-defin^  c^ses.  In  such  oases  the  trader  usually 
desires  to  he  able  to  ascertain  at  any  time  the  amounts 
of  his  purchases  to  date,  classified  under  the  departments 
to  which  they  relate,  or  according  to  their  nature,  e.  g.  a 
trader  whose  operations  take  place  in  furs,  woollen,  and 
cotton  goods  will  naturally  desire  to  have  his  purchases 
of  furs  kept  separate  from  his  purchases  oi  woollen 
goods,  and  the  latter  again  kept  distinct  from  his  pur- 
chases of  cotton  goods ;  this  division,  too,  is  absolutely 
necessary  if  the  trader  wishes  to  ascertain  what  profit 
he  is  making  in  each  department,  or  upon  eaok.  kind  of 
merchandise  in  which  he  deals. 

To  meet  these  requirements  a  more  elaborate  form  of. 
Purchases  Book  is  employed,  in  which,  besides  the 
columns  included  in  the  example  given  above,  additional 
"analysis"  columns  are  appended.  These  analyses 
columns  are  in  each  case  designed  to  contain  the  pur* 
chases  made  for  any  one  department,  or  of  any  one 
kind  of  goods,  and  the  name  of  the  particular  depart- 
ment or  sort  of  goods  appears  at  the  head  of  its  respective 
analysis  column.  The  analyses  columns  are  added  up 
and  carried  forward  from  page  to  page  in  the  same  manner 
,  in  which  the  accompanying  "  total "  column  is  dealt  with. 
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At  the  end  of  any  given  period  of  time  the  trader  will 
post  the  total  purcDaseB  to  date  to  the  debit  of  the  Fnr- 
chases  Account  in  the  Ledger,  which,  in  its  turn,  will  be 
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ruled  in  coloOins,  every  oolumn  representing  a  department 
'  he  Pur- 
las  wiU 


oi  a  particular  class  of  goods  as  was  the  case  in  the  Fur- 
chases  Book.     As  has  already  been  mentioned,  and  as  wiU 
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be  explained  more  fully  later  on  in  this  treatise,  the  grand 
total  of  the  entriee  appearing  in  the  FurohaBe  Account  ia 
subsequently  tranBferred,  at  the  close  of  any  given  period, 
to  the  debit  of  the  "  Trading  Account."  The  Purchases 
Account  in  the  Ledger  can  therefore  be  described  as  a 
temporary  resting-place  only,  for  the  purposes  of  record 
and  aiml;^8is,  of  the  items  appearing  in  it. 

There  is,  of  course,  practically  no  limit  to  the  extent 
to  which  analysis  can  be  carried  out  by  means  of  a 
Columnar  Purchases  Book,  and  in  some  modem  businesses 
it  ifi  not  uncommon  to  employ  twenty  or  more  analysis 
columns.  Again,  where  the  volume  of  business  is  such 
as  to  necessitate  the  subdivision  of  the  books  in  order  to 
facilitate  their  expeditious  posting,  tbe  Furcnases  and 
Soles  Books  are  often  multiplied  in  number,  and  divided 
alphabetically  or  geographically  into  sections,  to  meet  the 
needs  of  the  business  and  the  staff.  Where  more  than 
one  Purchases  Book  is  employed  there  may  be  either  one 
Purchases  Account  in  the  Ledger  to  which  the  totals  of 
these  books  are  all  posted,  or,  in  an  extreme  case,  more 
than  one  Purchases  Account  may  be  kept. 

Specimen  forms  of  a  Columnar  Purchases  Book  and  the 
analyzed  account  kept  in  the  Ledger  under  the  title  of  the 
"  Purchases  "  Account  are  given  on  the  previous  page. 
The  entries  appearing  in  the  Columnar  Purchases  Book  are 
posted  in  the  Columnar  Purchases  Account  in  the  Ledger 
upon  the  assumption  that  no  further  transactions  took 
place  during  the  month  of  December. 

EXERCISES. 

6a. 
Write  up  tha  following  traDssctiona  in  King  &  Co.'b  Purchwea 

Book,  ruling  the  necesaary  form,  and  indiodte  what  should  be  done 
aa  regards  tbe  posting  ot  the  varioua  items  and  of  the  total  in  the 

Note. — All  punhaaea  stated  below  are  "  on  credit." 
1909. 
April  J.     Bought  fromthe  Western DistributingCompany  1,000 
tons  large  steun  coal  at  ITs.  6d,  per  too. 
,,  13.     Bought  from  Harris  Bros.  2,000  toos  large  steun  coat 

at  17s.  9d.  per  ton,  less  5  per  cent,  trade  discouot. 
,,  14.     Bought  from  the  Brown  Collierj'  Company  860  tons 
large  cool  at  llf.  per  ton,  less  5  per  cent,  trade 
di^unt,  and   350  tons   small  coal  at  9s.    3d.  per 


trade  dUconitt,  and  1,000  tons  small  c< 


: ,  Gixi'^le 
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Rule  a  form  of  Pnrcbate*  Book  contuBing  AnttlyBu  Colnmni  for 
Clocks,  Watches,  and  Jewellery  departments,  and  enter  therein  the 
following  transactions — 


(Lew  10  1 
cent,  tn 
discount. 


May  2.    Purchased  from  Vemer  k  Cie. — 

3  clocks,  noB.  A621^e23,  at  £4  16«.  1 

10   wa^tchea,  oos.    B3241S-2S, 
£3  1S>.  each. 
„  13.     Purchased  from  Harris  k  Co. — 

25  pendants,  assorted  types,   nos.  C1840-U,  Hi.  a 
price  of  £38  4s.  Si.  for  the  lot,  leu  3}  per  cent, 
trade  discount. 
„  18.     Bought  from  Breguet  Prires — 

12  watches,  nos.  B32426-3T,  at  £8  it.  6d.  each  net. 

4  clocks,  nos.  Ae24-T,  at  £16  each,  leas  6  per  cent, 
trade  discount. 

„  26.     Bought  from  the  New  York  Clock  Company— 

50  aUim  clocks,  nos.  D14167-2ie,  at  3s.  6d.  each, 

less  15  per  cent,  trade  discount. 
25  clocks,  noa.  V324-4S,  at  \2a.  Sd.  each,  net. 


the  following  departments,  viz.    (1)   Furniture,    (2)   Carpets,    (3) 
Cutlery,  (4)  China  and  Glass,  (5)  Jewellery,  and  enter  therein  the 
following  transactions — 
1909. 
April  1.    Bought    from    Welton    k    Co.,    subject    to    trade 
discount  of  10  per  cent. — 
20  doz.  table.knives,  Jl,  at  25s.  &d.  per  dozen. 
30  doz.  dessert. knives,  J34,  at  59s.  per  dozen. 
15  gold  bracelets,  J716,  at  26n.  Od.  each. 
„     1,    Bought  from  theKousehold  Furniture  Manufacturing 
Company,  subject  to  trade  discount  of  2^  per 

3  writing  tables,  W92g  (4  ft.),  at  £3  Os.  6d.  each. 
3   fumed   oak   bookcases,  W1042   (3  ft.   Sin.),  at 

£4  ia>.  9d.  each. 
Walnut  dining-room  suite,   X1092  (tapestry),   at 

£9  159.  6d. 
„     2.     Bought  from  the  Midland  China  Corporatton,  Ltd., 

30  toilet  services,  G1342/3,  at  £1  5».  6ii.  each. 
„     2.     Bought  from  Hansea  k  Co. ,  subject  to  6  per  cent. 

trade  discount — 
100  art  squares  Axminster  carpets,  assorted  patterns. 

Oft.  X  Oft.,  at  £3  Os.  6d.  each. 
10    Brussels    carpet    squares,    9  ft.  x  12  ft.,    at 

£2  109.  3^.  each. 
n    3.     Bought  from  Hervin  k  Co.,  subject  to  15  per  cent. 

trade  discount — 
30  IS-ct.  pearl  and   turquoise  flower  brooch-pins 

at2Qs.  each. 
2S  15-ct.  gold  curb  bracelets,  turquoise  ooUet,  at 

£2  each. 
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10  bedroom  chairs  at  2a.  9d.  e&ch. 


1.  Explain  wh}>  a  PurchoMS  Book  is  mode  use  of  in  practical 
book-keeping. 

2.  Give  on  eleraeatary  form  of  Purchaaea  Book,  and  explain  the 
method  of  its  uae. 

3.  What  is  meant  bj an  "  Analysis "  Purchases  Book !  Whatare 
its  special  uses  and  aavantages  T 

1.  Rule  e.  form  of  on  "  Analysis  "  PurcbaBes  Book  suitable  for  on 
undertaking  oonsisting  of  the  follovinK  departmants — viz.  (I) 
Groceries.  (2)  Provisions,  (3)  Wines  and  Spirits,  and  (4)  Household 
requisites,  and  pass  five  specimen  entries  through  this  book. 

Auven.— 5a.  Total  purchases,  £E,E44  0«.  id. 
Sb.  Total  purchases,  £266  lit.  Id. 
Eo.  Total  purchaaeo,  £581  6s.  lOi. 
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CHAPTER  VI 

THB   SALES  BOOK  {OB  DAT   BOOK) 

Thb  priaciples  which,  in  modern  practice,  underlie 
the  recordioe  of  a  trader's  Saks,  &re  almost  identical  with 
those  described  in  the  preceding  chapter  as  regulating 
the  record  of  a  trader's  Purchases,  suhject  to  the  differ- 
ence that  the  sides  upon  which  Sales  are  entered  in  the 
Ledger  (whether  in  the  Personal  or  Impersonal  Accounts) 
are,  of  course,  the  reverse  of  those  upon  which  the 
Purchases  appear. 

Inasmuch  as  the  sales  effected  by  a  trader  frequently 
form  a  large  proportion  of  his  transactions,  and  also  as 
sales  upon  credit  are  usaally  largely  in  excess  of  sales 

SALES  BOOK  (Simple  Form) 
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effected  for  cash,  a  special  book  of  original  entry,  called 
the  "  Sales  Book,"  "  Sales  Day  Book,"  or  "  Sales  JonriLal," 
is  employed  for  the  record  of  all  sales  upon  credit  as  they 
tate  place,  and  to  facilitate  the  gradual  compUation  of 
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one  or  more  totals  of  credit  BaloB  for  Babseqneut  posiing 
to  the  credit  of  the  Sales  Account  in  the  Ledger. 
The  lines  upon  ^hich  the  Sales  Book  is  constmcted, 
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and  the  methods  of  its  employment,  pxe  similar  to  those 
already  desoribed  as  a^^licable  to  the  Pmxshaees  Book ; 
a  simple  form  is  soffioiont  for  the  needs  of,  and  ^  fomid 
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in  general  ose  in,  small  undertakings;  more  elaborate 
"  analyzed  "  forms  of  Sales  Books  are,  however,  neoesBary 
in  large  businesses,  where  the  sbparatioa  of  the  trans- 
actions into  classes  or  departments  is  essential. 

Sales  upoa  credit  are  entered  as  they  occor  direct 
into  the  Sales  Book  (whether  the  simple  or  the  elaborate 
type  be  used),  and  from  thence  they  are  posted  to  the 
debit  of  the  Personal  Accounts  kept  by  the  trader  in 
order  to  record  Jk  transactions  with  the  persons  to 
whom  he  sells  iV  merchandise. 

The  total  of  the  Sales  Book  is  carried  forward  from 
pa^e  to  page,  and  the  final  total,  for  any  given  period,  is 
posted  to  the  credit  of  a  "  Sales  Account  "  in  the  Ledger. 
As  will  be  seen  later  on,  the  grand  total  of  the  entries 
appearing  in  the  Sales  Account  are  subsequently  trans- 
ferred to  the  credit  of  the  "Trading  .\ccount,"  and  the 
Sales  Account  thus  becomes  merely  a  temporaxy  resting- 
place  for  the  items  recorded  in  it. 

Specimen  forms  of  Sales  Books  (Elementary  and 
Analyzed  types)  are  given  above,  as  is  also  an  example  of 
a  Columnar  "  Sales  Acoount "  in  the  trader's  Ledger. 


6a. 

1.  Rule  t,  form  of  Sties  Book  suitable  for  a  small  business,  and 
insert  tberein  five  specimen  entries. 

2.  Indicate  briefly  the  lines  upon  which  the  foregoing.  Sales  Book 
ia  worked,  and   in  what  reapect  it  mny  be  described   as  saving 

3.  What  are  the  consequences,  in  a  book-keeping  sense,  of  on 
incorrect  addition  being  made  in  the  extreme  rigbt-bond  column  of  a 
Sales  Book! 

6b. 

1.  Rule  a  form  of  "analyzed"  Sales  Book  suitable  for  a  buainesa 
consisting  of  the  following  four  departments,  viz.  Furs,  Woollen 
Goods,  Silks  and  Cotton  Goods,  and  pass  through  it  eight  trans- 
actions (two  tor  each  department),  four  of  wliich  are  to  be  for  "  net 
cash,"  while  tbe  other  four  are  to  be  subject  to  a  trade  discount  of 

2.  Indicate  in  what  respects  an  analyzed  "Sales"  Book  resembles, 
and  differs  from,  an  analyzed  "  Purchases  "  Book. 

3.  Give  a  form  of  "Sales"  Ledger  Account  suitable  to  the 
analyzed  Sales  Book  ruled  by  ycu  in  answer  to  Question  1  of  Ibis 
exercise,  and  state  what  is  eventually  done  with  the  items  posted  to 
this  account. 
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Prepare  a  suitable  rulins  for  a  Tabular  Sales  Book  to  record  the 
underaieutioaed  iteuu,  and  enter  them  therein — 

1909.  £   a.  d. 

March  S.     Sold  to  Charles  Birget  &  Co.  3  Cheats 

of  Tea 16  10    0 

„  4.  Sold  to  Robert  Kilrougb  6  Caaet  of 
Sugar,  and  allowed  him  10  per  cent. 
trade  discount         .  .         .       IS    0    0 

„     5.     Sold   to  James  Birchets  10  Bags  of 

Coffee 40  IS    6 

„  7.  Sold  to  John  Warner  4  Chests  of  Tea, 
and  allowed  him  12^  percent,  trade 

discount 19  17    6 

„  12.     Sold  to  Geotoe  Cos  3  Cases  ot  Sugar  .        9  10    0 
,,  14.     Sold  to  Frank  Ball  4  Bags  of  Coffee, 
and  allowed  him  10  per  cent,  trade 

discount 18    6    4 

6d. 
Rule  an  analyzed  form  of  Sales  Book  containing  colnmna  for  the 
following  departmeotB,  viz.  (I)  Gloves.  {2)  Hata,  (3}  Costumes,  and 
(4)  Boots  and  Shoes,  and  enter  therein  the  following  transaotions^- 
1909. 
April  1.     Sold   to  Brown  ft   Co.    60   pairs   12-button   length 
Chamois  Gloves,  at  2i.  per  pair  net,  and  S  dozen 
pairs  2-atrap  Glacd  Kid  Ladies'  Shoes  at  8g.  9d,  per 
pair,  subject  to  5  per  cent  trade  rUscount. 
„     1.     Sold  to  Wilson  Bros.   10  Hats,  Paris  models,  at  £10 
16s.  the  lot,  and  4  Ladisa'  Costumes,  Eeady-made, 
at  £2  15ii.  each. 
„    2.     Sold  to   Merriman  &    Honeydew   2   dozen    Ladies' 
Blouses,  Silk,   Assorted  Colours,  at  79.    Gd,   each 
(Costume  Departmeut),  and  3  dozen  pairs  Ladies' 
3-button    French    Kid    Gloves,  Imperial    Points, 
at   25s.  per  dozen  pairs,  both  Che  for^^ing  sales 
being  subiect  to  10  per  cent,  trade  discount. 
„    3.     Sold   to    Weston   ft   Co.    1    pair   Ladies'    Deerskin 


o  Myrtle,  Rose  ft  Co.  24  Fancy  Frilled  Pyrenees 
Wool  C«pes,  Assorted  Colours,  at  15s.  dd.  each, 
subject  to  Sper  cent,  trade  discount. 

4.  Sold  to  Merriman  &  Honeydew  2  dozen  pairs  Ladies' 

Glac^  Kid  Walking  Shoes,  Patent  Cap  and 
Facings,  at  lOs.  3d.  per  pair,  subject  to  2J  per 
cent,  trade  discount. 

5.  Sold  to  Vemer  ft  Co. ,  subject  to  3  per  cant,  trade  dis- 

count, 15  Paris  Model  Hats,  at  £1  2s.  each  ;  4 
Costumes,  Ready-made,  at  £2  2j,  6d.  each. 

6.  Sold  to  Myrtle,  Rose  ft  Co.  26  Ostrich  Tips,  assorted 

colours,    at    3^.     9d.     each,    subject    Co    6     per 
oenL  trade  dlsoount. 
6.     Sold   to  Warren,   Charles  ft  Co.    10  purs   Ladies' 
Boots,    "Rose"    pattern,   at    15s.    m.   per   pair, 
subject  to  2J  per  cent,  trade  disconnt. 
— 8C.     Tptal  Sales,  £123  2s.  id. 
Sd.    Total  Sales,  £129  14s.  lOd.     , 


CHAPTER  VII 

THE   30UBNAL 

It  has  already  been  explained  that  the  Ledger  forms  the 
complete  and  permanent  teoord  of  a  trader's  transaotiooB, 
and,  regarding  the  Caah  Book  as  an  integral  part  of  it, 
it  is  the  Ledger  whioh  affords  the  necessary  material 
for  the  oonstmotion,  successively,  of  the  Trial  Balance 
and  the  Balance  Sheet. 

It  has  also  been  mentioned  that,  for  purposes  of  con- 
venient grouping  of  sales  and  purchases  "on  credit,"  and 
in  order  to  facilitate  their  subsequent  entry  in  the  Ledger, 
transactions  of  these  two  types  are  marshalled  in  sub- 
sidiary books  {called  "  Sales  "  and  "  Furchases  "  Journals) 
prior  to  their  final  record  in  the  Ledger. 

It  still  remains  to  be  explained  that  those  transactions 
which  do  not  pass  through  the  Cash  Book,  Sales  Journal, 
or  Furchases  Journal,  are  similarly  marshalled  in  one  or 
more  subsidiary  books,  called  "Journals,"  prior  to  their 
respective  entry  in  the  Ledger.  The  Sales  and  Purchases 
Books  are  themselves  "  Journals,"  in  the  sense  that  they 
marshal  entries  for  subsequent  posting,  and,  except  for 
the  fact  that  they  occupy  a  somewhat  special  position  in 
a  trader's  system  of  book-keeping,  these  books  could 
have  been  suitably  esplained  in  this  chapter  in  company 
witli  the  other  Journals ;  owing,  however,  to  the  extended 
use  to  which  books  of  this  kind  ore  put  in  modem 
practice,  it  has  been  considered  advisable  to  explain 
them  in  detail  in  the  two  previous  chapters. 

The  Cash  Book  and  the  Journals  (of  whatever  class) 
form  the  "  books  of  original  entiy  "  in  common  use,  and  it 
is  an  accepted  rule  in  present-day  book-keeping  that  no 
transaction  shall  be  entered  in  the  Ledger  without  having 
previously  appeared  in  some  "book  of  original  entry." 
This  salient  rule  arises  out  of  the  necessities  of  office 
or^nization. 

The  various  books  of  ori^al  entry  can  be  written  up 
by  one  or  more  clerks  immediately  upon  the  oocurreDce  of 
a  truisaotioD,  and  these  books  can  be  subsequently 
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handed  to  tbe  Ledger-keeper  to  be  posted  by  him  in  the 

trttder's  Ledger  at  bis  leisure  or  conTenience.    Inddeut- 

ally,  in  the  auditing  oi  %  trader's  books,  the  (act  that 

the  record  of  each  transaction  apppean  in  a  hook  of 

original  entry  as  well  as  in  the  Ledger  permits  of  two 

auditors  being  simoltaneonsly  employed  to  check   the 

acoiiracT  of  the  trader's  poetings,  one  auditor  being  able 

to  "  call  over  the  traosactions  "  from  the  book  of  origioal 

entry  to  another  auditor  holding  the  I<edger.    It  will  be 

obvions  that  this  convenience  saves  an  immense  amount 

of  time,  especially  when  the  books  are  poDderons  in  size. 

Apart  from  the  Sales  and  Purchases   Books  already 

dealt  with,  the  Jonmals  employed  by  a  trader  for  the 

purpose  of  marsbaliing  bis  transactions  are  as  under — 

L  "Betams"   Jonmala,  which   are  used   to  record 

transactions  in  which  goods  purchased  are  re- 

turued  to  or  by  the  trader  on  account  of  some 

defect,  error,  or  ud suitability. 

2.  Bills  Receivable  and  Bills  Payable  Jenmals  (or 

■'  Books  ")  which  are  employed  to  marshal  trans- 
actions respecting  the  Bills  Receivable  given  to 
the  trader  or  the  Bills  Payable  accepted  by  him. 

3.  Other  Special  Joomali,  devised  and  used  to  re- 

cord transactions  of  one  or  more  special  types 
according  to  the  particular  requirements  of  (he 
business  in  whicn  they  are  employed. 

4.  The  Jonmal  proper,   which   is  used   to  record, 

Ebs  a  book  of  original  entry,  those  transactions 

(other  than    cash   transactions)   which    cannot 

oonvenieutly  be  placed  in  any  of  the  Journals 

previously  mentioned. 

The  student  will  find  that  the  Betums  Journals  and 

the  Bills  Payable  and  Beoeivable  Books  are  explained  iu 

the  next  chapter ;   the  "  Special "  Journals,  referred  to 

above  (3),  naturally  vary  according  to  the  character  and 

requirements  of  the  business  in  which  they  are  employed 

or  according  to  the  nature  of  the  transactions  they  are 

designed  to  record,  and  need  no  detailed  mention  here. 

It  is  therefore 

The  Joubnai.  Fbopeb 
which  remains  for  explanation  in  this  place. 

The  generally  accepted  use  of  the  "Journal  proper," 
in  modern  commercial  book-keeping,  is,  as  has  already 
been  stated,  merely  that  oE  a  book  of  original  entry  for 
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the  record  of  transaotioua  which  cEiDDot  be  convenientlr 
marshalled  for  snhsequeDt  posttag  in  any  other  book 
of  original  entry.  It8*form,  however,  is  such  that  any 
transaction,  whether  "Cash,"  "Sale,"  "Purchase," 
"Eetom,"  or  indeed  whatever  its  nature,  coiild,  if 
desired,  be  originally  recorded  in  this  book,  although 
the  labour  and  inconvenience  of  such  a  proceeding  in  a 
business  of  any  magnitude  would  obviously  be  enormous. 

In  earlier  times,  however,  the  Journal  was  used  as  the 
main  book  of  original  entry,  and  the  Cash  Book  and  such 
other  books  of  original  entry  as  were  employed  were 
regarded  as  accessory  to  it,  entries  in  many  cases  appear- 
ing first  in  the  one  sot  of  original  records  and  enbsequently 
in  the  Journal. 

Judging  by  the  work  sent  in  by  examination  ca>ndidates 
there  would  still  appear  to  be  great  diversity  of  opinion 
amongst  teachers  of  Dook-keeping  ae.to  the  praotic^  uses 
of  the  Jonmal  pro^r.  Some  candidates  even  go  to  tiie 
extreme  length  of  journalizing  every  item  appearing  in 
an  exercise  before  preparing  the  accounts  required  by  the 
terms  of  the  question.  The  inevitable  result  of  this 
proceeding  is  tnat  examinees  pursuing  these  methods 
rarely  have  time  to  attempt  mcnre  than  a  small  portion 
of  the  paper  set. 

In  the  opinion  of  the  author,  teachers  will  be  wise  to 
encour^e  students,  particularly  in  elementary  stages,  to 
acquire  facility  in  quickly  and  correctly  journalizing  any 
transactions  that  may  be  put  before  them.  Ample  practice 
in  this  direction  will  render  many  matters,  which 
often  present  difficulties  to  the  student's  mind,  much 
easier  of  compreheneion,  and  wilt,  moreover,  enable  him 
to  acquire  the  habit  of  deciding,  with  method  and  rapidity, 
opon  the  proper  destination  of  the  items  composing  any 
transactions  he  may  encounter.  Probably  nothing  will 
exemplify  more  forcibly  the  principle  that  every  debit 
must  have  its  correlative  credit  than  the  cultivation  of 
this  practice.  Let  the  student  therefore  acquire  the 
habit  of  thinking  in  Journal  entries  when  confronted 
by  book-keeping  problems. 

If  a  reference  is  made  to  Chapter  XXII  it  will  also 
be  noted  that,  in  the  author's  opinion,  students  will  be 
wise,  for  the  reasons  there  stated,  to  journalize  the 
adjusting  entries  arising  out  of  any  exercise  or  set  of 
accounts  prepared  by  them  for  examination  purposes. 

Subject  to  the  legitimate  and  helpful  employment  of 
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the  Journal  in  tbe  above  directioDS,  the  stadent  should  be 
given  clearly  to  understand  that  the  uses  to  whioh  the 
Jonmal  proper  ie  put,  in  moderb  praotice,  bsq  strictly 
limited,  as  will  be  esplaioed  hereafter. 

On  the  continent  the  Journal  proper  is  still  extensively 
employed,  and,  in  France,  under  the  Code  Napolton,  its 
use  is  cooipnlsory,  and  it  is  designed  so  as  to  contain  the 
whole  of  a  trader's  transactions;  but  in  modern  commercial 
practice  in  the  United  Kingdom  the  employment  of  the 
Journal  proper  has  almost  reached  vanishing  point.  It  is 
now  over  twenty  years  since  the  author  last  saw  the  old 
practice  of  journalizing  every  transaction  employed  in 
this  country,  and  its  continuance  in  that  case  was  solely 
due  to  the  obstinacy  of  the  book-keeper  oonaemed,  who 
eventually  died  as  the  result  of  the  breakdown  occasioned 
by  the  overwork  entailed  by  his  cumbersome  and 
antiquated   methods. 

Many  important  business  houses  employ  no  Journal 
proper  at  all,  making  all  the  necessary  adjustments  by 
means  of  direct  transfers  from  one  Ledger  account  to 
another. 

In  tbe  opinion  of  the  author,  it  is  advantageous  to 
keep  a  Journal  for  tbe  reason,  if  for  no  other,  that  it  is 
often  convenient  to  have  a  permanent  record  in  concise 
form  and  chronological  order  of  the  annual  adjustments, 

Erovisions,  .etc.,  made  upon  dosing  the  books  of  a 
usiness  for  any  given  period. 

It  is  often  useful,  also,  for  future  reference  in  case  ot 
doubt  or  dispute,  for  such  entries  to  be  signed  or  initialed 
by  the  partners  or  by  the  company's  ofBcials  concerned. 
The  entries  passed  through  the  Journal  proper  should, 
however,  be  strictly  limited  to  the  necessary  record  of 
opening  entries,  closing  entries,  adjustments,  corrections, 
etc.,  or  to  such  entries  as  cannot  be  scientifically  passed 
through  any  other  book  of  original  entry.  For  the  ac- 
commodation of  entries  such  as  the  above,  the  Journal 
proper  offers  the  only  convenient  posting  medium. 

The  common  form  of  tbe  Journal  proper  is  simple.  It 
contains  columns  for  tbe  date  of  the  transaction,  for  the 
details  of  which  it  is  composed  (including  the  names  of 
tbe  Ledger  accounts  in  winch  tbe  entry  is  to  be  debited 
and  credited),  a  folio  column,  and  a  pair  of  money  columns 
(Dr.  and  Cr.).  The  purpose  ot  Journal  entries  is  merely  the 
lucid  statement  of  transactions  in  correct  form  for  posting 
in  the  Ledger,  a  process  which  is  called  "  JooniaUiiiig ' 
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This  intention  (the  correct  atfttement  of  tran&aotioDS 
in  proper  form  for  posting)  could,  of  coarse,  be  aocom- 
plisbed  by  uiy  form  of  book  which  permitted  a,  soooinct 
and  contaae  synopsis  of  the  entry  to  be  made,  and  some 
such  form  as  the  one  a[^ended  ooold  be  osed. 

E.g.  It  is  desired  to  state,  in  convenient  form  for 
posting,  the  parting  with  a  horse  worth  £100  in  exchange 
for  a  oarriagd  wort£  a  similar  sum. 


Debit  Carriofa  Aeamut 

I    ICO 

100 

s 

0 

Id  nsp«t  of  Uis  cmmsge  ncslved  tttaa  Jotm  Bmith  in 

drd'upla 


H  isltircostoiau;  Stlta  ind  FuicIuhb 


It  will  be  seen,  however,  that  there  is  one  defect  in  the 
above  form,  viz.  that,  apart  from  the  instruotioDS  as  to 
debiting  and  crediting  at  the  extreme  left-hand  side  of  the 
entries,  there  is  nothing  in  the  relative  positions  of  the 
money  snms  (£100  in  each  case)  to  indicate  npon  which 
side  of  the  respective  Ledger  accounts  the  entries  are  to  be 
made.  It  mast  be  remembered  that,  in  glancing  through 
transactions  prior  to  posting  them  in  the  Ledger,  the 
position  of  the  money  sums  (either  on  the  debit  or  the 
credit  sides)  in  the  Gash  Book  and  Sales  and  Purchases 
Journals  indicates,  to  a  greater  or  less  degree,  the  side  of 
the  Ledger  ctccount  upon  which  the  item  is  to  be  entered, 
and  it  is  desirable  that  some  such  indication  should  also 
be  afforded  to  the  Ledger-keeper  when  posting  from  the 
Journal  proper. 

The  form  of  the  modem  Journal  has  therefore  been 
modified  in  order  to  include  this  very  desirable  end.  Two 
money  columns  are  provided  in  the  place  of  the  single 
oolumn  given  above,  and  all  entries  which  are  to  be 
posted  to  the  debit  in  the  Ledger  are  entered  in  the  left- 
hand  money  column  in  the  Journal,  while  all  entries 
which  are  to  appear  in  the  Ledger  on  the  credit  side 
are  placed  in  tne  right-hand  money  column  in  the 
JoornaL    At  the  same  time  and  with  the  same  object 
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(viz.  olflamess  in  posting)  the  following  rules  are  followed 
when  compiling  Journal  entries,  viz. — 

(1)  I^at  the  acooant  (or  accounts,  if  there  be  more 
than  one)  which  is  to  be  debited  in  the  Ledger  appears 
in  each  Journal  entry  before  the  account  (or  accounts) 
which  is  to  be  credited. 

(2)  That  the  Accounts  which  are  to  be  debited  are 
shown  in  the  Journal  entry  slightly  more  to  the  left- 
hand  side  than  those  Accounts  which  are  to  be  credited. 

A  transaction  stated  in  proper  Journal  form,  ready  for 
posting,  appears,  therefore,  much  in  the  following  form 
(talcing  the  same  exaOtple  as  previously  used) — 


GarrlagM  Aocannt 
For  fiapaiij  eichuiged  thle  Asj. 


1 


A  transaction  stated  in  this  manner  corresponds  almost 
exactly  to  the  form  of  Journal  entry  used  in  modern 
practice. 

The  form  employed  in  commercial  practice  differs  from 
the  above  example  only  in  the  fact  that  it  contains  addi- 
tional columns  for  dates  and  Ijedger  folios,  and  a  slight 
verbal  alteration  in  the  method  of  stating  the  entry  ^so 
takes  place ;  viz,  the  word  "  to  "  is  prefixed  to  all  items 
which  are  to  be  posted  to  the  credit  of  accounts  in  the 
Ledger. 

A  form  of  Journal  is  appended  in  which  the  above 
transaction  is  set  forth  in  proper  commercial  form. 
JOURNAL 


CuTi<«e9  AceoDDt 


The  transaction  shown,  by  way  of  an  example,  in  the 
specimen  form  of  Journal  given  above  is  of  a  simple 
nature,  there  being  only 'one  account  to  be  debited  with  a 
certain  sum  of  money  and  another  account  to  be  credited 
with  a  like  amount. 

Transactions,  however,  frequently  occur  which  are 
more  compUcated,  wherein,  for  example,  a  single  debit 
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entry  for  a  certain  enm  ia  to  be  equalized  by  two  or  more 

credit  entries  for  different  portions  of  this  sum  (the  total 
credit  entries  equalling  in  amount  the  debit  entry),  or  vice 
versa,  e,  g.  the  trader  may  exchange  a  horse  worth  £60, 
receiving  for  it  a  cart  worth  £30  and  hay  worth  £20. 
In  order  to  record  this  transaction  pToperly  the  trader 
mnst  credit  his  "  Horses "  Account  with  £50  and  must 
debit  "  Cart "  Account  with  £30  and  "  Fodder  "  Account 
with  £20.  The  Journal  entry  will  therefore  appear  as 
follows — 

JOURNAL 


Other  compound  entries  must  bo  treated,  according  to 
their  requirements,  in  a  similar  manner;  the  word  "  Sun- 
dries "  being  prefixed  to  the  accounts  which  are  to  be 
debited  or  credited  if  there  is  more  than  one  account  on 
either  side. 

A  further  illustration  may  be  given,  in  which  more  than 
one  entry  is  required  on  each  side  of  the  Journal,  e.  g. 
when  the  trader  parts  with  a  horse  worth  £50  and  £10 
worth  of  harness,  receiving  in  exchange  a  cart  worth  £30 
and  fodder  to  the  value  of  £30.  The  entry  for  this  trans- 
action will  be  as  follows — 

JOURNAL 


SnnArlu  Ht. 

To  Sandrlta,  viz.— 

Cut  Aoconnt  ...— 

rudder  Account 

Fot  propeil^  exebangtd  tlili  Aij. 


The  remark  placed  at  the  foot  of  a  Journal  entry  (e.  g. 
"for  property  exchanged"  as  above)  is  intended  to  furnish  a 
concise  explanation  of  the  nature  of  the  transaction,  and  is 
termed  the  "Narration."  The  narration,  of  course,  varies 
according  to  the  nature  of  the  entry  to  which  it  relates, 
and  should  not  be  allowed  to  become  too  voluminous. 

The  transactions  which  appear  in   the  Journal  are, 


D,£,,t,7P-hy  Google 


74         BOOK-KEEPING  AND  ACCOUNTS 

as  has  been  indicated  previouaLy,  those  which  from  their 
Dattire  cannot  be  oonveniently  marshalled  in  correct  form 
ready  iot  posting  to  the  Ledger  in  any  of  the  other  books 
of  original  entry;  they  are,  in  practice,  consequently 
mainly  confined  to  "  tranafers  "  of  amounts  between  any 
'fwo  cr  more  Ledger  accounts,  together  with  the  opening 
and  closing  entries  made  at  the  commencement  and 
termination  respectively  of  any  particular  trading  period, 

Entries  which  are  merely  of  the  nature  of  transfers, 
whether  made  during  a  trading  period  or  at  the  close  of 
it,  are  usually  of  a  comparatively  simple  nature,  and 
follow  upon  the  lines  previously  laid  down,  but  the 
records  which  are  necessary  at  the  initiation  of  a  system 
of  book-keeping,  and  at  the  conclusion  of  a  trading  period, 
are  perhaps  of  a  somewhat  special  nature,  and  may  be 
advantageously  explained  in  detail. 

If  a  person  possessing  certain  assets,  and  being  subjecb 
to  certain  liabilities  f  the  difference  between  these  two  sets 
of  figures  representmg,  of  course,  his  "  capital ")  engages 
in  business,  the  details  of  these  Assets  and  Liabilities 
require  to  be  marshalled  in  the  Journal  before  the 
necessary  accounts  for  the  respective  items  are  opened 
in  tJie  Ledger,  The  various  assets  are  set  forth  in  the 
Journal  in  the  debit  column,  and  the  liabilities  and  the 
capital  are  similarly  entered  in  the  credit  column;  the 
totalis  of  the  items  on  either  side  counterbalance  each 
other,  and  the  whole  forms  one  comprehensive  and  self- 
explanatory  Journal  entry.  It  must  here  be  mentioned 
that,  contrary  to  the  general  rule  which  prohibits  cash 
entries  from  appearing  in  the  Journal  (their  appropriate 
book  of  original  entry  being,  of  course,  the  Cash  Book), 
the  balance  of  cash  m  hand  with  which  a  trader  com- 
mences business  is  entered  with  the  other  assets  on  the 
debit  side  of  the  Journal,  and  is  posted  from  thence  to  the 
Cash  Book,  This  procedure  arises  oat  of  a  desire  to 
include  the  whole  of  the  trader's  initial  financial  position 
in  the  one  comprehensive  Journal  entry,  including  the 
full  figure  of  the  trader's  original  capital,  so  that  a  com- 
plete history  of  the  initiation  of  the  basiness  may  be 
placed  upon  record. 

This  principle  is  carried  out  in  the  subjoined  example. 

Example.— A..  B,  starts  in  businesB  on  January  I,  1909,  with  the 
following  assets — 

Cash  at  the  Bank,  £100 ;  Stock  of  Gooda  on  band,  dE2S0 ;  Billa 
Becdvable,  £100. 
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Debton— W.  Broini,  £386 ;  Holme*  k  Co..  £45.     (Totftl,  £86a) 
At  the  same  dmte  A.  B.  OWM  the  following  liabilities— 
GremuidftCo.,  £45;  BeckBros.,  £250.    IToMl,  £295.) 
The  Journal  entry  necesBarj  in  order  to  open  A.  B.'s  books  will  be 
SB  follows — 

JOURNAL 


Jan.1 

BnndriM                         Dr. 

CMb     

i 

SI    0 
"f  0 

a. 
ita, 

! 

i. 

'■'s^.iK;""'^"' 

£360 

0|     0 

£8W 

0 

•> 

At  the  coDcluBion  of  any  given  period  of  trading  (e.  g.  at 
the  end  of  a  half-year)  the  trader  nsually  estracts  his 
"  Trial  Balance "  (i.  e.  a  classified  list  of  the  balances 
remaining  on  his  Ledger),  and  prepares  to  construct 
therefrom  his  Trading  and  Profit  and  Loss  Accounts. 

As  has  been  previously  indicated  (see  page  67)  the 
Trading  and  Profit  and  Loss  Accounts  are  constructed  by 
transferring  to  new  accounts,  opened  for  the  special 
purpose  under  the  above  headings,  the  balances  of  all 
those  accounts  which  represent  (for  the  Trading  Account) 
transactions  in  goods  and  (for  the  Profit  and  Loss  Account) 
items  of  "loss"  or  "gain."  The  loss  or  gain  shown  on 
the  Trading  Account  is  itself  transferred,  immediately 
upon  its  ascertainment,  to  the  Profit  and  Loss  Account. 

Transfers  of  this  nature  are  effected  by  means  of  the 
Journal,  as  also  are  the  transfers  which  are  necessary  in 
order  to  CEirry  into  effect  any  desired  writing  down  or 
"depreciation"  of  any  particular  asset,  the  entries 
necessary  to  raise  any  desired  reserves,  and  the  final 
transfer  of  the  net  balance  of  Profit  or  Loss  (in  the  case 
only  of  private  firms  and  partnerships  and  not  in  the 
case  of  Joint  Stoct  Companies)  to  the  Capital  Account, 
All  these  matters  will,  however,  be  fully  dealt  with  here- 
after, when  the  preparation  of  the  above  accoimts  is  under 
consideration. 


Example.— 
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AccoontB  through  the  Jonmal,  and  the  cloaing  b&laj)ce  of  the  Profit 
and  LosB  Account  ia  to  be  transferred  to  the  uipital  Aocount. 

Opening  Stock  (Dr.),  £500;   PorchoaeB  (Dr.),  £0,000;  Salee 

(Cr.),  £8,000. 
The  Cloaing  Stock,  £400  (Dr.),  ia  to  be  brought  into  the  booka. 
Salaries  (Dr.),  £500;  General  Expenaee  (Dr.),  £360  ;  Diacounta 
received  (Cr.),  £50. 

JOURNAL  (Closinf  Entries) 


^  {Stock,  Jan.  1, 1908) 


SnndrlH                         Dr. 
To  TnidlnB  Acconnt 

(Stock,  Dec  SI,  IWS) 
Sfuefl  Account ............ 

For  BaluDcea  Tnnafemd. 

To  Profit  BOd  Ijom  Ac- 
For    G™s"p»iit"TrHi.'!^ 

Profit  »ndLo»i  Account  Dr. 
To  Sundrtea 
Tiz.  8iluj«  Accoui.t 
Oenei*!      Expenses 

For  BatSQces  TiSDsrerred. 

To  Profit  and  Loss  Ac^ 

For  Bmlanca  Trasiterred. 

Fnitlt  and  Lou  Account  Dr. 

To  CipiUl  Account  

For  the  Net  Profit  for  tbo 

kt-vHei  Account. 


As  baa  already  been  suggested,  in  the  earlier  part  of 
this  chapter,  in  many  modem  commercial  houses,  the 
closing  entries  comprised  in  the  above  entry  would  be 
made  by  means  of  direct  transfers  from  one  Ledger 
account  to  another.  The  only  valid  objection  to  this 
course  is  the  fact  that  errors  are  perhaps  more  liiely  to 
creep  in  wheie  this  practice  is  maintained  than  in  cases 
where  the  whole  of  the  transactions  are  marshalled  clearly 
before  the  book-keeper  in  the  form  of  Journal  entries. 


TEM  JOVRNAL 


1.  Whtit  ia  a  Joamd !     Elxplaia  the  expression  "SnlMJournsL" 

2.  What  are  the  books  of  "original  entry,"  and  why  are  they  so 

3.  What  is  the  object  and  utility  of  the  rule  that  "  every  traas- 
actioD  shall  pais "         "  '  -■■...-. 

JoumaU  nsuaUy 

5.  What  a  the 
trausactions  which  it  ahould  contain. 

6.  Briefly  compare  the  present-day  use  of  the  "  Journal  proper  " 
with  the  uses  to  which  it  wa*  put  in  the  early  stages  of  Double 
Entry  book-keeping. 

7.  If  the  debit  and  credit  money  columns  of  a  Journal  proper 
disagree  as  regards  their  total,  what  would  you  infer! 

8.  Give  brieSy  the  reasons  which  render  the  journalizing  of  the 
whole  of  a  trader's  transactions  quite  unnecessary  in  modem  practice. 

7ii. 

Construct,  from  the  following  details,  the  Journal  entries  neces- 
sary to  open  the  books  of  Arttiur  Day  on  January  1,  1909,  ruling 
the  necessary  form.    Show  Arthur  Day  s  initial  "Capital  Account. 
£    s.     ± 

Cash  at  Bank 362    1    9 

Stock  on  hand 1,47114    2 

Creditors :  Eager  &  Co.        - .  .  32     1     0 

Finch  Bros 1T6  15    4 

Bills  Receivable  on  hand       .  .       350    0    0 

Plant  and  Machinery 549  13    2 

Freehold  Premises 2,004    6  11 

Amount  owing  to  W.  Brown  for  Loans  .         .     1 ,500    0    0 

Debtors  :  W.  Good 362  13    9 

R.  HaU 40    0    0 

Cash  at  Office 5    2    9 


Journalize  the  following  transactions,  ruling  the  necessary  forms — 
April  3.     Exchanged  two  horses  worth  £35  each  for  one  carriage 

worth  £70. 
„     6.     Exchanged  fodder  to  the  value  of  £60  for  one  horse 

worth  £25  and  seven  sheep  wortli  £35. 
,,    8.     Transferred  from  the  Personal  Ledger  Account  of  A, 

Brown  (to  which  account  it  had  been  incorrectly 

creiltted)  asum  of  £35  remitted  by  Brown  &  Co.  for 

their  credit  on   February   14  last  ;    and   credited 

the  same  to  Brown  k  Co. 
„  30.     Wrote  £30  depreciation  off  "Horses"  Account  and 

£25  off  "  Buiidings  "  Account. 
„  30.     Wroteoffas  a  Bad  Debt  £14  6B.9rf.  owing  by  WethenOl 

Bros. 
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April  30.  Created  a,  Reserve  of  £100  aa  a  proviaion  agaiiut  Bad 
and  Doubtful  Debts,  this  sma being  eBtimated  tobe 
neieded  in  future  ui  lespeot  of  debts  owing  at  this 

„  30.     WEote£100ofrGoodwiUandFateat£Ughti  AcoouDt, 


The  following  balances,  eistra^t^d  from  a  trsider's  Trial  Balance, 
are  to  be  transferred  to  the  Trading  and  Profit  sad  Loss  Aocoimts 
throngb  the  Journal ;  a  reserve  of  £200  ia  to  be  raised  to  cover  the 
estimated  loss  in  connection  with  pending  litigation,  and  the  closing 
balance  of  Profit  and  Lobb  ia  to  be  transferred  to  the  Capitu 
Account.      The  closing  Stock  amounted  to  £1,200. 

£        s.    «.  . 

Opening  Stock 2,600    0    0 

Purchases 10,400    0    0 

Returns  Inwards 100    0    0 

Sales 13,4flO    0    0 

Salaries  and  W^es 1,050    0    0 

General  Expenses 159    0    0 

Rent,  Rates  and  Taxes         .        .         .        .  300    0    0 

7b.  Balance  of  A.  Day's  Capital  Account  (Or.),  £3,436  16&  ^. 
70.  Totals  of  Jonmaf,  £434  6s.  id. 
7v.  Net  Loss,  £140 
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CHAPTEE  VIII 

BTLLE  PAYABLE  AND  KECEIVABLB  B00K8.      BETUBNS  BOOE8 

It  is  a  matter  of  experience  in  many  trading  CQQoemB 
that  the  transactions  in  Bills  of  Exchange  (whether 
"  Bills  Pajrable  "  or  "  Bills  Eeoeivable  "  from  the  trader's 
point  of  view)  are  sufficiently  numerous  to  justify,  or  even 
to  necessitate,  the  keeping  of  fleparate  books  of  original 
entry  in  order  to  conveniently  marshal  them  for  sub- 
sequent Ledger  posting.  It  is  also  a  matter  of  experience 
that  the  main  features  of  a  Bill  of  Exohange.e.^.  the  dates 
oi  acceptance  and  maturity,  the  names  of  the  drawer, 
acceptor,  etc.,  are  too  numerous,  in  the  majority  of  cases, 
for  complete  record  in  the  limited  space  available  for 
Ledger  postings,  and  for  this  reason  also  the  use  of  a 
separate  record  is  desirable.  As  a  result  of  these  essential 
oonsiderations  separate  Journals  are,  in  practice,  almost 
mvariobly  used  for  the  purpose  of  recording  all  transactions 
in  bills,  and  the  Journals  so  employed  are  commonly 
designed  to  contain  much  information  of  a  statistical 
character  in  addition  to  fulfilling  their  purpose  as  books 
of  original  entry. 

Separate  books  are  used  for  (a)  the  Bills  Payable 
"  accepted  "  hj  the  trader,  and  for  (b)  the  Bills  Eeceivable 
acquired  by  him. 

When  a  trader  "accepts"  {i.e.  undertakes  to  pay  at 
tnatnrity)  a  bill  drawn  upon  him  by  one  of  his  creditors, 
the  necessary  doable  entry  consists  of  a  debit  to  the 
creditor's  Personal  Account  for  the  amount  of  the  bill, 
and  a  credit  to  Bills  Payable  Account  for  a  like  sum.  It 
must  be  borne  in  mind  that  the  "  acceptance  "  of  a 
creditor's  draft  is  always  treated  as  cancelling  the  original 
debt  to  the  extent  of  the  amount  of  the  draft,  and  as 
creating  a  fresh  obligation  to  the  holder  of  the  bill  (not 
necessarily  the  creditor),  this  obligation  being  recorded 
under  the  account  styled  "Bills  Payable."  When  it  is 
Temembered  that  the  Bills  Payable,  accepted  by  the  tradei 
in  question,  pass  from  band  to  hand  in  commercial  circles 
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without  any  Dotifioation  to  the  acceptor  of  the  various 
changes  in  ownership,  the  neoesBity  for  the  BilU  Payable 
Account  at  once  becomes  appareDt,  in  view  of  the  fact 
that  it  represents,  at  any  time,  the  amount  owing  by  the 
trader  to  the  world  at  large  on  his  BilU  Payable. 

When  "accepting"  a  draft  drawn  upon  him  by  a 
oreditor  the  trader  could,  should  he  bo  desire,  effect  the 
necessary  entry  by  debiting  the  creditor  and  crediting 
Bills  Payable  Account,  by  means  of  an  entry  in  the 
Journal  proper,  and  he  oould  of  course  repeat  this  process 
in  order  to  record  every  one  of  his  acceptances  as  they 
occurr^ ;  as  a  result  the  credit  entries  of  exactly  similaJr 
character  appearing  in  the  Bills  Payable  Account  would 
become  so  nuoierous  that,  iu  many  businesses,  the  acoount 
would  soon  become  unwieldy  if  dealt  with  in  this  manner. 

If,  on  the  other  hand,  these  numerous  separate  credits 
to  the  Bills  Payable  Account  can  be  replaced  by  one  credit 
entry  for  the  total  acceptances  acoumiDated  during  a  given 
period,  say  monthly,  it  is  obvious  that  economy  and  con- 
venience in  Ledger  posting  has  been  gained,  and  this 
desirable  result  is  eCTected  by  means  of  the  Billfl  Payable 
Book. 

Consequently,  in  practice,  all  the  drafts  accepted  by  the 
trader  are  entered,  upon  acceptance,  in  the  Bills  Payable 
Book,  from  whence  che  Personal  Le^er  Account  of  the 
oreditor  is  immediately  debited;  at  the  end  of  a  given 
period  the  Bills  Payable  Book  is  added  up  and  its  total 
18  posted  to  the  credit  of  the  "  Bills  Payable  Account "  in 
the  Ledger,  thus  completing  the  double  entry. 

The  form  of  a  Bills  Payable  Book  in  common  use 
appears  on  the  opposite  page,  and  three  specimen  trans- 
actions have  been  inserted  therein. 

When  a  trader's  acceptances  mature  they  are  presented 
for  payment  either  at  his  office  or,  more  usually,  at  bis 
£a,nEers',  according  to  the  wording  of  his  "  acceptance  " 
as  written  across  the  face  of  the  biil.  In  either  ease, 
upon  the  payment  of  the  sum  represented  by  the  bill,  a 
credit  entry  must  be  made  iu  the  Gash  Book  (in  the 
"Cash"  or  "Bank"  column  as  the  case  may  be),  and 
this  entry  must  be  posted  to  the  debit  of  the  Bills  Payable 
Account  in  the  Le^er  in  the  ordinary  course.  It  may 
sometimes  happen  that  the  debit  appearing  in  the  Bills 
Payable  Account,  representing  the  payment  of  the  bill, 
will  reach  the  Bills  Payable  Account  (on  the  debit  side) 
before  the  total  entry  for  the  bills  accepted  over  a  given 
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period  is  effected  upon  the  credit  side,  although  the 
former  transaction  takes  place  long  after  the  latter ;  this 
apparent  difGculty  is  made  right  when  the  total  credit 
entry  for  acceptances  is  made  in  due  course  from  the 
BOls  Payable  Book,  and  must  not  be  allowed  to  confuse 
the  student. 

The  Bills  Seoeivable  Book  proceeds  upon  lines  similar 
to  those  already  explained  as  underlying  the  working  of 
the  Bills  Payable  Book,  subject,  of  course,  to  the  fact 
that  the  nature  of  the  transactions  it  contains  is  reversed. 

Bills  Beoeivable  b^  and  when  acquired  by  the  trader 
are  entered  in  detail  in  the  Bills  Beoeivable  Book,  and 
are  posted  from  thence  to  the  credit  of  the  Ledger  account 
kept  for  the  person  from  whom  they  have  been  received ; 
at  the  end  of  a  given  period  the  total  of  the  Bills 
Beceivable  Book  is  posted  to  the  debit  of  the  Bills 
Beceivable  Account  in  the  Ledger  in  order  to  complete 
the  double  entry. 

When  any  Bill  Beceivable  held  by  a  trader  ia  paid  by 
him  at  maturity  into  his  Bank  for  collection  on  his  behalf, 
a  debit  entry  in  the  Gash  Book  and  a  corresponding 
credit  entry  in  the  "  Bills  Beceivable  "  Ledger  account  are 
made.  If,  by  any  mischance,  the  Bill  should  be  returned 
"  dishonoured,"  i.  e.  unpaid,  it  will  be  necessary  to  credit 
the  Gash  Book  (in  order  to  reverse  the  preceding  debit 
to  this  account)  and  to  debit  the  Ledger  account  of 
the  person  who  has  failed  to  honour  his  obligation.  It 
then  remains  for  the  trader  to  consider  what  steps  he  will 
take  with  regard  to  his  defaulting  debtor.  The  small 
chaises  paid  by  the  trader's  Bankers  for  formally 
"  noting,"  on  his  behalf,  the  dishonour  of  the  acceptance 
are  also  debited  to  the  Personal  Account  of  the  defaulter. 
It  sometimes  happens  that  a  debtor,  having  previously 
dishonoured  acceptances  in  the  trader's  hands,  and 
having,  consequently,  been  debited  in  the  trader's  Ledger 
with  the  amounts  tiiey  represented,  will  offer  some  sort 
of  composition,  e.g.  the  immediate  payment  of  half  the 
amount  of  the  bill  in  cash,  accompanied  by  the  debtor's 
fresh  acceptance  for  the  remainder  of  the  amount.  These 
transactions,  if  carried  out,  are  recorded  in  the  trader's 
f>ooks  without  any  special  reference  to  the  circumstances 
out  of  which  they  arise,  and  are  dealt  with  as  ordinary 
transactions,  the  new  Bill  Beceivable  being  passed  through 
the  BiUs  Beceivable  Book  and  credited  to  the  debtor  in 
the  usual  way. 
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A  form  of  Bills  Beoeivable  Book  appears  oa  page  81 
containing  three  speoimeu  transactions. 

When  a  trader  n&s  acquired  a  Bill  Beceivable  from  one 
of  bis  debtors  it  becomes  possible,  should  he  so  desire, 
to  oonvert  it  into  ready  money,  by  disposing  of  it  to  a 
banker  or  to  some  other  person  or  institotion  dealing  in 
commercial  paper.  To  suceesBfully  dispose  of  bills  before 
maturity  it  is  of  coarse  essential  that  the  acceptor's  credit 
should  be  favourably  regarded  in  commercial  circles. 
Naturally  the  trader  will  not  receive,  when  selling  a 
bill  maturing  several  months  ahead,  the  full  amount 
which  will  he  payable  at  its  maturity;  the  purcfaasiDg 
banker  will  require  some  profit  in  the  way  of  interest 
upon  the  amount  advanced  by  him  in  accommodat- 
ing the  trader,  consequently,  when  buying  the  hill, 
the  purchaser  will  mfUie  a  deduction  from  the  face 
value  ultimately  receivable.  This  deduction  is  termed 
"Diuoimt,"  and  is  computed  at  the  interest  upon  the 
face  value  of  the  hill  from  the  date  of  its  purchase  (or 
its  "  discount ")  until  the  date  at  which  it  is  payable, 
at  such  rate  per  cent,  per  annum  as  the  credit  of  the 
acceptor  and  the  general  condition  of  the  money  market 
will  justify  the  purchaser  in  demanding.  For  example, 
if  a  trader,  on  January  1st,  receives  A.  Brown's  accept- 
ance  for  £100  maturing  on  March  4th  (i.e.  March  7th, 
allowing  for  tliree  days  of  grace),  and  sells  this  bill  subject 
to  discount  to  his  hanker  on  January  1th,  at  4  per  cent., 
the  discount  chafed  will  be  the  equivalent  of  62  days' 
interest  on  £100  at  4  per  cent,  per  annum,  i.e.  13s.  Id. 

The  banker,  consequently,  credits  the  trader  with 
£99  6s.  6d.  in  exchange  for  the  bill  for  £100,  and  this 
transaction  will  appear  in  due  course  in  the  trader's 
Pass  Book  in  one  of  two  ways,  according  to  the  custom 
of  the  particular  bank  in  question.  The  practice  of 
some  banks  is  to  credit  their  customer  with  the  net 
amount  (£99  6s.  5d.)  realized  by  the  sate  of  the  biU, 
while  other  banks  prefer  to  credit  their  customer  with 
the  face  value  (£100),  debiting  him  simultaneously  with 
the  discount  (13s.  Id.) ;  the  effect  of  course  is  the  same  in 
either  case. 

The  trader  who  disposes  of  a  Bill  Beceivable  by  dis- 
counting it  with  his  bankers  should  record  the  transaction 
in  his  books  according  to  the  latter  of  the  two  methods 
adopted  by  bankers  as  described  above ;  and  this  rule 
hxAas   good   in    every  case,  whether    his   banker   haa 
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employed  this  method  ia  connection  with  thia  particolar 
bill,  or  the  altematiTe  procedure. 

In  the  example  given  above  the  trader  should  con- 
sequently debit  hia  Cash  Book  (in  the  "  Bank  "  column) 
with  the  face  value  of  the  bill  (£100),  posting  this  item 
at  the  same  time  to  the  credit  of  the  "  Bills  Beceivable" 
Account  in  the  Ledger  in  manner  similar  to  that  adopted 
where  a  Bill  Beceivable  is  paid  at  maturity.  In  order  to 
record  the  amount  of  the  discount  (13s.  Id.)  a  credit 
entry  should  be  made  in  the  "  Bank "  column  of  the 
Cash  Book,  which  should  be  posted  to  the  debit  of 
"Banker's  Discount"  or  "Bank  Charges"  Account  in 
the  Ledger.  The  discount  charges  made  by  a  banker 
in  connection  with  the  Bill  Beceivable  bought  by  him 
from  the  trader  must  not  be  confounded  either  with 
the  "cash  diaeount"  allowed  by  the  trader  upon  pay- 
ments made  to  him  by  his  debtors,  or  with  any  "  Trade 
discount "  which  may  be  deducted  from  the  nominal 
catalogue  price  of  goods  sold;  consequently  it  must  not 
be  placed  in  the  "  Discounts  "  column  in  the  Cash  Book, 
The  discount  deducted  when  selUng  a  Bill  Beceivable 
corresponds  with  the  interest  paid  to  a  bank  in  return 
for  a  loan,  and  should  therefore  be  grouped  with  "  Bank 
Interest  "  and  other  "  Bank  Charges." 

The  "  remarks "  columns  on  the  extreme  right-hand 
side  of  the  Bills  Beceivable  and  Bills  Payable  Books  are 
intended  for  the  insertion  of  any  useful  notes  regarding 
the  fate  or  history  of  any  particular  acceptance ;  in  the 
case  of  Bills  Beceivable  which  are  discounted,  a  memo* 
randum  of  thehr  having  been  thus  disposed  of  should  be 
placed  in  the  "remarks"  column,  and  the  same  course 
should  be  adopted  in  the  case  of  any  Bills  Beceivable 
which  have  been  returned  "  dishonoured  "  at  maturity. 

Eetnnu  Booki 

It  frequently  happens  that,  when  a  trader  has  pur- 
chased a  quantity  of  goods,  either  for  use  in  manufactur- 
ing or  for  immediate  re-sale,  portions  of  the  goods  supplied 
to  him  are  found,  upon  delivery,  to  reveal  some  defect,  or 
prove  to  be  unsatisfactory  in  some  respect;  e.g.  goods 
may  arrive  having  been  damaged  in  coarse  of  transit,  or, 
where  bought  in  bulk,  portions  of  them  may  be  inferior 
in  quality  to  the  type  of  goods  contracted  for,  or  they 
m^  prove  to  be  "  not  up  to  sample." 

In  such  oases  the  trader  usually  at  once  returns  the 
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unBatisfactory  goods  to  the  firm  from  whom  he  has 
bought  them,  claimmg  at  the  same  time  an  allowance 
equal  to  their  full  invoice  value.  Where  the  selling  firm 
is  one  of  good  repntatioo,  and  is  desirous  of  keeping  the 
trader's  custom,  this  allowance  will  usually  be  readily 
conceded. 

It  consequently  becomes  neceesary  to  provide  a  special 
book  of  original  entry  to  contain  the  record  of  these 
returns  by  the  trader  (known  as  "  Retunil  OntWBTdl  "), 
and  to  marshal  them  in  such  book  in  the  proper  form  for 
subsequent  posting  to  the  Ledger. 

A  return  by  the  trader  to  the  seller  of  goods  found  to 
be  unsatisfactory  is,  in  effect,  equivalent,  from  a  book- 
keeping point  of  view,  to  a  re-sale  of  the  goods  to  the 
original  seller,  this  re-sale  taking  place  at  the  original 
agreed  cost  of  the  goods  to  the  traider,  and  it  is  upon 
these  lines,  therefore,  that  the  book-keeping  record  of  the 
"  Eetum  "  is  framed.  In  other  words,  the  original  trans- 
action is  allowed  to  pass  through  the  Purchases  Book, 
irrespective  of  the  fact  that  some  of  the  goods  are  subse- 
quently "  returned,"  and  the  "  Betum '  in  question  is 
treated  in  due  course  as  a  special  kind  of  sale  {i.  e.  a 

The  Retnnu  Oatwarda  Book  follows  upon  lines  almost 

preoisely  similar  to  those  employed  in  the  Purchases 
Book,  as  is  obviously  necessary,  in  view  of  the  fact  that 
the  entries  in  the  former  book  are  intended  ultimately  to 
reverse  certain  entries  in  the  latter.  The  entries  in  the 
Betums  Outwards  Book  are  posted  in  detail  to  the  debit 
of  the  original  sellers'  accounts  in  the  trader's  Ledger,  and 
the  periodical  totals  of  the  returns  are  posted  (usually 
monthly)  to  the  credit  of  the  Impersonal  Ledger  Account, 
headed  "  Returns  Outwards."  It  will  be  remembered  that 
the  purchases  are  posted  in  the  Ledger  upon  opposite 
sides,  viz.  to  the  credit  of  the  seller's  Personal  Account 
(in  detail)  and  to  the  debit  of  ths  "  Purchases  "  Account 
(in  total). 

It  was  explained  when  dealing  with  the  record  of 
purchases,  that  simple  forms  of  Purchases  Books  are  met 
with  as  well  as  the  more  complex  "  analyzed  "  forma, 
examples  of  which  were  given :  so  also  both  simple  and 
complex  types  of  Betums  Books  are  met  with.  It  will 
in  fact,  probably  be  obvious  to  the  student  that  which- 
ever form  of  Purchases  Book  has  been  adopted  must  be 
complemented  with  a  preoisely  similar  type  of  Returns 
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Outwards  Book  in  order  that  harmony  oE  system  ana 
analysis  may  be  maintained  throoghout. 

Specimen  forms  of  Betums  Outwards  Books  are 
appended,  an  illustration  being  given  both  of  the  simple 
and  complex  types,  and  these  books  may  be  taken  to 
correspond  (as  Beturos  Outwards  Books)  to  the  two 
types  of  Purchaseg  Book  given  as  illustrations  on  pages 
56  and  59.  The  entries  appearing  in  these  specimen 
books,  it  is  thought,  do  not  require  any  fuller  explanation. 
RETURNS  OUTWARDS  BOOK  (Simple  Pom) 


WiitmBm.— 


fJm. 


'  On  tlis  auppoaltlon  tint 
during  the  pOTlod  (mually  i 
credit  of  tiw  '*  Betama  Oatwhnu  Auiwuut    lu  uh  usu^vt. 

Where  an  analyzed  form  of  Betnrns  Outwards  Book  is 

used  the  Betums  Outwards  Account  in  the  Ledger 
should  be  ruled  in  columns  corresponding  with  the  depart' 
ments,  or  scheme  of  sub-division,  adopted  in  the  Purchases 
and  Betorns  Books,  just  as  the  Purchases  Account  is 
ruled  to  correspond  in  this  manner  on  page  £19.  The 
necessary  ruling  for  the  Betums  Outwards  Account  is 
identical  with  that  on  page  69,  except  that  the  accounl 
is  on  the  Credit  side  of  the  Ledger  instead  of  on  the  Debit 
side,  and  tie  title  of  tJie  account  is,  of  course,  appropriately 
changed. 

Just  as  a  trader  may  find  it  necessary  to  return  goods 
to  the  persons  from  whom  he  has  purchased  them,  so, 
in  his  turn,  and  for  similar  reasons,  it  frequently  becomes 
necessary  for  him  to  receive  back  some  of  the  goods  sold 
hy  bim  to  his  customers. 

Having  agreed  to  the  return  of  the  goods  in  question, 
a  "  Credit  Note  "  (usually  printed  in  red  ink)  should  he  sent 
by  the  trader  to  each  customer  returning  goods,  setting 
out  tbe  value  at  which  such  goods  have  been  taken  baok. 
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The  forms  of  books  used  to  record  such  "  Eetnnu 
lawturda"  are  almost  identical  with  those  employed  to 
record  "  Betums  Outwarda,"  subject,  of  course,  to  tne  fact 
that  the  entries  contained  therein  are  posted  in  detail  to 
the  credit  of  the  persoa  by  whom  they  have  been  returned, 
and  that  the  total  (for  the  given  period)  is  debited  olti- 
mately  to  a  "  Beturos  Inwards  Account "  in  the  Ledger. 

As  was  explained  to  be  the  case  in  connection  with 
Betums  Outwards,  simple  forme  of  Betnriu  Inwardt 
Bo(^  are  met  with,  as  well  as  the  more  complex 
analyzed  forms,  and  in  coninnction  with  the  latter,  an 
analyzed  form  of  Belums  Inwards  Ledger  account  is 
found  in  use,  just  as  was  stated  to  be  the  practice 
in  reference  to  "Sales,"  "Purchases,"  and  "B^tums 
Outward." 

It  will  hardly  be  necessary  to  point  out  that  in  every 
case  the  form  of  the  Betums  Inwards  Book  must 
complement  the  form  of  the  Sales  Journal  in  use. 

Specimen  forms  of  Betums  Inwards  Books  (simple 
and  complex)  are  appended,  the  entries  in  which  will,  it 
is  thought,  prove  to  be  self-explanatory. 

The  form  of  analyzed  Eeturns  Inwards  Ledger  Account 
to  be  employed  in  conjunction  with  the  analyzed  Betums 
Inwards  Book  follows  upon  lines  identical  with  the  ruling 
set  out  on  page  64  for  the  "  Sales  Account,"  subject,  of 
course,  to  tne  alteration  of  the  heading  of  the  account 
and  the  reversal  of  the  sides  of  the  Ledger  upon  which 
tke  items  appear. 

RETURHS  INWARDS  BOOK  (Simple  Form) 
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EXERCISES. 
8a. 
Rule  a  fomi  of  Bills  Receivable  Book  for  the  Hie  of  Viner  k  Co., 
anil  enter  therein  the  following  bills  received— 
1909. 
April    3.     Received  from  Harris  Broa.,  aoceptad  by  them  nnder 
date  April  2nd,  1000,  the  3  month*'  sight  draft  for 
£1,000 drawn  by  ourselves  (Viner  &  Co.)  in  onr 
own  favour.     Kiyable  at  the  Lnndon  &  Eastern 
Bank,  Norwich. 
„      7'     Received  from  Wilson  ft  Co.  a  draft,  doe  April  25th, 
1000,  dated  January  22nd,  1000,  drawn  hy  them 
upon  Child  Bros,  (or  £150,  in  their  own  favour, 
the  same  Vwing  aooepted  payable  at  the  Bank  of 
Ireland.  Dublin. 
„    15.     Received  from  Salviati  Fr^res  a  draft  dated  April 
13th,  1009,  due  3  months  after  date,  drawn  by 
Michel  ii  Cie  upon  the  Banque  d' Avignon,  Avig- 
non, and  accepted  by  the  latter  payable  at  Uie 
British  &  Foreign  Banking  Company,  Ltd.,  Lom- 
bard Street,  London,  for  £600. 

Sa 
Rule  a  suitable  form  of  Returns  Outwards  Book  tor  John  Gill, 
containing  colnmns  for  Tea,   Coffee,  and  Cocoa  department*,  and 
pass  the  following  transactions  through  the  same — 
1900. 
June     1.     Returned  to  Tesey  &  Son  5  chests  of  tea,  mvoiced  at 
£10  per  chest,  as  not  up  to  sample. 
4.    Returned  to  Warren  Broe.  25  bags  of  coffee,  invoiced  at 
£2  lO'.  per  bag  (subject  to  5  per  cent,  tradediscount), 
and  3  iMgs  of  cocoa,  invoiced  at  £3  per  bag  net,  the 
same  having  been  injured  by  dump  during  transit. 
,,     15.     Returned  to  V.  Masaey  6  b4.g8  of  coffee,  luvoiced  at 
£2  6s.  per  bw  net,  owing  to  insufEciency  of  contents. 
,,     10.     Returned  to  Warren  Bros.  3  b^s  of  cocoa  of  inferior 
quality,  invoiced  at  £2  per  bag  (not  up  to  sample), 
and  2  bags  of  coffee,  invoiced  at  £3  each  (in  excess 
of  quantity  contracted  ferj. 

8c 

1.  What  is  the  special  utility  of  a  Bill  Receivable  given  in  djs- 
charaeof  a  debt  between  traders,  (1)  as  regards  the  person  drawing 
it,  (2)  as  regards  the  acceptor  ! 

2.  KxplaAi  the  manner  in  which  a  Bills  Payable  Account  in  the 
Ledger  is  constructed,  and  briefly  describe  the  entries  appearing  in 
it  on  either  side  ;  in  what  book  would  you  expect  to  find  the  details 
in  eiplaoation  of  the  balance  appearing  at  the  close  of  a  year  on 
the  Bills  Payable  Account  in  the  Ledger! 

3.  A.  B.  receives  a  bill  from  C.  ]>.,  one  of  his  debtors,  accepted  by 
the  latter  ;  A.  B.  discounts  this  bill  with  the  Union  Banking 
Company,  Ltd. ;  explain  the  estriea  necessary  in  A,  B.'s  books  in 
*rder  to  record  these  transactions. 


p:h»Google 


90         BOOK-KESFINO  AND  AOCOVNTS 

4..  Explain  the  n&ture  of,  and  the  difference  between,  "'Retnmi 
Inwards  "  and  ' '  IteturnB  Ontwards  "  ;  give  two  exsmplei  ot  causes 
for  nhich  a  trader  maj  "  return  "  to  the  seller  goods  purohOBed  by 
faim  from  the  Utter. 

Jk  DiBtinguish  between  [I)  Trade  Disconnt,  (2)  Cash  Disconnt, 
(3)  Banker's  Discount,  and  explain  the  circumstances  in  which 
these  types  of  diaoount  arise  in  the  cotirse  of  a  trader's  operations. 
Show  how  thej  are  recorded. 

6.  Explain  the  uses  of  the  "  Retama  Outwards"  Account  in  a 
tnider's  Ledger ;  what  eventually  becomes  of  the  balance  upon 
this  account ! 

7.  A.  B.,  a  trader,  holds  a  bill  for  £100  accepted  by  Y.  Z. ;  the  bill 
is  paid  into  A.  B.'b  bank  for  collection  at  maturity  and  is  returned 
dishonoured.  What  entries  must  be  made  in  A.  B.'s  books  (I)  for 
the  amount  of  the  bill.  (2)  for  the  charge  for  "  noting"  (Is.  6d,)! 

8.  Y.  Z.  lubsequently  pays  A.  B.  in  cash  half  the  amount  of  the 
bill  described  in  the  preceding  question,  together  with  the  noting 
oharges,  and  hands  him  a  fresh  acceptance  for  the  balance  ;  show  how 
these  transactions  should  be  recorded  in  A  B.'s  books. 


Rule  a  form  of  Bills  Payable  Book  for  the  use  of  Smitli  ft  Co.,  and 
enter  therein  the  following  Bills  Payable  accepted  by  them.  All 
biUs  are  made  payable  at  the  Fleet  Street  Branch  of  the  London 
and  Western  Bank. 

1909. 
Oct.  25.     Accepted  Michael  FrSres'  draft  {to  be  charged  to  their 
account)  at    SO   days'    sight,  tor  £500,    in  favour  of 
Lucien  Ignace  h,  Cie. 
„    25.     Accept«d    the   Olamorganahire   Tinplate  Works',    Ltd., 
draft  for  £326  Ms.  4d.,  at  3  montlis  from  date  thereof 
(Oct.  22nd,  1909),  in  favour  of  themselves  and  for  their 
account. 
„    26.     Accepted,  for  account  and  on  behalf  of  the  Chicago  and 
Southern  Pocking  Company,  a  draft  at  3  months  after 
sight,  drawn  by  their  London  aoenta  (the  Greenwich 
Importing  Co.,  Ltd.)  in  favour  of  £.  Y.  Harris  Bros,, 
Incorporated,  for  £1,000. 
„    27,     Handea  to   W.   Dobson  &   Co.    our   aoceptonoe,    dated 
to-day,  in  their  favour  for  £100,  at  3  months  date,  in 
settlement  of  the  balance  owing  to  them, 
„     28.     Accepted  a  bill  payable  at  3  days  after  sight,  drawn  by 
the  Eastern  Townships,  Ltd.,  of  Calgary,  for  £260,  in 
fovonr  of  the  Canadian  Banking  Company  ;  this  draft 
is  to  be  charged  to  Beavia  &  Co.,  Ltd.,  of  London. 

-8a.  Total  of  Bills  Beoeivable  Book,  £1,650. 
8b.  Total  of  Returns  Outwards  Book,  £141  12i.  U, 
8d.  Total  of  Bills  Payable  Book,  £2,176  IBs.  id. 
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A  Triitl  Balano«  is  a  cUseified  list  ot  the  baJaooea 
appeariDg,  at  any  gives  date,  in  the  Ledger  ot  Ledgers 
before  the  closing  entries  have  been  made.  In  extracting 
tbis  list  of  balances  the  Debit  and  Credit  balances  are 
separated  hy  being  placed  in  their  different  and  appropriate 
columns. 

The  form  of  Trial  Balance  in  general  use  is  as 
follows — 

TRIAL  BALANCE 


Fofe 


When  entering  balances  in  a  Trial  Balance  a  consider^ 
able  number  of  examination  candidates  enter  the  gross 
totals  of  the  Debit  and  Credit  sides  of  each  Ledger  account 
instead  of  the  balance  only  of  the  account  in  its  appro- 
priate column.  The  author  has  only  seen  the  former 
method  in  actual  practice  on  very  rare  occasions,  and 
students  will  be  wise  to  bring  themselves  into  line  with 
modem  methods  by  showing  balances  only  in  any  Trial 
Balances  they  may  have  to  prepare. 

In  every  Tnal  Balance  the  total  of  the  Debit  balances 
shonld  a^ree  with  the  total  of  the  Credit  balances,  and 
nnless  this  agreement  occurs  it  must  be  assumed  that  a 
mistake  has  been  made  either  in  the  Ledger,  the  books  of 
original  entry,  or  in  the  compilation  of  the  Trial  Balance 
itself.  Tba  fact  that,  in  any  given  case,  the  total  Debit 
and  Credit  balances  appearing  in  the  Trial  Balance  do 
agree,  the  one  with  the  other,  does  not  necessarily  famish 
oonclusiTe  proof  that  the  whole  of  the  book-keeping  has 


n 
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been  oorreotly  accomplished,  for  errora  may  bave  been 
made  on  both  credit  and  debit  sides  for  the  same  amonnt, 
the  error  on  the  one  side  compensating  for  that  on  the 
other,  or  an  "  error  of  principle  "  may  have  been  committed 
without  necessarily  upsetting  the  arithmetical  balance  of 
the  books,  e.g.  expenditure  which  shonld  properly  bave 
been  treated  as  a  "  loss  "  may  bave  been  ranked  as  an 
asset,  or  vice  versa.  Briefly  put,  the  agreement  of  a 
Trial  Balance  merely  proves  tb&t  there  is  &  debit  for 
every  credit,  behind  which  agreement  errors  of  omission, 
commission,  and  of  priooiple  may  yet  remain  undis- 
covered. In  practice,  however,  the  agreement  of  the 
totals  of  the  Trial  Balance  ia  generally  taken  to  indicate 
that  the  work  has  been  done  vrith  an  ordinary  degree  of 
CEkre  and  accuracy,  and,  unless  some  error  comes  to  light 
subsequently  to  falsify  this  assumption,  the  attainment 
of  an  "  agreed  "  Trial  Balance  is  usually  looked  upon  as 
praoticaliy  conclusive  proof  of  the  accuracy  of  the  Dooks- 

A  Trial  Balance  is  usually  prepared  at  ttie  end  of  any 
given  trading  period  (e.g.  at  the  end  of  a  half-year  or 
year),  although,  ia  some  commercial  concerns,  where 
special  circumstances  exist  to  render  such  a  course  advis- 
able, monthly,  fortnightly,  or  even  weekly  "  balances " 
are  effected.  In  an  ordinary  small  trading  concern,  bow- 
ever,  "  balancing  "  frequently  coincides  only  with  the  end 
of  the  trading  period. 

Prior  to  the  preparation  of  a  Trial  Balance  the  totals  of 
all  the  Journals  {e.g.  "Sales,"  "Purchases,"  etc.)  should 
be  compiled  and  posted  to  their  respective  Xiedger  ac- 
counts, although,  in  practice,  this  is  not  tdways  done  in 
cases  where  a  Trial  Balance  is  prepared  at  a  date  other 
than  the  end  of  a  fixed  trading  period.  If  these  Journal 
totals  are  not  actaally  posted  in  the  Ledger  they  mnst 
be  taken  into  the  Trial  Balance  as  if  they  had  been  so 
posted.  In  view  of  the  fact  that  the  Cash  Account  is  a 
Ledger  account,  bound  up  separately,  the  balance  of  the 
Cash  Book  must  also,  of  course,  be  included  in  the  Trial 
Balance.  The  same  remark  applies  to  the  balance  of  the 
Petty  Cash  Book,  in  oases  where  the  latter  has  been  kept 
upon  the  lines  laid  down  in  Chapter  IV, 

A  specimen  Trial  Balance  is  appended,  the  figures  con- 
tained in  which  have  been  subsequently  used  as  a,  basis 
for  the  preparation  of  the  Trading  and  Profit  and  Loss 
Accounts,  ihuetrated  later  on  in  this  chapter,  and  for  the 
Balance  Sheet  explained  in  the  following  chapter. 

D,£,,t,7P-hy  Google 


THE  TRIAL  BALANCE 
Thomas  Bobinson. 

TRIAL  BALANCE,  December  31, 1908 


Socra.— The  vk1u«  or  tfa«  Slock  <jn  himd  on  December  Slst,  l»OSic/tte 

Btpenseadne  December  SI  Ht,  butnotyetpnldsfio. 

10  icr  cenC  de|inic<iCion  Is  to  be  vritleaoS  the  Fiituiee  mid 

It  will  be  obsetved  tbat  the  total  Debit  and  Credit 
balances  appearing  in  the  above  Trial  Balance  agree, 
and,  as  indicated  above,  an  inference  as  to  the  probable 

correotnesB  of  the  work  consequently  arises. 

The  two  sides  of  a  Trial  Balance  may  disagree  by  reason 
of  one  or  more  errors  of  varying  kinds ;  when  the  totals 
of  the  Debit  and  Credit  balances  fail  to  agree,  the  cause 
of  such  want  of  agreement  should  always  be  sought  for 
before  proceeding  further  with  the  book-keeping.  The 
author  has  known  aa  apparent  discrepancy  of  twopence 
cover  errors  of  a  quite  serious  amount. 

In  extreme  cases  it  is  sometimes  almost  impossible  to 
obtain  a  Trial  Balance  the  two  sides  whereof  a^ree,  and 
in  such  event,  in  practice,  an  agreement  is  sometimes 
forced  by  making  a  one-sided  entry  in  some  Ledger 
account,  preferably  in  the  "  Suspense  "  or  "Differences" 
Account.  Such  a  proceeding,  however,  is  not  to  he  re- 
sorted to  in  any  save  extraordinary  circumstances,  and, 
even  in  these  eases,  it  must  always  reflect  upon  the 
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character  of  the  book-keeping,  and  is  an  entire  departure 
from  the  etriot  principles  of  ItouUe  Rntry.  Given  time, 
patience,  and  aocuraoy,  every  Trial  Balance  can  he  made 
to  agree  legitimately  in  the  ordiuory  manner. 

In  seeking  for  the  error  which  has  caused  any  particular 
Trial  Balance  to  disagree,  the  book-keeper  should  first 
satisfy  himself  that  the  Trial  Balance  itself  hag  been 
correctly  compiled  from  the  Ledger,  and  that  its  extrac- 
tion and  addition  ore  correot.  If  this  examination  fails 
to  disclose  the  cause  of  the  difference,  the  error  must 
be  sought  for  in  the  Ledger  itself,  and  in  the  books  of 
original  entry. 

If  any  transaction  has  been  entered  twice  on  the  Debit 
side  of  accounts  in  the  Ledger  instead  of,  as  should  have 
been  the  case,  on  the  Debit  side  of  one  account  and  on 
the  Credit  side  of  another  account,  the  Trial  Balance  will 
obviously  differ  by  twice  the  amount  of  the  item ;  simi- 
larly, if  an  entry  has  been  posted  on  the  correct  sides  in 
the  Ledger,  but  for  differing  amounts,  it  will  be  impossible 
to  make  the  Trial  Balance  agree  (e.  g.  a  credit  entry  in 
the  Gash  Book  of  jE174  lis.  IQd,  posted  incorrectly  to 
the  debit  in  the  Ledger  as  £174  Is.  lOd.  will  produce  a 
difference  of  10s.  on  the  Trial  Balance). 

Again,  if  any  addition,  either  in  the  Ledger  or  in  any 
book  of  original  entry,  be  incorrectly  made,  it  will  affect 
the  correctness  of  the  balance  appearing  on. the  relative 
Ledger  account,  and  hence  cause  disagreement  in  the 
Trial  Balance.  A  A^quent  cause  of  disagreement  in  the 
Trial  Balance  is  the  fact  that  some  item,  or  items,  remain 
unposted.  Errors  of  this  kind  should,  however,  be  easy 
of  detection,  as  the  space  opposite  the  item  provided  for 
ttie  entry  of  the  posting  folio  remains  blank.  Should, 
however,  the  Ledger  reference  have  been  inserted  with- 
out the  completion  of  the  posting,  nothing  short  of  on 
exhaustive  checking  of  the  postings  for  the  period  will 
discover  the  omission. 

For  errors  such  as  those  described  above  it  must  be 
the  task  of  the  hook-keeper  to  seek,  and,'  in  extreme 
cases,  be  may  even  find  it  necessary  to  follow  through 
eveij  posting  appearing  in  his  Ledger  and  books  of 
original  entry,  and  to  verify  every  addition.  The  work 
entailed  may  be  laborious  and,  indeed,  almost  prohibitive, 
but  no  reasonable  basis  of  certainty  as  regards  the  correct- 
ness of  the  books  can  be  attained  until  l^e  Trial  Balanoe 
has  been  brought  to  agreement. 
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Such  an  error  as  the  debiting  or  crediting  of  any 
particular  item  od  ite  correct  aide  in  one  Ledger  aooount 
instead  of  in  another  (e.  g.  the  crediting  of  £100  received 
from  A.  BobertB  to  the  account  of  J.  Boberts  &  Go.)  will 
Bot  caose  the  Trial  Balance  to  disagree ;  such  errors  will 
only  become  apparent  as  the  reaolt  of  a  careful  scrutiny 
of  the  Ledger  accounts,  or  through  complaints  from 
cuBtomeTs  of  the  inaocoraoy  of  the  statements  rendered 
tothfim. 

The  Trading  and  Profit  and  Lou  AoeoButB 

Having  agreed  the  Trial  Balance  of  any  particular  set 
of  books  the  next  step  towards  a  final  statement  of  the 
trader's  financial  position  is  ttie  ascertaiiuneot,  by  means 
of  a  Ti-dding  Account  and  a  Profit  and  Loss  Account,  of 
the  aet  result  of  the  trading  for  the  period,  as  regards 
the  profit  made  or  the  loss  sustained. 

It  has  already  been  stated  (Chapter  V)  that  the 
purchases,  sales,  and  other  items  which  go  to  form  the 
Trading  Aocoont  appear,  in  the  modern  Ledger,  in  separate 
accounts.  It  has  also  been  explained  that  it  is  necessary 
that  items  of  this  nature  should  be  brought  together  at 
the  end  of  the  period  in  a  combined  account,  oailed  a 

Trading  Aooonnt 

The  Trading  Aooount  contains,  in  summarized  form,  all 
the  trader's  transactions,  occurring  throi^hout  the  trading 
period,  in  the  commodities  in  which  he  deals.  Upon  the 
debit  side  of  the  account  appear  the  opening  Stock  of 
goods  on  hand  (i.e.  the  stock  with  which  the  trading 
period  was  started),  the  Purchases  made  during  the  period 
at  cost  price,  and  occasionally  the  analogous  items  of 
Returns  Inwards  when  Buch  have  occurred.  It  must, 
however,  be  pointed  out  that  the  Betums  Inwards  appear 
more  frequently,  and  more  suitably,  upon  the  credit  side 
of  the  Trading  Account  as  a  deduction  from  the  gross 
figure  of  the  Sates  for  the  period  rather  than  upon  the 
debit  side,  as,  so  to  say,  te-puichases  of  goods;  this 
treatment,  moreover,  is  theoretically  correct,  as  Betums 
of  this  nature  are  very  different  from  Purchases  of  goods 
undertaken  by  the  trader  upon  his  own  initiative,  and 
should  not  therefore  appear  as  such. 

In  cases  also  where  Betums  Inwards  have  been  made 
by  customers,  the  total  sales  for  the  period  will  be  over- 
stated if  they  are  shown  in  the  tradir^  account  at  the 
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figure  tbey  wotild  have  reached  bad  do  Betums  taken 
place. 

UpoQ  the  credit  side  of  the  Trading  Account  appear  the 
Sales  (usually  the  net  figure  after  deducting  Returns). 
fietn]:ns  Outwards  may  occasionally  be  met  with,  in 
manner  analogous  to  the  Beturna  Inwards,  set  out  upon 
the  credit  side  of  the  Trading  Account  as  if  they  resembled 
sales  of  goods  sent  back  to  the  party  from  whom  they 
were  bought,  but,  in  this  case,  also,  it  is  preferable  to 
show  them  as  a  deduction  from  the  "Purchases"  figure 
appearing  on  the  debit  side  of  the  account.  The  reasons 
for  this  procedure  will  be  obvious,  and  are  similar  to 
those  which  apply  in  the  case  of  Keturns  Inwards. 

When  the  foregoing  items  have  been  incorporated  in 
the  Trading  Account  it  remains,  (a)  firstly  to  include  in 
the  account  the  ascertained  value  of  the  Stock  of  goods  on 
hand  at  the  end  of  the  trading  period,  and  (b)  secondly 
to  ascertain  the  Gross  Profit  which  has  accrued. 

The  closing  stock  is  credited,  at  the  amount  at  which 
it  has  been  valued,  in  the  Trading  Account,  and  is  debited 
to  the  Stock  Account  by  means  of  a  Journal  entry 
(see  p.  76  and  the  note  on  p.  vi). 

The  form  of  the  Trading  Account  compiled  as  indicated 
above  is  the  simplest  form  in  use,  and  is  applicable  to 
such  businesses  as  sell  goods  in  practically  the  same 
state  in  which  they  acquire  them.  The  student  must, 
however,  understand  that  in  practice  he  will  find,  in 
many  cases,  that  the  Trading  Account  will  contain  various 
items  in  addition  to  those  enumerated  above.  The  object 
of  a  properly  prepared  Trading  Account  should  be  to  show 
the  gross  profit  made  upon  the  amount  realized  for  the 
goods  sold,  after  charging  the  actual  cost  of  rendering 
such  goods  marketable.  It  is  impossible  to  dogmatize 
upon  80  contentious  and  wide  a  question  as  that  which  is 
raised  when  determining  the  nature  of  the  items  which 
should  actually  appear  in  a  Trading  Account,  and  it  must 
be  acknowledged  that  considerable  difference  of  opinion 
exists  in  expert  circles  upon  the  matter.  It  will  be  clear, 
however,  that  in  many  cases  Carriage,  Manufacturing 
Wages,  Duty,  Freight,  and  items  of  this  nature,  forming, 
as  they  practically  do,  part  of  the  cost  of  the  goods  sold, 
are  actual  and  essential  charges  before  the  true  gross 
profit  upon  handling  the  goods  of  such  businesses  can  be 
arrived  at. 

In  the  opinion  of  the  author  it  is  not  advisable  to  make 
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ftny  pedantic  emdeaTonr  to  enlaj^  tiw  ohuiges  debited  in 
a  Trading  Acooimt.  In  bis  opinion,  the  items  chai^^ 
should  be  confined  to  those  which  represent  the  direct 
cost  of  production,  and  the  Bcconnt  should  be  prepared 
on  bioad  and  simple  lines  as  far  as  possible,  and  main- 
tained upon  a  consistent  basis,  so  that  useful  comparisons 
may  be  available  from  year  to  year.  A  sample  of  an 
efficient  Trading  Aooount  for  a  manofaoturing  biuiDeBa 
in  illustration  of  these  views  is  as  followa— 

Jambs  SHrra. 

TRADING  ACCOUNT  for  the  Year  ended  December  31st,  1906 


When  all  the  preliminary  steps  enumerated  above  have 
been  effected,  it  will  be  found,  in  an  ordinary  caBe,  that 
tbe  total  of  tiie  items  appearing  on  the  credit  side  of  the 
Tniding  Account  is  in  excess  of  the  total  of  the  various 
debits  to  the  acoount;  such  difference  represents  the 
trader's  "  Grou  Profit "  for  the  period.  The  "  Gross 
Profit "  made  on  any  particular  article  is  the  excess  of 
tbe  selling  price  over  the  cost  price  of  the  article  dealt 
in,  and  the  gross  profit  for  a  given  period  represents  the 
amount  by  which  the  total  of  the  proceeds  of  the  sales 
for  the  period  exceeds  the  total  cost  of  producing  tbe 
articles  sold.  Out  of  this  gross  profit  the  trader  bas  to 
pay  the  various  expenses  incurred  in  carrying  on  his 
business,  and  tbe  final  balance  remaining,  after  the 
deduction  of  such  expenses,  represents  bis  "  Net  Profit " 
for  tbe  period. 

Tl;e  Gross  Profit  shown  upon  the  Trading  Account  is 
consequently  transferred  to  the  trader's  Profit  and  Loss 
Account  immediately  upon  its  ascertainment  (for  speci- 
men Journal  entry,  see  page  76),  and,  in  this  Acoount,  it 
is  subjected  to  the  dedootion  of  all  the  working  expenses 
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inourred  by  the  trader  in  order  that  the  actual  Net  Profit 
derived  from  carrying  on  the  busiaess  may  be  acQurnitely 
arrived  at. 

It  oooasionaliy  happens  that  the  total  credits  (for  Sales 
and  closii^  Stock)  in  the  Trading  Aooount  are  less  in 
amount  than  the  debits  (for  Forohases  and  openibg 
Stock).  When  this  happens  it  indioates  that  the  trader 
has  not  only  made  no  Gross  Profit  on  his  goods,  but  that 
he  has  made  a  Groii  Loss ;  or,  in  other  words,  that  be 
has  been  disposing  of  his  goods  at  a  less  price  than  they 
have  cost  him.  Obviously  such  an  occurrence  will  be 
rare,  and,  when  met  with,  will  probably  be  found  to  be 
due  to  some  speoial  ciroumstanoe,  such  as  a  sudden  fall 
in  the  price  ot  the  articles  dealt  in  at  a  time  when  the 
trader  was  overstocked  with  goods,  or  the  unexpected 
alteration  of  the  customs  duty  on  the  raw  materials  used 
by  the  trader  in  manufacturing  bis  goods.  In  oases  where 
a  Gross  iJoss  appears  on  the  Trading  Account  it  is  trans- 
ferred to  the  Profit  and  Loss  Account,  as  in  the  case  of  a 
Gross  Profit  (the  requisite  entry  being  a  credit  to  the 
Trading  Aooount  and  a  Debit  to  the  Profit  and  Lobs 
Account).  The  Gross  Loss  on  trading  is  then  augmented 
by  the  various  debits  for  working  expenses,  and  the 
other  charges  against  the  business,  until  a  total  figure 
representing  the  Ket  Lost  for  the  period  has  been  bailt 
up. 

The  Trading  Account  (simple  form)  arising  out  of  the 
specimen  Trial  Balance  given  on  page  93  is  appended, 
and  will  be  found  to  exemplify  the  principles  laid  down 
above. 

TRADING  ACCOUNT  for  the  Year  ended  December  31st,  1908 


Bj  a*1e> 


,  Stock  en  tiiibd.... 


Having  ascertained,  by  means  of  the  Trading  Account, 
the  amount  which  represents  the  Gross  Profit  earned  by  the 
business,  there  remains,  as  the  next  step,  the  accurate 
assessment  of  the  amount  of  the  Net  Profit  which  may 
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be  regarded  by  the  trader  as  the  actual  income  earned  by 
the  business  during  the  period  under  review. 

Loird  Justice  Lindley  said,  during  the  course  of  a  much 
quoted  case,  "  the  word  'profit '  is  by  no  means  free  from 
ambiguity,"  nor  have  the  many  definitions  of  the  word 
offered  by  various  political  eoonomists  afforded  much 
practical  assistance  to  the  student. 

The  question  "  What  is  profit  ?  "  is  a  large  one,  and  of 
great  interest,  but  the  many  considerations  involved  are 
far  loo  complex  for  the  scope  of  this  treatise.  And, 
after  all,  the  student,  at  this  stage,  will  probably  be 
wise  to  rest  content  with  the  broad  commerciftl  ac- 
ceptance of  the  term  as  expressed  by  Mr,  Justice 
Eekewich  that  "profit  is  the  sum  which  is  ascertained 
by  the  taking  of  a  proper  account  of  what  has  been 
made  by  trading,"  in  other  words.  Profit  may  be  broadly 
stated  to  be  the  amount  by  which  the  Capital  of  a 
business  is  increased  during  any  given  period  by  reason 
of  the  business  transactions  effected  during  that  period. 
In  order  to  ascertain  this  amount  it  is  necessary  to 
prepare  a 

Profit  and  Lou  Aooonnt 

The  Profit  and  Loss  Account  of  a  trader,  and,  indeed, 
of  any  business  venture,  is  the  statement  wherein  the 
various  items  of  profit  and  revenue  on  the  one  hand,  and 
all  the  losses  and  expenses  incurred  on  the  other  hand,  are 
collected  and  offset,  the  one  class  against  the  other — the 
simple  rule  to  remember,  in  compiling  such  an  account, 
being — debit  all  the  losses,  credit  all  Ike  gains.  The  result- 
ing balance  of  this  account  at  the  conclusion  of  this 
process  represents  the  Net  Ptofit  or  the  Het  Lou  arising 
out  of  the  trading  operations  for  the  period  under 
review. 

According  to  modem  practice,  and  as  has  been  p:e- 
viously  explained,  separate  Ledger  accounts  are  opened 
at  the  beginning  of  a  trading  period  for  each  type  of 
"profit"  or  "expense,"  and  it  is  to  these  accounts  that 
the  individual  items  of  this  nature  occurring  throughout 
the  trading  period  have  been  posted.  At  the  end  of  the 
period  all  these  subsidiary  "profit"  or  "espense"  ac- 
counts are  closed  by  means  of  transfers  of  the  balances 
appearing  on  them  to  the  combined  "  Profit  and  Iioss 
Account."  Fresh  subsidiary  accounts  under  the-  same 
headings  are  then  opened  in  order  to  record  the  "  profit " 
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or  "expense"  items  oocurring  ia  the  Bucceeding  trad- 
ing period.  Provisions  and  Beserves,  for  outstanding 
expenses  and  other  items,  are  carried  forward  in  the 
particatar  "profit"  or  " expense "  accoants  to  which 
they  relate  at  the  end  of  a  trading  period,  in  order 
to  avoid  the  unnecessary  trouble  of  opening  numerous 
special  fieaerve  Accounts  for  the  various  individual 
items ;  this  procedure,  however,  does  not  affect  the  main 
principle  that  the  balance  of  all  "  loss "  and  "  profit  " 
accounts  must  be  transferred  at  the  end  of  the  trading 
period  to  the  appropriate  sides  of  the  combined  "  Profit 
and  Loss  Account." 

The  practice  of  oarrying  forward  reserves  for  losses 
or  gains  appears  to  create  some  confusion  in  the  minds  of 
many  students,  and  furnishes  a  cause  of  frequent  error 
in  examination  exercises.  It  would  seem  advisable, 
therefore,  to  deal  with  the  general  methods  employed  in 
detail. 

When  it  is  desired  to  make  a  provision  for  a  debt 
incurred  but  not  yet  paid,  a  debit  entry,  representing 
the  expense  incurred,  is  made  in  the  appropriate 
Expense  Account  for  the  amount  owing.  This  entry 
is  made  immediately  below  tlia  last  debit  appearing  in 
the  account.  A  credit  entry  for  the  same  sum  is  made 
simultaneously  in  the  same  Expense  Account,  at  a  short 
distance  down  the  page,  in  order  that  it:  may  form  the 
first  entry  in  the  Expense  Account  for  the  ensuing, 
period.  As  the  Ledger  account  has  to  be  closed  later  on,, 
it  is  necessary  to  moke  this  Credit  entry  at  a  sufficient  dis- 
tance below  the  level  of  the  existing  entries  to  permit  of 
the  insertion  of  the  necessary  transfer  entry  to  the  Profit 
and  Loss  Account,  and  the  totals  of  the  account  on 
either  side,  together  with  the  customary  transverse  lines, 
across  the  money  columns. 

This  principle  is  illustrated  by  the  following  example. 

ExamjiU.^\a  the  "Repftira  Aooonnt"  of  a  trader  for  the  year 
1908  the  following  paymenCa  appear  aa  debiti,  viz.  Moioh  Slat, 
£a&  14*.  M.,  September  26th,  £17  4».  M.  On  Deoerober  31st  (the 
cloaing  date  of  the  trading  period )  the  trader  owea,  to  various 
coQtractocB,  small  sums  for  repairs  effected  during  the  year  but  not 
yet  paid  for,  amounting  in  all  to  £10  6$.  9d. 

The  most  economical  and  effective  way  of  incorporating 
in  the  Bepairs  Account  the  £10  6s.  M.  owing  at  the  end. 
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of  &e  period  is  by  meuia  of  a  "Beserre"  (or  "FtoVtMlWl"'),' 
as  tmder — 
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Nun.— It  n-Ul  be  obTtou!  to  the  studet 
Bnlnce  "f  tlie  tndsr'a  books,  it  ntll  be  n 
Acuunt"  In  tl»iM>il  coluDintt  £««£>.  fr 
in  lJi«  trtdit  columb  oa  a  Sundry  Creditor. 


a  ntneting  the  Trial 
to  Klwdule  "  Repiii™ 
a  enter  On  £.\<i  6l  M. 


It  will  be  noted  that  in  the  above  example  the  amount 
of  f  10  6j.  9d.  owing  at  the  end  of  the  year  is  debited 
prior  to  the  ruling  off  of  the  account  (the  item  is  conse- 
quently incorporated  in  the  total  of  £60  5s.  &d.  trans- 
ferred to  the  Profit  and  Loss  Account  iax  the  year),  and 
the  same  amonnt  is  credited  below  the  ruling  off  of  the 
account  as  a  Reserve  (t.  e.  a  "  liability  ")  to  be  satisfied 
in  due  course  in  the  year  following.  The  effect  of  this 
treatment  is  that  when  the  amounts  thns  reserved  for 
are  actually  paid  in  the  new  year,  the  necessary  Credit 
entry  in  the  Ca^h  Book  can  be  posted  direct  to  the  Debit 
of  the  Repairs  Acoonnt  in  the  Ledger  in  the  usual  way,  in 
company  with  all  similar  expenditure  incurred  in  the  new 
year. 

Instead  of  bringing  down  the  £10  6^.  ^d.  as  a  Reserve,  or 
oiedit  balance,  on  the  Repairs  Account,  it  would,  of  course, 
have  been  possible  to  open  a  "  Sundry  Creditors"  Account 
in  the  Ledger  for  the  accommodation  of  this  type  of  item. 
This  is  a  method  invc^ving  more  care  and  labour  than 
the  practice  explained  above.  Such  a  course  necessitates 
special  care  that  the  cash  payment,  when  made,  shall  be 
posted  to  the  Debit  of  the  "  Sundry  Creditors  "  Account, 
and  not  to  the  "  Repairs  "  Account ;  or,  if  the  cash  entry 
is  posted  direct  to  the  Debit  of  the  Repairs  Account,  a  re- 
*    m  the  "  Sundry  Creditors "  Aooount  to  the 
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'^BepoirB"  Aodoutit  of  tbe  amomit  set  agide  becomes 
essentioi.  In  either  case  the  necessary  adjustment  is  not 
anlikely  to  be  overlooked. 

The  example  previously  given  is  that  ot  a  Keserve  made 
in  order  to  provide  for  a  specific  item  of  "  Expense  "  in- 
curred, but  not  yet  paid,  at  the  date  of  balancing,  and  it 
will  be  obvious  to  the  student  that  many  other  oironm- 
stancea  may  call  for  the  creation  of  Provisions  and 
Beserves  in  a  similar  manner,  e.  g.  Beserves  for  discounts 
allowable  and  for  losses  arising  &om  the  failure  of  debtors, 
and  also,  on  the  other  hand,  it  may  be  necessary  to  create 
Beserves  for  profits  earned  but  not  yet  received,  as  well  as 
for  Expenses  incurred  but  not  yet  paid,  e.  g.  Beserves  for 
rents  dne  to  the  trader  but  not  yet  received  bv  him,  and 
Beserves  made  for  profits  estimated  to  have  been  made 
upon  foreign  shipments,  the  statements  of  the  realization 
of  which  have  not  yet  been  finally  Eidjusted. 

There  is  one  kind  of  loss  which  is,  unfortunately,  only 
too  common  in  the  experience  of  most  traders,  viz.  the 
loss  arising  out  of  the  insolvency  of  debtors,  and  as  the 
methods  of  providing  for  losses  of  this  character  differ  in 
commeroial  practice,  and  appear  to  present  special 
difl&oulties  to  many  students,  it  is  worth  while  to  consider 
them  in  some  detail. 

In  an  ordinary  trading  bueiness  the  whole  body  of  book 
debts  outstanding  at  any  given  date  may  generally  be 
divided  into  three  classes,  viz.  (1)  those  which  are 
expected  to  be  duly  paid  (in  other  words,  those  which  are 
"  good "),  (2)  those  which  are  wholly  irrecoverable  (in 
other  words,  those  which  are  "  bad  "),  and  (3)  those  of 
which  there  is  possibility,  but  not  certainty,  that  they 
will  be  paid  either  in  full  or  in  part,  and  which  are  classed 
as  "  doubtful." 

Upon  the  realization  of  "good"  book  debts  the 
question  of  loss  obviously  does  not  arise. 

Book  debts  which  are  known  to  be  wholly  irrecoverable 
(i.  e.  "  bad  ")  must  be  written  off  on  or  before  the  date  of 
balancing  the  books,  by  means  of  an  entry  crediting  the 
individual  debtor's  Personal  Account  with  the  amount 
of  the  balance  owing  by  him,  and  debiting  an  account 
Entitled  "  Bad  Debts  "  with  a  like  amount.  The  balance 
Spearing  upon  such  "  Bad  Debts  Aooonnt "  must,  at 
th&  date  of  tbe  preparation  of  a  Profit  and  Loss  Account, 
be  debited,  in  one  total,  as  a  loss  in  tbe  latter  account.  In 
this  way  debts  which  are  wholly  bad  become  cancelled  in 
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the  trader's  ledger,  and  are  duly  charged  againit  the 
profits  of  the  nndertakiDg. 

There  remain  to  be  ooasidered  thou  book  debts  tor 
which,  for  one  reason  or  another,  it  is  iuadviaable  to 
anticipate  payment  in  full,  bat  wbiob  are  not,  so  far  as  can 
be  foreseen,  entirely  hopelera,  or,  in  other  words,  debts 
which  may  be  reasonably  expeoted  to  be  paid,  at  least  in 
part,  at  Bome  future  date. 

Two  methods  of  assessing  the  estimated  loss  on  this 
kind  of  debt  esist ;  one  practice  is  to  carefully  examine,  in 
detail,  all  the  debtors'  aoooonts  outstanding  in  the 
trader's  Ledger  with  the  assistance,  if  necessary,  of  some 
official  oonversont  with  the  condition  of  such  aoooonts, 
and  deciding  seriatim  which  portions  of  Individual  debtors' 
balances  wiU  probably  prove  to  be  irrecoverable,  and  oonse- 

fuently  need  to  be  provided  lor  out  of  current  profits, 
'or  the  total  amount  of  the  expected  loss  thus  arrived  at 
the  neoessary  reserve  can  then  be  made.  An  investig&tion 
upon  these  hnes.in  order  to  ascertain  the  ^rtl^  irrecover- 
able book  debts  for  "reserve"  purposes,  can  be  made 
siniultaneously  with  snch  exammation  as  is  needful  to 
ascertain  the  wholly  irreooverable  balances  in  order  to 
write  them  off  to  the  "  Bad  Debts  Account." 

For  the  total  reserve  thus  deemed  needful  a  Journal 
entry  must  be  passed,  debiting  the  Profit  and  Loss 
Account  and  crediting  the  "  Beserve  for  Bad  and  Doubtful 
Debts  Aoooont" 

An  alternative  method,  and  one  which  is  simpler  and  far 
more  common,  especially  where  the  debtors'  balanoes  are 
very  numerous,  is  to  set  aside,  in  each  tradins  period,  as  a 
Beserve  for  Bad  and  Doubtful  Debts,  a  fixed  percentage 
(e.  g.  5  per  cent.)  of  the  total  debtors'  balances  remaining 
after  all  the  wholly  "  bad  "  debts  have  been  written  off  to 
the  "Bad  Debts  Account." 

In  this  case  again  the  entry  required  in  order  to  create 
the  Beserve  is  a  debit  to  the  Profit  and  Lobs  Account, 
coupled  with  a  credit  to  the  "Beserve  for  Bad  and 
Doubtful  Debts  Account." 

The  "Beserve  "thus  raised  for  Bad  and  Doubtful  Debts 
(i.e.  for  debts  which  are  not  yet  considered  to  be  wholly 
irrecoverable)  at  any  particular  date  of  balancing  should 
be  carried  forward  in  the  books  until  the  next  date  of 
balancing,  when  its  sufficiency  to  cover  the  estimated 
loss  on  the  debts  outstanding  B.t  this  second  date  of 
balancing  will  be  reconsidered.     At  such  second  date 
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at  baljhiieing  tke  sftma  proceae  of  writdug  off,  direct  to 
the  Bad  Debts  Account,  all  wholly  irrBOOTerable  bolaDcee 
13  again  efEaoted,  and,  either  by  esaminatioa  of  the 
remainiDg  debtors'  balanoea  then  oatstanding,  or  by  re- 
serving a  fixed  peroeatago  upon  them  the  amount  of  the 
"Beserve  for  Bad  and  Doubtful  Debts"  requisite  at  the 
second  date  of  balancing  is  ^ain  arrived  at.  If  the 
Beserve  requited  at  the  second  date  of  balancing  exceeds 
the  Beserve  which  was  made  at  the  first  date  of  balancing 
(which  reserve  will  already  be  standing  in  the  books)  a 
further  Beserve  for  the  excess  must  be  made  out  oE  the 
current  profits ;  conversely,  if  the  Beserve  required  at 
the  later  date  be  less  than  the  Beserve  which  is  at  that 
date  already  standing  as  a  eredit  baluioe  upon  the  books 
the  esoesa  must  be  trauBferred  to  the  credit  of  the 
Profit  and  Iioss  Account. 

The  methods  explained  above  are  illustrated  in  the 
subjoined  example,  in  which  the  provision  for  Bad  and 
Doubtful  Debts  (as  distinguished  from  Bad  Debts  wholly 
written  off)  is  placed  at  5  per  cent,  upon  the  total  of  the 
delators'  balances  left  upon  the  trader's  books  after  writing 
off  all  actual  bad  debts.  The  reserve  for  Bad  and 
Doubtful  Debts  built  up  during  the  years  1906  and  1907  is 
greater  than  is  needed  for  the  year  1908,  and  a  re-transfer 
to  tite  Profit  and  Loss  Account  consequently  becomes 
necessary. 

Exa/mfU. — Tha  following  details  as  to  Bad  and  Donbtful  Debts 
are  extracted  from  A.  B.  'a  books. 

It  is  required  to  show  the   entries  involved   in  the  following 
accoontB,  viz.  (1)  Tht  Bad  Debit  AeeowU,  (2)  The    Seserve  for  Bad 
and  13ouii(fiil  Debit  Aecouni,  (3)  Tit  Profit  aiad  Low  Arxunmt. 
December  31,  IMS.     Bad  Debts  to  be  written  off  C.  D.,  £60; 
E,  F.,  £95,  both  being  wholly  irrecoverable. 
Five  per  cent,  is  to  be  reserved  for  Bad  and  Doubtful  Debts  on 
£1,100,  being  the  total  amonnt  owing  by  the  debtors  then 
ontatanding. 
Deoember  31,  1907.     Bad  Debts  to  be  written  off  C.  H.,  £10; 
L  J.,  £75. 
Five  per  cent,  is  to  be  reserved  for  Bad  and  Doubtful  Debtfl  on 
£2,500,  this  being  the  total  amonnt  owing  b;  the  debtora 
then  outstanding- 
December  31,  1906.     Bad  DebU  to  be  written  off  K.  L.,  £60; 
M.  N.,  £50. 
Five  per  cent,  is  to  be  reserved  for  Bad  and  Doubtful  Debts  on 
£1,600,  this  being  the  total  amount  owing  by  the  debtors 
then  outstanding. 
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If,  after  any  debt  has  been  written  off  as  wholly  "  Bad,' 
any  portion  of  it  is  recovered  (e.g.  a  dividend  of  Is.  in  the 
£  under  bonkroptcy  proceedings),  the  Bum  so  recovered 
may  be  credited  to  tbe  Bad  Debts  Aocount  of  the  year 
diiring  which  it  is  reoeived.  It  will  obviously  be  im- 
possible to  credit  the  dividend  to  the  debtor  from  whose 
estate  it  comes,  as  the  whole  of  the  balance  owing  by 
him  will  have  been  written  off  as  a  had  debt  and  his 
account  already  closed. 

A  "  Beserve  "  Account,  created  for  the  purpose  of  pro- 
viding for  the  anticipated  loss  on  Bad  and  Doubtful 
Debts  should,  when  preparing  a  Balance  Sheet,  be 
deducted  from  the  item  "  Sundry  Debtors  " ;  the  net  figure 
thus  extended  into  the  priucipal  cash  column  of  the 
Balance  Sheet  then  represents  the  B,ctual  estimated  oaah 
value  of  the  trader's  book  debts  at  the  date  of  baianoing 
according  to  the  best  information  available.  Some  ex- 
amination candidates  show  the  Reserve  for  Bad  and 
Doubtful  Debts  as  a  liability,  and  take  credit  for  the 
gross  total  of  the  book  debts  in  their  Balance  Sheet  m 
an  asset ;  the  incorrectness  of  this  treatment  will  be 
obvious  when  it  is  remembered  that  the  reason  for 
creating  the  Beserve  is  to  eliminate  the  irrecoverable 
portions  of  various  debtors'  balances  from  such  as  are 
wholly  good,  the  process  of  elimination  should  therefore 
be  clearly  exemplified  in  the  Balance  Sheet. 

When  a  Trial  Balance,  which  oontains'a  credit  balance 
under  the  heading  "Bad  and  Doubtful  Debts  Beserve," 
is  given  in  an  examination  exercise,  some  candidates 
n,ppear  to  be  at  a  loss  to  know  how  to  deal  with  the 
item,  and  frequently  enter  it  as  a  separate  liability  in  the 
Balance  Sheet,  making  a  fresh  reserve  of  (say)  5%  on 
the  amount  of  the  Sundry  Debtors,  the  whole  of  which 
reserve  they  debit,  in  due  course,  to  the  Profit  and  Loss 
Account.  A  credit  balance  of  this  nature,  when  appearing 
in  a  Trial  Balance,  indica.tes,  of  course,  that,  in  the 
previous  year,  a  Beserve  was  made  which  was  carried 
forward  to  the  following  year,  and  is  now  aveileible 
towards  the  Beserve  whion  it  is  necessary  to  create 
upon  the  new  total  of  Sundry  Debtors. 

A  careful  examination  of  the  accompanying  illustra- 
tions will  make  this  point  clear  to  such  students  as  have 
been  confused  by  the  matter. 

"Beserves  for  special  pnrposes,"  consisting  of  amounts 
taken  credit  for,  or  set  aside  for  the  purpose  of  accurately 
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adjuating  the  profits  for  a  given  period,  must  not  be  cod- 
fused  by  the  student  with  those  more  or  less  permanent 
aooumulations  of  Profits  earned  but  not  iSstributed, 
which  are  styled  "Reserve  Funds,"  or  "Reserve  Accounts." 
A  "Seierre  Fond"  (or,  aa  some  accoimtants  prefer  to 
oall  it,  a  "BeBerve"),  such  as  appears  in  the  Balance 
Sheet  of  a  great  Banking  Company,  for  instance,  is  an 
accumulation  of  profits  which  have  been  retained  in  the 
business  instead  of  bavicg  been  divided  "  up  to  the  hilt " 
among  the  shareholders.  Such  retention  of  profits  has 
been  made,  generally  speaking,  for  the  purpose  of 
strei^theniag  the  credit  of  the  undertaking,  by  providing 
against  some  unforeseen  calamity  or  contingency,  with 
the  object  of  accumulating  working  capital,  or  for  some 
other  conservative  purpose  of  a  more  or  less  general 
nature.  Some  Banking  Companies  possess  Beserves,  built 
up  out  of  past  profits,  equal  in  amount  to  their  entire 
paid-up  capital,  and  many  possess  in  addition  "Secret 
Beserves,"  obscured  in  various  ways,  for  tiie  purpose  of 
further  enhancing  the  financial  stabihty  of  the  under- 
taking, and,  incidentally,  to  ensure  that  their  share- 
holders may  be  secured    from    undue    fluctuations   of 


S<Mne  acoountants  contend  that  an  accumulation  of 
profits  so  retained  in  a  business  cannot  legitimately  be 
styled  a  Beserve  "Fund"  tmless  it  is  ofTset,  on  the  Credit 
side  of  the  Balance  Sheet,  by  an  equivalent  sum  of 
money  withdrawn  from  the  resources  of  the  undertaking 
and  invested  outside  the  business  in  gilt-edged  securities. 
An  accumulation  not  thus  independently  invested  they 
prefer  to  designate  by  the  term  "Reserve"  or  "Beserve 
Account."  The  question  has  been  further  complicated 
by  controversies  as  to  the  practical  utility  of  a  Beserve 
which  is  not  invested  in  easily  reahzahle  outside  securities. 
This,  however,  is  a  subject  upon  which  it  is,  in  point  of 
fact  and  in  practice,  impossible  to  lay  down  any  dogmatic 
rule  tor  universal  adoption;  except,  of  course,  Ln  cases 
where  the  fund  is  raised  for  some  specific  purpose  {e.  g. 
the  redemption  of  debentures).  The  question  of  the 
utility  of  an  independently  invested  reserve,  and  of  the 
disadvantages  of  an  uninvested  reserve,  are  in  reahty 
questions  of  business  finance  rather  than  matters  of 
accounting,  and  can  only  be  satisfactorily  decided  after 
careful  oonsidbration  of  the  merits  of  each  individual  case. 
The  question,  too,  of  the  appropriate  designation  for  aa 
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amount  of  Profits  set  aside  in  a  Balance  Sheet  is  merely 
one  of  nomenclature,  and,  after  all  has  been  said,  any 
expression  which  clearly  conveys  to  the  mind  of  an 
ordinary  individual  the  exact  positioo  of  afTairs  is  admis- 
sible, even  though  it  may  not  meet  -with  academical 
approval.  The  American  term  "Surplus "  and  the  old- 
fashioned  espreasion  "  Heat "  (the  latter  still  employed  by 
the  Banb  of  England)  are,  in  the  opinion  of  some  experts, 
preferable  to  the  terms  "  Eeserve  "  and  "  Reserve  i\ind," 
when  used  to  express  the  fact  that  certain  profits  have 
been  retained  in  the  concern,  and  are  not  separately 
invested. 

The  scope  of  this  treatise  does  not  permit  of  any  detailed 
investigation  into  the  niceties  of  these  various  significa- 
tions, nor,  in  the  author's  opinion,  would  it  be  wise  for 
the  student,  at  this  stage,  to  embarrass  himself  with  too 
much  research  into  what,  after  all,  is  largely  a  matter  of 
pedantry.  The  student  will,  however,  be  wise  to  adopt 
some  consistent  nomenclature  for  items  of  this  nature, 
and  it  is  suggested  that,  where  the  Reserve  is  separately 
invested,  the  term  "  Eeterve  Fund "  should  he  adopted, 
and  that  where  such  Eeserve  is  retained  in  the  business, 
"  Eeserve  Account "  is  a  suitable  and  convenient  term  to 
employ. 

Another  type  of  adjustment  which  constantly  needs 
careful  consideration  at  the  time  when  a  Profit  and  Loss 
Account  is  in  course  of  preparation,  is  the  provision 
necessary  for  the  depreciation  of  any  assets  which  have 
decreased  in  value  owing  to  one  cause  or  another. 
Depreciation  is  the  term  employed  by  accountants  to 
indicate  the  gradual  and  inherent  diminution  both  in 
the  value  and  the  usefulness  of  those  assets  which,  by 
reason  of  their  nature  and  uses,  cannot  endure  for 
ever. 

On  reflection,  the  student  will  comprehend  that  many 
ot  the  assets  used  in  a  business  necessarily  partake  of 
this  "wasting"  nature,  and  only  a  few  examples  need 
be  given.  Plant  and  Machinery  "depreciate"  through 
use  or  obsolescence.  Leases,  Patent  Rights  and  other 
grants  for  a  limited  period  of  time  obviously  become 
less  and  less  valuable  as  the  date  of  their  expiration 
approaches.  Where  an  asset  thus  endures  for  a  limited 
period  only,  at  the  end  of  which  time,  or  "life,"  it 
becomes  either  absolutely  worthless,  or  practically  so, 
the  amount  originally  expended  upon  its  acquisition  must 
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be  "writteii  off"  to  the  Profit  and  Loss  Account  in 
instalments  spread  over  the  period  during  which  the 
asset  is  of  use  and  benefit  in  carrying  on  the  busioeBS. 
This  charge  to  the  Profit  and  Loss  Account  is,  in  itB  nature, 
just  as  mach  a  necessary  business  expense  as  the  moneys 
expended  each  week  on  postages  or  wages.  The  example 
of  a  lease  for  a  term  of  years,  purchased  by  the  payment 
of  a  lump  sum  (or  "premium")  at  the  outset,  offers  per- 
haps as  good  an  illustration  from  the  student's  point  of 
view  as  can  be  taken.  In  such  cases,  in  lieu  of  a  quairterly 
or  other  periodical  payment  of  "rent,"  a  premium  is  paid 
down  in  a  lump  sum  at  the  outset,  and  the  trader  obtains 
in  exchange  for  this  premium  the  right  to  occupy,  for 
whatever  term  he  has  contracted,  the  premises  covered 
by  the  lease.  The  premium,  in  this  case,  amounts  practi- 
cally to  the  present  payment  of  a  large  sum  for  rent  in 
advance,  and  this  anticipation  of  future  obligations  must 
obviously,  in  the  trader's  accounts,  be  spread  over  the 
period  to  which  it  relates.  The  necessary  adjustment  is 
accomplished  by  debiting  the  original  cost  of  the  lease 
to  an  "asset"  account  ("Leaseb(3d  Premises"),  and  by 
"  Depreciating  "  the  amount  at  which  such  asset  stands 
periodically,  i.  e.  by  transferring  periodical  portions  of  the 
Ledger  debit  to  the  Profit  and  Lose  Account. 

A  lease  at  the  end  of  its  term  obviously  has  no  residual 
value;  its  worth  has  disappeared  absolutely;  but,  on  the 
other  hand,  wasting  assets  of  a  more  tangible  nature,  e.  g. 
machinery,  frequently  have  a  residual  value,  if  only  as 
"  scrap-iron,"  even  after  their  usefulness  to  the  business 
has  ceased  to  exist.  In  cases  of  this  kind,  the  asset 
must  be  written  down,  over  its  period  of  usefulness,  not 
necessarily  to  complete  extinction,  but  to  its  residual 
value  for  sale  when    no  longer  useful  as  a  business 

The  gradual  and  inherent  wasting  of  assets,  properly 
termed  "Depreciation,"  must  be  carefully  distinguished 
from  the  mere  ftuctuaiion  in  current  market  values,  at  any 
particular  time,  of  assets  similar  in  kind  to  those  under 
consideration.  It  frequently  happens  that,  when  a  trader 
has  purchased  an  asset  for  use,  its  market  value,  or  the 
current  cost  of  similar  articles,  falls  seriously  owing  to 
external  causes,  e.g.  land  may  fall  in  value  owing  to  the 
district  in  which  it  is  situated  becoming  unpopular,  and 
plant  may  possibly  be  obtainable  at  cheaper  rates  owing 
to  the  introduction  of  some  new  invention.   These  outside 
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fiuctuatioHS  are,  of  conree,  matters  for  whioh  a  trader 
may  provide  in  his  Profit  and  Lobs  Account  shonld  he  so 
desire;  and  he  ^ill  usually  be  wise  to  Ao  bo  if  ciroum- 
stances  permit.  Becognition  of  shrinkages  in  value  of 
this  nature  may  be  prudent ;  it  cannot,  however,  be 
claimed  that  they  are  provisions  which  muit  be  made  in 
the  same  sense  that  depreciation  proper  must  be  provided 
for;  and,  in  certain  cases,  if  brought  into  a  trader's 
accounts,  it  is  even  permissible  to  disregard  their  effect 
in  considering  the  business  as  an  entity  by  itself. 

The  amount  by  which  any  asset  is  required  to  be 
depreciated  during  the  trading  period  must  t>e  made  the 
subject  of  a  debit  entry  either  direct  to  the  Profit  and 
Loss  Account  or  to  the  "Depreciation  Account"  for 
subsequent  transfer  to  the  Profit  and  Loss  Account.  The 
corresponding  credit  entry  is  made  in  the  account  of  the 
individual  asset  itself,  thereby  diminishing  its  book  value 
by  the  amount  of  the  "depreciation"  sustamed,  and 
leJaving  to  be  carried  forward  a  sum  representing,  as  far 
as  possible,  the  true  present  value  of  the  asset. 

In  the  case  of  many  assets  depreciation  is  effected  by 
writing  off  an  equal  sum  of  money  in  each  year  (this  sum 
is  usuuly  expressed  as  a  fixed  percentage  of  the  original 
cost),  while  in  cases  where  increasing  expenditure  for 
repairs  may  be  espected,  as  the  asset  deteriorates  owing 
to  increasing  age,  it  is  perhaps  more  usual  to  write  off 
each  year  a  certain  fixed  percentage  of  tbe  balance  which, 
at  the  end  of  that  year,  appears  to  tbe  debit  of  the  asset 
account.  In  this  latter  method  it  is  obvious  that  the 
sum  of  money  debited  to  the  Profit  and  Loss  Account 
under  the  head  of  "Depreciation"  grows  less  year  by 
year,  inasmuch  as  the  btJanoe  upon  the  Asset  Account  is, 
each  year,  less  than  that  which  was  shown  in  the  year 
before,  this  diminishing  charge  for  depreciation  is  counter- 
balanced by  the  increasing  charge  which  will  naturally  be 
incurred  for  repairs  as  the  asset  grows  older. 

The  difference  between  these  two  methods  may  perhaps 
be  usefully  illustrated  by  the  following  example.  Let  us 
assume  that  certain  machinery,  the  onginal  cost  of  which 
was  £1,000,  is  depreciated  in  the  books  of  Firm  A.  by  a 
fixed  annual  charge  of  20  per  cent,  on  tbe  original  cost, 
and,  in  the  books  of  Firm  B.,  by  an  annual  abai^e  of 
20  per  cent,  of  tbe  diminiahing  balance  standing  from 
time  to  time  to  the  debit  of  tbe  Asset  Account;  the 
respective  working  of  the  accounts  would  be  as  follows :— 
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It  will  be  noticed  that  the  fixed  unniial  charge  of 
20  per  cent,  on  the  original  cost  (Firm  A.'a  books)  com- 
pletely extinguisbes  the  Machinery  Account  at  the  end 
of  five  years,  while  writing  off  20  per  cent,  of  the 
diminishing  balance,  appearing  on  the  Machinery  Accomit 
from  time  to  time  (Firm  B.'s  books),  does  not  extinguish 
the  asset  over  the  same  period,  there  being  a  balance  of 
£327  13s,  7d,  remaining  at  the  end  of  the  fifth  year. 

Two  other  methods  of  making  provision  for  the  depre- 
ciation of  assets  are  found  in  practice;  one  resembles 
the  method  previously  illustrated  in  the  case  of  Firm  A.'a 
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books,  in  that  an  equal  amount  is  written  off  eooli  year, 
but  this  amount  la  calculated  bo  as  to  permit  of  interest 
being  chained  periodioally  to  the  Asset  Aooount  so  that 
some  compensating  allowance,  in  the  way  of  interest,  may 
be  takeu  credit  for  in  the  Profit  and  Loss  Account  upon 
the  capital  locked  up,  for  the  time  being,  in  the  asset. 

Under  this  method  the  amount  to  b«  written  off  each 
year  is  arrived  at  from  fixed  tables,  and,  contempora- 
neously with  each  periodical  instalment  of  depreciation 
written  off,  a  debit  entry  is  made  in  the  Asset  Account 
for  interest  for  the  period  upon  the  balance  shown  at  the 
commencement  of  the  period  on  the  Asset  Account. 
This  interest  is  credited  either  in  the  "  Interest  Account " 
or  in  the  Profit  and  Loss  Account. 

This  method  of  providing  for  depreciation  is  suited  in 
the  main  to  assets  costing  considerable  sums  at  the  outset, 
and  continning  in  their  usefulness  for  long  periods,  e.  g. 
leases. 

The  fourth  method  of  providing  for  depreciation  is  by 
means  of  a  policy  of  insurance.  Upon  the  purchase  of 
the  asset,  a  policy,  termed  a  "pure  endowment"  policy, 
or  a  policy  of  leasehold  asBurance,  is  obtained  from  Ein 
Assurance  Company  to  secure  repayment,  at  the  end  of 
the  period  of  the  asset's  usefulness,  of  the  sum  originally 
expended  in  its  acquisitiou.  A  premium,  annual  or  other- 
wise, mast  be  paid  by  the  person  taking  out  the  policy, 
and,  inasmuch  as  the  latter  provides  for  the  complete 
replacement  of  the  asset  at  its  stated  period,  the  premiums 
paid  may  be  taken  to  equal,  and  therefore  to  satisfy,  all 
the  allowance  necessary  for  depreciation.  In  cases, 
therefore,  where  this  method  is  employed,  the  asset  may 
be  left  on  the  books  at  its  original  cost  price,  and  the 
premiums  paid  may  be  written  off,  as  and  when  paid,  to 
the  Profit  and  Loss  Account. 

The  foregoing  items,  viz.  Eeserves,  Depreciation,  and 
Provisions,  are  perhaps  the  matters  most  frequently 
requiring  consideration  when  the  preparation  of  a  Profit 
and  Loss  Account  is  contemplated,  and,  having  thus 
endeavoured  to  describe  them  briefly,  the  general  lines 
upon  which  the  account  itself  is  compiled  may  be  pro- 
ceeded with. 

In  the  Trading  Account  all  the  balances  relating  to  the 
trader's  transactions  in  goods  (e.  g.  "  Sales,"  "  Purchases," 
"  Stock,"  etc.)  are,  as  has  already  been  explained,  combined 
0C  as  to  produce  one  figure  of  "Gross  Profit"  or  "Gross 
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Loae."  This  "Gross  Profit"  or  "  Gross  £x>8s"  is  trans- 
ferred to  the  appropriate  side  of  toe  Profit  and  Loss 
Account  iiD  mediately  upon  its  ascertaiomeat,  and  forms 
the  opening  enti^  in  the  latter  account. 

All  the  remaining  balances  appearing  on  the  Trial 
Bidance  which  represent  either  "profits  "  or  "  losses  "  are 
next  sought  for,  and  by  means  of  Joumal  entries,  simitar 
to  those  outhned  on  page  76,  are  transferred  from  the 
respective  Ledger  accounts  upon  which  they  appear  into 
the  combined  "  Profit  and  Loss  Account."  The  resultant 
balance  shown  upon  the  Profit  and  Loss  Account  repre- 
sents the  net  result  of  the  trader's  operations  for  the 
given  period,  and  is  either  a  vVet  Profit"  or  a  "Vet 
Lou  "  according  as  the  items  upon  the  right-faand  side  of 
the  account  (viz.  the  "profits"  and  "gains")  exceed 
those  appearing  upon  the  left-hand  side  of  the  account 
(i.  e.  the  "  losses  "  and  "  expenses  "),  or  vice  versa. 

The  figure  of  Net  Profit  or  Net  Loss  thus  arrived  at  is 
transferred,  in  the  case  of  a  sole  trader,  to  the  credit  of 
his  capital  account  if  a  profit,  and  to  the  debit  of  the 
same  account  if  a  loss,  and  this  transfer,  appearing  in 
due  course  in  the  Journal,  forms  the  final  entry  for  any 
given  period  of  trading.  An  example  of  such  a  transfer 
will  be  found  on  page  76. 

Thoh AS  Robinson. 

PROFIT  AND  LOSS  ACCOUNT  for  the  Year 
Or.  ended  December  31st,  igo8  Cr. 
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The  Profit  and  Lobs  Aocoont  relating  to  the  epecimeQ 
Trial  Balance  given  on  page  93,  viz.  that  of  Thomas 
Bobinson,  ie  Bet  out  on  page  115.  It  will  be  noticed 
that  the  items  of  (1)  Outstanding  expenses,  £10,  and 
(2)  PepreciatioQ  of  Fixtures  and  Fittiuge,  £12  10s., .have 
been  brought  into  the  Acconnt ;  these  two  items  will,  of 
course,  affect  the  Ledger  accounts  to  which  they  relate, 
and  will  cause  corresponding  adjustments  in  the  Balance 
Sheet  to  be  illustrated  subsequently. 

As  will  be  esplained  later  on  in  this  treatise,  it  is 
customary,  in  modern  practice,  particularly  in  the  case 
of  limited  companies,  to  present  the  Profit  and  Loss 
Account  in  three  or  more  sections,  in  which  the  v 
debits  and  credits  are  scientifically  classified. 


9i. 

1.  Define  the  term  "  Tri&I  Balance,"  and  explain  the  method  of 
its  construction. 

2.  If  the  Debit  and  Credit  sides  of  a  Trial  Balance  aeree  in  amount 
is  this  a  conclusive  proof  that  the  whole  of  the  bo<w-kee]>iag  has 
bean  correctly  accomplisbsd?  If  not,  to  what  axt«nt  ia  the  comtnio- 
tion  of  a  Trial  Balance  valuable  to  the  book-keeper  ? 

3.  What  are  (1)  a  "Trading  Account,"  (2)  a  "Profit  and  Loss 
Account "  respectively,  and  what  is  the  difference  between  them  ! 

4.  How  should  "  Returns  Inwards"  and  "  Returns  Ontwards  "  be 
dealt  with  in  a  Trading  Account  7 

5.  Explain  the  terms:  (1)  Gross  Profit,  (2)  Gross  Loss,  (3)  Net 
Profit,  (4)  Net  Loss. 

6.  Explain  how  you  woald  provide,  in  a  set  of  books,  for  an 
amount  of  £10  arranged  to  be  set  aside  out  of  profits  to  cover 
nnmerous  small  expenses  incurred  prior  to  the  date  of  balancing, 
the  statamenta  for  which  have  not  yet  come  in. 

7.  What  is  meant  by  "Depreciation"?  How  would  you  provide 
for  it  in  the  books  of  a  trader  t  Discuss  alternative  methods  of 
providing  for  this  charge. 

6.  Discuss  briefly,  and  in  an  elementary  way,  the  subject  of 
"Reserves"  and  "Reserve  Funds."  Give  the  use  of  these  two 
different  terms  as  indicated  for  general  adoption  in  this  present 

9.  Define  and  explain  the  terms:  "Profit,"  "Surplus,"  "Residual 
Value  of  a  Wasting  Asset, "  ' '  Best. " 

10.  If  a  piece  of  machinery  expected  to  last  for  five  years,  bought 
ayearagoforuseby  A.  B.,  and  costing  then  £1,000,  could  now,  owing 
to  manufacturers  of  such  articles  being  overstocked,  be  bought  for 
£600,  is  it  necessary  or  advisable  to  allow  for  such  fall  in  values 
in  the  books  of  A.  B. !  Give  your  reasons.  What  depreciation 
allowances  are  uecesaaiyl 


p:h»Google 


rSOFir  AND  LOSS  ACCOUNT 


From  the  subjoined  particulars  prepare  the  Trading  Account 
and  the  Profit  and  Loss  Account  of  O.  H;elop  {ot  the  year  ended 
Deoeniber  31,  1908. 

£     I.    d. 

Stock  of  Goods  on  hand,  January  1,  190S       3,096  10    0 

Sales.        .        .  ■-    ■ 

Purchases  . 

Returns  Inwards 

Betnnis  Outwards 2,031  17  10 

Wages 42S  16    4 

Salaries 3M  12    1 

Fostagea    . 

Interest    received    on    Depi 
Balance  at  the  Bank 

Discounts  Received  . 

Discounts  AIIowhI     . 

Rent,  Bates,  and  Taxes 

General  Expenses 

Telephone  Subscription 

Stock  of  Goodson  hand,  DecemberSl,  1908      S,245  17  11 


therein  the  effect  of  the  various  pi 
end  of  the  year  190S,  as  set  out  i: 
R.  Bkii>oe3. 

Trial  £alancf  aa  o, 

Capital  Account. 
Stock  (January  I,  1908) 

Sales 

Purchases  .... 
General  Gipenses 
Returns  Inwards 
Salaries  and  Wages     . 
Discount     .... 
Banker's  Interest  and  Charges   . 
Bank  Loan .... 
Freehold  Premises 
Leasehold  Premises,  ten  yi 

from  January  1 ,  190S 
Income  Tan  .... 
Furniture  Fittings  and  Fixtures 
Debtors,  A.  King 
W.  Jones 
Creditors.  R.  Stevens 
J.  Brown  . 
Bills  Receivable  . 
Cash  at  Bank  .... 
Freight  and  Cartage  on  goods  sold 


IS  required  to  be  mode  at  the 


£38,466    T    0  £38,11 
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9c.  {amtiraud). 

NoUa.—  £    a.  d. 
Stook   on    hand,   Deeember    31,    1908,   was 

TalnedBt 4,091  16  11 

Write  off  W.  Jtuiea'e  Debt  as  irraoorerable    .  392   15    4 
Wnt«  10  per  cent.  Depreciation  off  Leasehold 

PremiBcs 325    0    0 

Write  10  per  cent.  Depreciation  off  Furniture, 

Fittiaga,  and  Fixtures 69    9    3 

9d. 

From  the  following  list  of  balances  extracted  from  the  booka  of 
V.  Roberts,  prepare  a  Trial  Balance  aa  on  December  31st,  1908. 

V.    ROBESTB. 

Balances,  Deeemier  81,  1908. 

£       s.     d. 

Capitol,  V.  Roberts 2,000    0    0 

Purchases 12,465  12    9 

Sales 23,149  12    3 

Stock  (Jan.  1,  1908) 7,264    0    9 

Sundry  Creditors 2,I7G     6  11 

Bills  Payable 3,200    0    0 

Furniture  and  Fixtnrea 200    0    0 

General  Expenses 1,264  12    9 

Wages  and  SaUries 729  13    6 

Bank  Loan  (secured  by  mortgage  of  Premises)    .  2,000    0    0 

Premises,  Freehold &,000    0    0 

Sundry  Deb'-s 2,19*13    2 

Returns  lDW).rdB 32  14    8 

Bank  Interest  and  Charges         ....  121     4    9 
Mr.  C.  Roberts,  Loon  Account  (repayable  Jan.  1, 

1912) 2,000    0    0 

Charitable  D—ationa 5    0    0 

Printing  and  tjtationery 124    9    6 

Disconota  Allowed 122  17     3 

Discounts  Received 4     5    9 

Cash  at  Bank 521    3    4 

Cash  in  hand 3    2  II 

Patents  and  GoodwiU 2,000    0    0 

Bills  Receivable 2,480    0    0 


9b.  Gross  Profit,  £2,888  16s.  lOd.  ;  Net  Profit,  £1,930  128.  Sd. 
9c.  Gross  Profit.  £4,037  0*.  2d.  ;  Net  Profit,  £800  18s.  8d. 
9i>.  Totals  of  Trial  Balance,  £34,529  4s.  lid. 
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It  has  already  been  explained,  in  the  preoedlog  chapter, 
that  the  first  steps  neoeesary  for  a  trader  to  take  towards 
the  aecertainment  of  his  financial  position,  at  the  end  of  a 
trading  period,  consist  of  (1)  the  preparation  of  an  agreed 
Trial  Balance,  followed  br  (2)  the  compilation  of  a  Ttading 
Account  and  a  Profit  and  Lose  Aocoant. 

By  this  means  the  net  balance  of  all  the  accoants 
representing  "  losses  "  or  "  gains,"  or  containing  elements 
of  loss  or  gain,  are  combined,  and  the  net  result  of  this 
combination,  in  the  shape  of  profit  or  loss,  is  ultimately 
carried  to  the  trader's  "Capital  Accoimt."  When  this 
process  has  been  completed,  the  balances  still  remaining 
upon  the  Ledger  consist  exclusively  of  ^a)  credit  balances 
koown  as  "  Liahilitiet "  (ranking  "  Capital  Account "  and 
"  Beserve  Account "  as  liabilities),  and  (b)  debit  balances, 
or  "  Assets." 

In  order  to  ascertain  the  financial  jKraition  of  the  trader 
at  the  date  of  balancing,  and  after  the  elimination  of  all 
the  "  Profit  and  Loss  "  balances,  the  liabilities  and  assets 
appearing  on  his  Ledger  at  that  date  are  arranged  in 
the  form  of  a  classified  schedule  or  statement  called 
a  "Balance  Sheet."  The  "Balance  Sheet"  is,  strictly 
speaking,  a  eeoond  Trial  Balance  prepared  after  the 
closing  of  the  Profit  and  Loss  Account,  in  which,  however, 
according  to  commercial  practice  in  this  country,  the 
sides  upon  which  the  items  appear  are  reversed  ;  conse- 
c|uently  the  trader's  possessions  (Assets)  are  marshalled 
in  the  Balance  Sheet  upon  the  rignt-hand  (or  Credit)  side 
of  the  statement,  while  his  LiabiHties  (including  his 
Capital)  appear  on  the  left-hand  (or  Debit)  side. 

If  one  is  to  pursue,  with  strict  consistency,  the  theory 
governing  the  Double  Entry  system,  a  Balance  Sheet, 
being  merely  a  transcript  of  Ledger  balances,  is,  of  course, 
not  a  Ledger  account  itself ;  it  is  merely  a  classified  state- 
ment of  the  final  balances  appearing  on  a  trader's  Ledger 
119 
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after  wiitii^  up  his  Profit  and  Loss  Account  and  closing 
his  books  Kir  a  given  period.  In  accordance  with  this 
view,  therefore,  the  contractions  "  Dr."  and  "  Or."  (debit 
and  credit)  should  never  appear  upon  a  Balance  Sheet. 
As  a  matter  of  ooneietency,  also,  the  prefixes  "  To  "  and 
"  By  "  should  be  omitted,  bat,  as  a  matter  of  practice, 
they  are  frequently  retained. 

In  fairness  to  the  student,  however,  it  must  be  clearly 
pointed  out  that  many  accountants  maintain  that  the 
Balance  Sheet  is  an  actuoi  account  as  between  the  business 
and  its  Debtors  and  Creditors,  inclading  the  proprietor, 
and  where  this  view  is  held  both  the  contractions  and 
the  prefixes  mentioned  above  are  generally  used. 

The  ol^eot  of  stating  Ledger  balances  m  the  form  of  a 
Balance  Bheet  is  to  convey  to  the  trader  himself,  or  to  any 
person  whom  it  may  concern,  a  clear  and  concise  statement 
of  the  trader's  financial  position  in  a  summarized  form. 

The  term  "Statement  of  Afbirs"  is  also  applied,  under 
certain  circumstance b,  to  an  account  or  statement  pur- 
porting to  disclose  the  financial  position  of  a  business 
concern  or  trader.  In  Bankruptcy  proceedings  the  phrase 
has  a  special  technical  meaning  which  we  need  not  here 
discuss.  When  the  term  is  used  in  accounting  circles, 
however,  it  is  generally  meant  to  convey  the  fact  that  the 
statement  has  not  been  prepared  from  a  set  of  books 
kept  upon  the  "Double  Entry"  system,  but  from  books 
in  which  "  Single  Entry  "  or  other  incomplete  methods 
have  been  employed.  The  term  "  Balance  Sheet,"  on  the 
other  band,  implies  that  the  facts  set  out  therein  convey  a 
concise  statement  of  the  financial  position  under  review, 
as  disclosed  by  a  set  of  books  kept  upon  the  Double 
Entry  system.  The  student  should  bear  this  distinction 
in  mmd,  as  it  is  important. 

Although  every  balance  remaining  on  a  teader's  Ledger 
must,  of  course,  be  included  in  his  Balance  Sheet,  it  does 
not  follow  that  in  the  latter  all  the  Ledger  balances  are, 
as  in  the  case  of  a  Trial  Balance,  stated  separately  and  in 
detail.  It  will,  in  fact,  be  obvious  to  the  student  that 
such  a  proceeding  would  be  impracticable.  Where,  there; 
fore,  there  exist  several  Ledger  balances  of  a  more  or  leas 
similar  nature,  e.  g.  amounts  due  to  or  from  various  credit- 
ors or  debtors,  it  is  the  practice  to  group  such  similar 
Ledger  balances  together  and  to  include  them  in  the 
Balance  Sheet  in  one  combined  total ;  consequently  the 
amounts  due  to  a  trader's  trade  creditors  will  usually  bs 
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found  in  his  Balance  Sheet  grouped  under  the  one  heading 
of  "Snndr;  Trade  Creditor!"  ;  the  various  book  debts 
owin^  to  him  at  the  same  date  being  scbedtded  in  a 
combined  total  as  "  Saudry  Debton." 

This  [H»eess  of  grouping  together  Assets  or  Liabilities 
of  a  kindred  nature  is  extended  to  other  possessions  and 
liabilities  when  marshaled  for  Balance  Sheet  purposes. 
Indeed,  it  will  be  obvious  that  in  order  that  the  Balance 
Sheet  may  be  expressed  in  as  concise,  and  yet  in  as  lucid 
a  form  as  possible,  some  system  of  grouping  and  classifica- 
tion must  always  be  inevitable.  At  the  same  time,  it 
must  be  borne  in  mind,  that  as  is  the  case  with  many 
other  useful  accounting  methods,  grouping  and  classifica- 
tion may  be  carried  to  exoees  in  a  Balance  Sheet.  If 
the  Balance  Sheet  be  loosely  drawn,  items  of  a  dissimilar 
nature  may  be  errcmeously  grouped  together  under  a 
heading  which  may  fail  to  disclose  their  real  nature  in 
its  entirety,  and  the  Bftlanoe  Sheet,  instead  of  being 
a  lucid  statement,  may,  by  this  and  other  misuses,  be 
distorted  bo  as  to  show  a  better  or  a  worse  financial 
position  than  exists  in  reality.  It  is  therefore  necessary 
that  the  preparation  of  a  Balaoce  Sheet  should  be 
Tindertaken  with  care  uid  deliberation,  and  that  the 
interpretation  which  will  probably  be  placed  upon  its 
component  items  by  an  outside  observer  should  be  borne 
in  mind.  A  properly-prepared  Balance  Sheet  should  be 
capable  of  being  understood  by  any  ordinarily  intelligent 
observer,  even  assuming  him  to  be  unacquainted  with 
the  details  of  the  particular  business  in  question,  and  it 
should  convey  its  story  to  him  in  a  clear  and  unmistak- 
able manner.  If  it  fails  to  comply  with  these  requirements 
it  cannot  be  claimed  as  having  successfully  fulfilled  the 
metier  of  an  ideal  Balance  Sheet. 

The  Balance  Sheets  on  the  following  page  have  been 
prepared  from  the  Tnal  Balance  set  forth  on  page  93, 
after  the  compilation  of  the  Trading  and  Profit  and  Loss 
Accounts  set  forth  respectively  on  pages  97  and  115. 

The  student  will  note  that,  in  these  specimen  Balance 
Sheets,  the  Assets  (being  the  debit  balances  remaining 
apon  the  trader's  Ledger)  appear  on  the  Credit  or 
right-hand  aide,  and  the  Liabilities  on  the  left-hand  or 
Debit  side. 

The  space  at  the  author's  disposal  does  not  permit  of 
any  excursion  into  the  ancient  and  still  smonlden'ng 
controversy  as  to  the  correct  side  upon  which  to  plao« 
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libe  Assets  and  Liabililies  when  preparing  a  BaUnoe 
Sheet. 

The  controversy  is  an  interestiiig  one,  but  at  this  stage 
of  the  Btadent'e  progress  it  will  be  sufficient  for  him  to 
know  that,  in  the  United  Kingdom,  the  praotioe  of  placing 
the  Liabilities  upon  the  left-hand  side  and  the  Assets 
open  the  right-hand  is  now  pwitioally  amversal. 

It  will  be  noticed  that  the  figures  composing  the  above 
Balance  Sheet  have  been  drawn  up  or  "marshalled  "  in 
two  altematiTe  forms.  The  two  methods  of  marshalling 
the  Assets  and  Liabilities  set  out  therein  are  those  in 
moet  frequent  use  in  modem  practice.  The  first  example 
shows  the  Assets  set  out  in  the  order  of  their  permanence 
and  unrealizabihty  at  abort  notice.  The  second  example 
shows  the  Assets  marshalled  in  the  order  in  which  they 
oould  be  most  easily  realized. 

As  will  be  explained  later  on,  the  first  example  given 
above  exhibits  the  order  in  which  Assets  are  marshalled 
in  the  great  minority  of  the  published  accounts  of  Umited 
companies.*  The  second  method  has,  however,  much  to 
commend  it.  No  dogmatic  rule  can  be  laid  down  upon  a 
"matter  of  this  sort,  where  expert  opinions  legitimately 
differ,  and  the  student  will  be  safe  in  adopting  either 
method,  provided  he  carries  it  out  reasonal^y  and  con- 
sistently. 

The  Assets  set  forth  in  the  second  Balance  Sheet,  as 
already  explained,  have  been  arranged  in  the  order  of  their 
realizability,  i.e.  according  to  the  degree  of  faoihty  with 
which  they  could,  under  ordinary  circumstances,  be  con- 
verted into  Cash.  The  most  Hguid  of  the  Asrats  shown, 
viz.  Gash,  has  been  placed  at  the  head  of  the  statement, 
as,  being  cash,  it  is  already  "  realized,"  and  the  other 
Assets  which  follow  may  be  taken,  in  normal  circum- 
stances, to  be  realizable  in  the  order  in  which  they  are 
shown ;  e.  g.  the  Bills  Beceivable,  maturing  at  fixed  dates 
not  far  ahead,  are  taken  to  be  more  easily  encashed  by 
being  discounted  on  or  before  maturity,  than  the  amounts 
owing  by  the  ordinary  trade  debtors ;  again,  book  debts 
may  ne  taken  to  be  more  readily  reahzable  than  the 

*  As  a  matter  of  ourioaity  the  author  racentty  divided  the 
published  aooouoti  of  49  well.known  companies,  taken  at  rBadom, 
into  the  two  cIsmga  mentioned  above,  with  the  regalt  tluit  42 
comiwiiiei  were  found  to  have  adopt^  the  former  of  the  two 
methods  desoribed,  while  the  remaining  seven  companies  (mostly 
banks)  had  adopted  the  latt«r  principle. 
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tiiKler'e  Stock  of  Goods  on  hand,  and  the  latter  in  its  tnm 
raaks  before  the  Capital  which  l^s  been  sunk  in  EicqairiDg 
the  Fistnres  and  Fittings  and  Freehold  Premises. 

When  this  method  of  marshalling  the  Assets  is  made 
Qse  of,  it  should  be  complemented  on  the  debit  side  of  the 
statement  in  which  they  appear  by  adopting  an  arrange- 
ment of  the  Liabilities  in  the  order  in  which  the  vturioos 
creditors  could  enforce  their  claims.  Under  this  method 
the  Capital  Account  would,  of  course,  appear  last. 

The  principle  of  stating  Assets  in  the  order  of  their 
realiEability  is  one  which  may  usetnlly  be  extended  to  the 
Balance  ^eets  of  Banks  and  kindred  financial  under- 
takings. As  explained  above,  it  is,  of  course,  e.  matter  of 
individual  opinion  and  taste  as  to  whether  it  is  wiser  to 
place  the  most  "  rea-lizable  "  or  the  most  "  nnrealizable  " 
asset  at  the  head  of  the  statement.  WhicheTer  method 
the  student  adopts  he  must,  however,  take  care  to  make 
sure  that  the  remaining  Assets  are  consistently  grouped, 
according  to  the  order  in  which  they  may  be  rwiked  as 
"  realizable  "  or  "  unrealizable,"  so  tlwkt  a  due  succession 
of  convertibility,  or  otherwise,  may  be  preserved. 

It  may  be  stated  also  that,  as  a  general  rule,  the  more 
difficult  an  asset  is  to  realize,  the  greater  will  be  the  loss 
on  its  realization  if  hurriedly  effected.  The  loss  entailed 
by  rapidly  calling  in  a  large  number  of  trade  debts  will 
probaoly  be  less,  on  a  percentage  basis,  than  the  loss 
which  wonld  ensne  if  land  and  buildings  or  plant  and 
machinery  were  put  up  to  auction  and  sold  without 
reserve;  further,  items  as  "Goodwill"  and  "Fixtures," 
though  originally  they  may  have  been  costly  to  aoquire, 
may  be  absolutely  useless  for  the  purposes  of  raising 
immediate  funds.  It  is  upon  the  wise  preservation 
of  a  reasonable  and  adequate  proportion  of  a  trader's 
resources  in  a  liquid  form  [e.  g.  Cash,  Book  Debts,  and 
Bills  Receivable),  having  regard  to  the  amount  of  his 
trade  creditors  and  other  immediate  indebtedness,  that 
the  ability  of  the  trader  to  honour  his  obligations,  and 
therefore  to  maintain  his  commerciEil  credit,  must  always 
depend.  It  would,  perhaps,  be  difficult  to  over- estimate  the 
benefits  which  have  accrued  to  traders  from  the  advantages 
afforded  by  the  system  of  commercial  credit  operating  in 
this  country.  The  student  cannot  too  clearly  comprehend, 
however,  that  every  credit  operation  implies  a  possible 
cash  transaction.  The  trader  therefore,  if  he  be  prudent, 
whilst  making  every  legitimate  use  of  the  advantages 
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aff<Hxled  by  hie  commerci&l  credit,  will  make  erery  wise 
provision  for  the  cash  demands  involved  by  bis  oredit 

operadona. 

It  is,  of  ooDTBe,  impossible  to  give  any  list  or  dassifica- 
taon  of  Assets  which  can  lay  any  claim  to  be  exhaustive, 
but  the  following  listincliides  some  of  the  most  frequently- 
occurring  types  isnged  in  the  order  of  their  realizability 
and  may  prove  helpful  to  the  student — 
Glass  I.     Cash  in  hand. 

Cash  at  the  Bank. 

Consols  and  other  "gilt-edged"  securities 
readily  dealt  in  on  the  Stock  Exchange 
and  capable  of  immediate  encashment. 
Class  II.     Bank  Deposits  for  short  terms. 

Securities  dealt  in  on  the  Stock  Eschanga 

for  the  fortnightly  settlements. 
Remittances  in  transit. 
Loans  on  short  call  (secured). 
Class  III.     Bills  Beceivable. 

Trade  Book  Debts. 
Outstanding  interest. 

Calls  outstanding  (Joint  Stock  Companies), 
and  other  personal  obligations  capable  of 
being  called  in  at  short  notice. 
Business  loans  on  security. 
Loans  on  mortgage. 
Beversions  purchased  (if  transferable). 
Class  IV.     Stock  on  hand. 

Goods  Bent  out  on  consignment   to  other 

persons  for  sale. 
Work  in  progress. 
Class  y.     Land  and  buildings,  (a)  freehold  and  {b) 

leasehold,  (c)  in  town  or  (d)  country. 
Class  VI.     Plant  and  Machinery. 
Class  VII.     Goodwill,  Patent  Bights,  assets  or  capital 
Gspenditure  of  exceptional  nature. 
Fixtures  and  Fittings. 
Class  YIII.    Obsolete    plant    and   machinery,  land    in 
undeveloped    districts,    "  development " 
and  other  expenditure  of  a  like  nature. 
"  Preliminary  Expenses."    (Balance  of  this 
account  not  yet  vmtten  off.) 
In  considering  a  Balance  Sheet,  the  student  must  be 
warned  against  falling  into  the  somewhat  common  error 
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of  imagiDing  th&t  the  items  placed  on  the  Credit  eide  of 
the  st&temeDt  represent  of  necessity  tangible  property 
capable  of  being  readily  converted  into  the  exact  sums  of 
money  placed  against  each  asset.  Sufficient  has  already 
been  said  above  to  indicate  that  different  types  of  property 
possess  widely  differing  degrees  of  realizability,  both  as 
regards  the  time  required  to  convert  them  into  money, 
and  as  regards  the  actual  amount  likely  to  be  produced 
by  their  forced  Bale.  Again,  many  of  the  Assets  acquired 
by  a  trader  are  frequently  suitable  for  his  particular  type 
of  business  only  {e.g.  plant  and  machinery  of  special 
kinds).  Such  Assets  necessarily  fall  considerably  in 
market  value  directly  they  are  ranked,  for  selling  pur- 
poses, as  "second-band";  the  fact  thai  their  money 
value  to  an  immediate  seller  has  depreciated  in  this  way 
is  a  matter  quite  apart  from  their  cost,  or  their  present 
value,  to  the  owner  for  use  in  a  "  going  concern."  The 
student  must  clearly  grasp  the  fact  that  this  element  of 
the  differing  values  of  Assets,  when  viewed  from  such 
widely  divei'gent  standpoints,  ia  one  which  it  is  neither 
necessary  nor  possible  to  take  completely  into  account 
when  preparing  the  Balance  Sheet  of  the  actual  user. 
Provided  always  that,  by  means  of  adequate  provision  for 
depreciation,  me  Assets  are  gradually  reduced -to  their 
residual  or  "  scrap"  value  at  the  end  of  their  period  of 
usefulness,  market  fluctuations  may  be'  ignored  in  the 
books  of  ao  owner  for  use,  and  this  fact  ^orms  one  of  the 
instances  which  exemplify  the  differences  which  must 
always  exist  between  "book"  and  "market"  values. 

It  would  be  quixotic,  too,  in  the  case  of  intangible 
Assets  like  "  Goodwill,"  to  imagine  that,  in  the  majority 
of  cases,  they  are  immediately  saleable  at  a  price  approsi- 
mate  to  the  figure  at  which  they  stand  in  the  owner's 
books ;  the  monetary  sum  set  ont  against  the  asset  in  the 
Balance  Sheet  in  these  cases  represents  the  "  cost "  to  the 
owner,  or  the  amount  of  capital  he  has  expended  in  this 
direction,  and  bears  no  necessary  reference  to  the  amount 
which  the  asset  would  produce  U  sold. 

All  that  can  be  wisely  claimed  for  a  properly -prepared 
Balance  Sheet  is  that  it  discloses  a  conservative  view  of 
the  trader's  financial  positiou,  after  making  such  provisions 
as  are  necessary  in  order  to  reduce  bis  Assets  to  their 
true  present  value  to  the  trader  as  the  proprietor  of  a 
"going  concern." 

No  trader's  Balance   Sheet  does  or  can  profess  to 
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represent  the  financial  position  wfaioh  would  result  if  tbe 
Assets  set  out  therein  were  immediately  pletoed  upon  the 
market. 

In  the  opinion  of  tbe  aathor  the  student  will  be  wise  to 
accustom  himself  to  refer  to  the  two  sides  of  the  Balance 
Sheet  as  the  "  Debit ''  and  "  Credit "  sides,  rather  than  as 
the  "  LiahilitieB  "  and  "Assets"  sides  of  the  statement. 
A  Httle  thought  and  inquiry  will  soon  demonstrate  the 
fact  that  the  latter  and  more  popular  nomeDclature  is 
often  incorrect.  As  its  name  implies,  a  Balance  Sheet  is 
an  abstract  statement  of  the  debit  and  credit  balances 
remaining  upon  the  Ledger  after  tbe  elimination  of  all  tbe 
Profit  and  Loss  items.  Such  a  statement,  or  schedule, 
may,  and  in  fact  does,  of  necessity  often  include  items 
which  cannot  properly  be  classified  as  Liabilities  or 
Assets.  For  example,  tbe  Beserre  Account  and  the 
undivided  balance  of  the  Profit  and  Loss  Account  will  be 
found  on  the  debit  side  of  the  statement ;  whilst  on  the 
credit  side  may  be  found  the  deficiency  or  loss  (if  any) 
for  the  period,  or  any  expenditure  which  is  unrepresented 
by  any  asset,  and  wbicn  is  held  in  suspense,  in  order 
that  it  may  be  written  off  over  a  future  period  (e.  g. 
Preliminary  Expenses).*  It  will  be  self-evident  to  the 
student  that  in  such  cases,  which  are  by  no  means 
uncommon,  the  designation  "Liabilities"  and  "Assets" 
is  quite  inappropriate. 

As  has  already  been  indicated,  a  statement,  such  as  those 
prepared  when  a  bankruptcy  is  impending,  wherein  the 
Assets  are  stated  as  nearly  as  possible  at  their  "  break- 
up" values,  is  termed  a  "Statement  of  Affairs,"  and  differs 
widely  from  a  Balance  Sheet  both  in  its  object  and  in  the 
manner  of  its  preparation.  The  student  has  alreadybeen 
warned  that  be  must  not  confound  statements  of  this 
character  with  a  Balance  Sheet  prepared  from  a  set  of 
books  kept  upon  the  Double  Entry  system. 

In  tbe  preparation  of  a  Balance  Sheet  it  is  always 
desirable  that  all  Assets,  the  market  value  of  which  is 
liable  to  fiuctuation,  or  which  are  realizable  only  with 
difficulty,  or  which  have  been  acquired  for  use,  as  dis- 
tinguished from  those  acquired  for  subsequent  conversion 
into  money,  shall  be  stated  separately  and  clearly ;  care 
should  also  be  taken  that  the  basis  upon  which  the 
Balance  Sheet  value  of  such  Assets  is  arrived  at  is  plainly 

*  An  investigation  of  the  Balance  Shuts  of  uuaucceisfalcompanies 
will  fumiah  the  student  with  illustrations  of  "  Assets  "  of  this  type. 
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indicated.  In  the  apeoimen  Balaaoe  Sheet  giren  on 
page  122,  it  will  be  noted  that  the  "  Stock  on  H&nd  "  and 
"  Freehold  Premises  "  are  stated  as  having  been  "  valued 
at  cost  pace,"  and  that  the  amount  of  the  depreoiation 
written  off  the  "  Mzture  and  Etttmga  "  ie  dearly  showct ; 
this  wholesome  pisctioa  should  be  extended  to  all  Assets 
except  in  those  oases  in  which  the  monetary  valtte  is 
practically  certain,  in  order  that  the  Balance  Sheet  may 
be  freed,  as  far  as  possible,  from  any  uncertainties  as  to 
the  basUi  of  the  valoa-ticuis  placed  upon  the  Assets 
scheduled  therein. 

The  valuation  of  Assets  prior  to  the  preparation  of  a 
Balance  Sheet  frequently  presents  considerable  tactical 
difficulties ;  it  is  impossible  to  discuss  so  large  a  question 
at  adequate  length  in  this  chapter,  but  two  genem  rules 
may  be  laid  down  for  the  guidance  of  the  student,  viz. — 

1.  That  Assets  held  for  tha  purpose  of  being  subse- 

quently amverted  into  money  (e.  g.  Debtors,  Bills 
Beceivable  and  Stock  of  Goods  on  hand)  should 
not  be  stated  in  the  Balance  Sheet  at  any  amount 
which  is  in  excess  of  their  probable  reaUzable  valus, 
and  that,  if  the  latter  is  below  their  book  value, 
adequate  depreoiation  must  be  provided.  On  tha 
other  hand,  it  may  be  stated,  as  a  general  rule,  that 
it  is  unwise  to  write  up  (or  "  appreciate  ")  Assets 
ol  this  description  in  cases  where  their  madiet 
value  has  temporarily  risen  above  tbeir  book  value. 
Assets  falhng  under  this  class  are  frequently 
termed  Floatme  or  Clronlating  Asseta.  So  far  as 
they  are  available,  these  Assets,  less  sundry 
creditors  and  other  "  outside  "  liabilities,  form  the 
Workinif  Capital  of  a  business. 

2.  That  in  the  case  of  Assets  held  solely  for  use  (e.g. 

Plant  and  Machinery,  Goodwill,  Leases,  Patent 
Rights,  etc.),  fluctuations  in  current  market  values 
may_  be  ignored,  and  that,  provided  adequate  depre- 
ciation is  written  off  the  asset  in  order  to  reduce 
it  to  its  residual  value  at  the  end  of  its  useful 
*■  life,"  it  may  be  included  in  the  Balance  Sheet  at 
its  original  cost  less  this  necessary  depreciation. 
The  basis  of  valuation  should  invariably  be  stated, 
and,  indeed,  public  Joint  Stock  Companies  are 
legaily  bound  to  state  the  valuation  basis  when 
filing  Balance  Sheets  with  the  Begistrar. 
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The  generic  name  of  Assets  of  the  above  oUibb 
is  Fix^  Anet*.  The  term  is  not  altogether  a 
happy  one,  as  Fixed  Assets  of  some  chases  are 
sabject  to  wear  and  tear.  When  used  in  conjanctioQ 
^th  Assets,  however,  the  adjective  is  meant  to 
imply  that  the  Assets  so  designated  are  held  for 
the  pmrpose  of  carrying  on  the  business  and  earn- 
ing mcome,  and  not  for  sale  purposes.  In  cases 
where  Fixed  Assets  decrease  in  value  owing  to 
wear  and  tear,  or  other  cause,  they  are  also  iief  erred 
to  as  Wasting  AsMti. 

In  the  strict  sense,  as  explained  above,  such 
capital  is  not  of  course  really  "  Fixed,"  composed 
as  it  is,  for  the  most  part,  of  Assets  subject  to 
wear  and  tear  and  other  depreciating  factors. 
The  legal  decisions  given  in  several  well-known 
cases  *  have  apparenUy  reUeved  Joint  Stock  Com- 
panies from  the  necessity  of  providing  for  the 
wastage  of  certain  "Fixed"  Assets;  it  will  be 
needless  to  point  out,  however,  that,  from  a 
commercial  point  of  view,  a  financial  policy  based 
upon  these  lines  woold  be  generally  condemned 
as  unsound. 

Finally,  the  student  must  be  cautioned  against 
the  error,  not  uncommon  among  eiaminees,  of 
heading  a  Balance  Sheet  as,  e.g.,  "for  the  year 
ending  December  Zlst,  19-  ■."  A  Balance  Sheet  is 
a  schedule  of  Ijedger  balances  as  on  a  certain  date, 
in  contrast  to  the  Profit  and  Loss  Account,  which 
is  a  statement  containing  the  transactions  for  the 
year  or  other  period  which  it  covers. 


EXERCISES. 
10a. 

1.  ExpUIu  the  nature  of  a  Balance  Sheet.  In  what  respecta  does 
it  (a)  resemble,  and  (i)  diSer  from,  a  Trial  Balance! 

2.  Difierentute  between  a  "Balance  Sheet"  and  a  "  Statement 
of  A&ire." 

3.  DisousB  the  order  ia  which  the  Aaaeta  should  appear  in  a 
Baluioe  Sheet,  giTii^  reftBODB  for  the  method  yon  prefer. 

4.  Kange,  in  l£e  o^er  of  their  realizability,  the  following  assets : 

*  In  re  Dovey  taid  Othert  v.  Ctrry.  Certain  comments  were  made 
bv  the  Lord  Chancellor  in  this  case  which  seemed  to  suggest  that 
these  decisions  might  be  open  to  challenge  onder  other  circuniatojiaes. 
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Cash,  Freehold  Land,  Book  Dubts.  Consols,  Plaot,  SaUoae  on  Deposit 
Account  with  Bankers,  Pateiic  Rights,  Sto£k  on  hand,  Work  in 
Progress,  Preliminary  Eicpensea,  Goodwill. 

5.  Is  the  fDllowing  sCaCenieiit  correct!  If  not,  diaouss  tie  quea- 
tions  iavoLved  :  "Ivo  asset  should  be  included  in  aBal»nce  Sheet 
which  is  not  capable  of  conversion  into  money,  and  no.aiaet  should 
be  included  at  any  value  above  Ihat  which  it  would  fetch  if 
immediately  sold." 

6.  Explain  thenatureoF, ajid  the dibrence^ between,  "boating  ** 
and  ' '  Fined  "  AsaeW. 

.7.  What  is  "  Working  Capital "  ? 

8.  Upon  what  bosU  ahould  "wasting  aaaeta"  be  valued  for 
inclusion  in  a  Balance  Sheet?  Illustrate  your  snewer  by  dealing 
with  the  case  of  a  Printing  Machine  coating  £50  with,  a  lue  of  five 
years,  being  worth  at  the  end  of  tbat  time  £5  as  scr^p-iron.  The 
obargee  for  repairs  for  .the  five  year«  are  aa  under  :  First  year,  £1 ; 
second  year,  £3 ;  third  year,  £5 ;  fourth  year,  £5 ;  fifth  year,  £6  lOf. 


Stookof  Goodson  hand,  December  31,  ItBS 

Sundry  Debtors 

Freehold  Premises  (valued  at  coat) 

-Bills  Payable 

Furniture  and  Fixtures,  at  eoit,  lessdepi^cia- 

Sundiy  Creditors  ,«n  Open  Accounts     . 
Creditor  for   Loan  for  working  capital,   H 

Henry  (repayable  January  1,  1911)     . 
Bank' Overdraft,  London  and  Weetem'Bank 

Ltd.,  Cardiff 

Cosh  in  Hand 

Goodwill  (at  cost) 

Stock  of  Stationery  in  Hand. 

Billa  Receivable  in  Hand 

Balance  with  the  Union  Banking  Co.,  Ltd. 

London — On  Current  Account    ■ 

On  Deposit  Account  (at  7  days) 
Sundry  Creditors  for  expenses  due  .but  not 

Oonsob,  £1,000  at:83     .... 


the  order 

f  their 

£      4. 

d. 

11,080  IS 
i,078  13 
3,000    0 
5,076  10 

5 
0 
0 
0 

615  17 

1,204  .7 

9 
6 

From  the  following  iltial  Bohmce  prepare  the  Trading  Account 
and  the  FroSt  and  Loss  Accounts  for  the  year  ended  December  31 , 
lENM,  and  a  Balance  Sheet  as  on  that  day,  incotporattng  fheiein-the 
odjostments  set  forth  in  the  footnote. 


hy  Google 


TRE  BALANCE  SS£tET 


Trial  Balaiux  a 


BUIb  Psjable    . 
Carriage  on  Pnrebsaea 

SaUriei 

TrHTBlling  ETpenses 

^Rent,  Bates  and  Taxes 

Advertising 

Stock  (Januu7  I,  1908) 

•PurtAaaea 

=Betitni3  Inwards 

'Returns  Outwards 

'LeaaehoM  Lanil  and  _ 

■Fnrnitare  and  Fiitures 

'Patent  Rights  . 

6ales  .... 

Bills  Receivable 

■Sundry    Trade    Creditors   on 

Accounts 
Sundry    Trade    Debtors    on 

Accounts 
Machiner;  and  Plant 
Carriage    and     Padking    Expenses 

(Sales)    . 
Electric  Liglit 
Telephoue  Suhscrii 
Discounts  received 
Discounts  allowed 
North -West  Banking  Company, 

rent  Account         .... 
North  ■  West    Banking    '  Company, 

Deposit  Account    . 
Petty  Cash,  Balance  in 'Hand 
Office  Cash,  Balance  in  Hand 
.Fire  Insurance  Premiums 
'Capital  Account  (O.  Jones) 


£23,521     1    3    £-23,521     1   S 


JfoUi.—  £      a.    d. 

(a)  The    value    of     the    Stock    on     band, 

December.  31,  IMS,  was         .         .         .     2,S79  l«  10 

(b)  Reserve 5 per oent.  ou.theSoudry  Debtors 

for  Bad  and  Doubtful  Debts. 

(c)  Write  off  the  Patent  :Rights     . 
(if)  Write  off  from  the  "LcAsehald  Pramiaes 

Account"  one  year's  depreciation  on 
£1,000  at  5  per  mmt,  p.a. 
(e)  Carry  forward  the  unexpired  poition  of 
"  Fire  Insurance  Premiums  (£16  99. 4(f. ) " 

(J)  Write  10  pet  cane  depreciation  off  the 
Machinery  and  Plant  Account. 


50    0    0 


C  10    » 
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IOd. 
The  8t«el  Co.,  Ltd.,  began  businesB  an  January  1st,  1906,  with  A 
Capital  of  £40,000.  in  8,000  shiu-ea  of  £5  eauh,  £1  to  be  paid  on  allot- 
ment, £1  on  Much  let,  and  £1  on  June  lat.  Freehold  Land,  value 
£2,500,  was  bought  and  Buildings  erected  at  a  coal  of  £11,250. 
There  was  also  purchased  Plant,  £3,750  ;  Office  Tuniiture,  £175  i 
and  Preliminary  Expenaea  amounted  to  £375.  The  works  were 
finished  on  June  SOtb,  and  all  liabilities  thereon  were  paid  at  that 
date.  The  following  were  outstanding  as  arrearB,  viz. — On  Allot- 
ment, £175  ;  on  first  call,  £280  ;  and  on  second  call,  £34S.  Caah  in 
Bank  amounted  to  £5,150.  Make  the  neoeBsary  entries  for  the 
above,  and  prepare  a  Balance  Sheet  as  at  June  SOth.  On  December 
8l9t  Stock  amounted  to  £7,800.  From  the  followina  Trial  Balance 
prepare  Trading  and  Profit  and  Lobs  Accounts  and  Balance  Sheet, 
after  depreciating  Freehold  Buildings  1}  per  cent,  per  animm. 
Plant  10  per  cent,  per  annum.  Furniture  7J  per  cent,  per  annum, 
and  Pceliraioary  Expenses  one-aiith. 

£       a.    d.  £        s.  d. 

Freehold  Land        .         .  .       2,500    0    0 

Freehold  Buildings ....     11,250    00  • 

Plant 3,750    0    0 

Office  Furniture       ....  176     0    0 

Wages 4,000    0    0 

PreTiminary  Expenses     .         .        .  375    0    0 

Calls  in  arrear,  viz.— Allotment      .  130    0    0 

First  call        .  100    0    0 

Second  call     .  120     0     0 

Purchases        .....     12,375    0    0 

Salaries 2,200    0    0 

Directors'  and  Auditors'  Fees  476    0    0 

Stationery 120    0    0 

Office  Expenses       ....  180    0    0 

Rates,  etc 60    0    0 

Sundry  Debtors       .         .  .       2,9i0    0    0 

Bank 3,125    0    0 

Capital a4,000    0    0 

Safes 17,500    0    0 

Creditors '2,376    0    0 

£43,875     0    0      £43,8?5    0    0 
AnaweM.— 
10b.  Capital,  £2,281  ISs  9d.  ;  Balance  Sheet  Totals,  £21,618  Ss.  Sd. 
10c.   Gfoss  Profit,  £2,903  16s.   Id.  ;   Net  Profit,   £1,453  lis.  Sii.  ; 

Balance  Sheet  Totals,  £13,003  3s.  7d. 
IOd.   Balance  Sheet  Totals- 
June  30th,  £23,200  Os.  Od. 
Dec.  Slat,  £31,574  1«.  Zd. 
Gross  Profit,  Dec  31st,  £8,925  Of.  Od. 
Net  Profit,  Deo.  31bi,  £6,548  U  3d. 
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CHAPTER  XI 
A  uebchakt'b  accountb 

In  order  to  praotioallj]  illustrate  the  working  of  tba 
books  already  described  in  the  preoeding  Cbapters,  and 
for  the  porpoae  of  farther  explaining  their  oomDined  use 
as  a  complete  system,  the  subjoined  example  has  been 
worked  out  in  detail  in  the  exact  manner  in  which  the 
items  would  appear  in  an  actual  set  of  books. 

The  traDsactions  upon  whioh  the  illustration  is  based 
are  assumed  to  be  those  of  J.  Harris,  a  merchant  deal- 
ing in  two  classes  of  goods,  viz.  Coffee  and  Tea.  In 
order  that  the  transactions  in  the  two  types  of  goods 
dealt  in  may  be  kept  apart  from  each  other,  and  in 
order  that  the  gross  profit  on  either  class  of  merchandise 
may  be  separately  asoertained  in  the  Trading  Account, 
the  princi^e  of  analysis  columns  has  been  made  nee  of 
in  the  "  Sales,"  "  Purchases  "  and  "  Betums  "  Books,  as 
welt  as  in  the  Stock  and  Trading  Accounts  in  the  Ledger. 
The  dealings  in  merchandise,  and  certain  of  the  other 
transactions  given  in  the  Example,  are  less  numerous 
than  would  be  the  case  in  an  ordinary  mercantile  busi- 
ness, but  they  have  been  so  curtailed  in  order  to  avoid 
the  unnecessary  repetition  of  entries  of  a  precisely  similar 
character,  e.  g.  the  illustration  of  how  to  record  a  single 
sale  or  retorn  is  deemed  to  be  sufficient  to  indicate  to 
the  student  how  all  sales  and  returns,  of  a  precisely 
similar  character,  should  be  passed  through  the  books. 

The  books  illustrated  are  as  under,  and  the  initial 
letters,  appended  to  the  names  of  the  various  books  of 
original  entry,  are  used,  in  lieu  of  folios,  in  the  Ledger  in 
order  to  iudicate  the  particular  book  in  which  the  original 
entry  is  to  be  found. 

fCiuh  Book  (vitb   columns  for   "Bank." 


IPetty  Cash  Book 
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['Journal  (Proper)  J. 

Porahases  Book  (analyzed  form)  P. 

I  Sales  Book  (analyzed  form)  8. 

JOVBKALS  <  Returns  lowarda  Book  (analyzed  form)  R.  I. 

I  Returns  Outwards  Book  (analyzed  form)  R.  0. 

Bills  Payable  Book  B.  P. 

(.Bills  Receivable  Book  B.  B. 

_, .     ck,  Sales,  Purchases, 

Returns   Inwards,  Returns  Outwards,  and 
Trading  Account,   to  oorreapond  with  the 
iiBira^i^        I  dassiiication  appearing  in  the  relative  books 

I  of  original  entry. 

(d)  Other  Ledger  accounts  in  the  ordinary  simple 

A  TriaiBalBjioeU-ai^nded,  and  also  a  Balance  Sheet 
ehowiDg  t^e  fiooDcial  position  ati  the  end  oi  the  Trading 
peoHod. 

The  Esample  is  asruadec^ — 


the 

AmMi. 

6- 

1.500. 
i,060i 

■! 

Coirw:  l,46b.8."™i«rtirtMH,e«*. , 

transactions  for  th«  monA  of  March  were  as  follows- 

Drew  rroin  th*  Bank- 
1-  P-r  Office  CBsh. 
Pett)'  Cuh. 


Bought  (I 


mpaiUsi  Cu.,  Ltd.,  on 


200  bagi  or  WTDud  CoffM  St  50(.  per  bag 

lOOchebtn  ot  SIlhiM  T«a  at  401.  per  chest 

Sold  ID  tlie  Nortbem  Stone,  Ltd.,  on  emKt— 

SOO  bags  el  aatke.  mcdlDui,  M  Mi.  per  bag,  lew 
£  per  cent.  Tnde  DlsconnC 

aoOiMieatsotteaetGOft  percbett,  Dot 

Paid  from  Petty  Gash— 


iindLi 


Bnea  Door-pletee 

Accepted 

Paid  them  b;  cheque 
Being  Bllowed  dlseoiu 


I  and  V\i 


IhiinitEiig  Co. 'a  drsft  d 


'      2 

*■ 

W 

0 

m 

MO. 

0 

1      H» 

0 

816 
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Dmr  upon  Uic  Kortkani  Stona,  LM.,  at  t  nonthi' 

■libt,  wKleh  dnft  wu  dnljr  uceptol. 

I  Sold  to  FnDcIs  &  Co.  on  cndlt— 

l«M  ai  pOT  e»Dt  Tnide 


■Dels  &  Co.  D 
DiKount.... 


Rec«lT«l  tna,  Cbe  N(nrtli«ni  BIore>,  Ltd.,  chaqte 

Md 

'Wynud  Coflte^ 


'  AllDVed  Uie  Northsni  Btoiw,  Ltd.  (diicount) . 
I  Paid,  fram  OtDca  Cub,  uluM*  and  buh  to  dali 
Paid  t7clMHiuatatheWyniwlColIteU<.,Ud.... 

Being  ■tlomd  disronnt  b^  Ibem. 

Paid  Itom  OAea  Cuh  (t>T  alectria  light  attlDgi  „. 
Said  tDr  ca^  (^accd  la  ones  Caih;H- 

%  baga  of  coine  at  60i. 

lOoSiataoTtlaateOi. ,~ 

Sold  OD  cndit  ia  tin  Northern  Bbno,  Ltd.— 

NW  bam  d(  tomK  at  Mt.  per  bag,  nat 

TliflNoriherd  aWaa.  Ltd.,jvtaniadUD 


10  bag!  of  corree  sold  them  (iJ'lo 

Ksd  tbaoi  tban. 

BoiiBhtrroni  a»  wynSrf  diiS^cS,  Lid.,  oo  ciSit::; 
GOO  bara  or  roflle  at  4(b.  per  bag,  teaa  £^par  cent. 

Firt  fienraiiM  premloni  (In  ad 

fnm  Hanh  I  (debit  luuane 

BaealTed  froin  the  Korthani  Btoni 

Ltd.,  (!h«ini'oo 

Relurnfd  to  the  Wjnaad  CdDM  Co.,  Ltd. 

100  bag!  of  the  coBee  baiigbt  rroin  tbai 

^  th.  aama  being  fount-  '-  >-  ■ 

sample."    Received  a  cre<j 


;redit  note,  for  retw^a, 
DT.  iwi  prica,  LE.  100  baga  at  4et. 

, „____5percenLTiad8  Discount.. 

ed  [Tom  Franciii  &Ca.cbequetat  £S5iai.,and 


pwbag,le 


Boogbt  at  ancUon  (torn  R.  Imt 

two  HlBOries,  foi —. 

Or  wbicb  paid  by  ctiaaim. 

The  balsDC*  (£1,000)  to 
fonnm  tranatel 
The  Bank  nstl^  that 

Dlscoanted  witb 


;O0a)  to  bt  paid   npOD   the 
HOT  "f  the  property. 
iBt  EtaDcie  &  Co.'s'cheqDs  l>as 

\o  them  dlefaoDDuiea. 

Bank  the  Korthem  Btena  Co.'h 

Be^ng  charged  dtasmiTttbenlftr 

uKils  &  Oo.  oIlbrtedleclia^^^ainiraBt  of  their 

dishonnared  cheque  as  '"'* 
1.  By  theit  aeeeptanca  at 
b;  BTDim  £  Co.,  far 
3..By  cbaqi>*i^.. -..—,.'■  .- 


30  days'  Bight,  endorrad 


idrecelrert  cheqne  and 

.^ ,.  IMmertoBonk,  throogh 

whom  It  wae  dHlj  hommreil. 
Bonowedfrom  tl>B'Pi*ptittv((Mtirtev*Tn"':I''d., 
at  4  perrflnt;  perannam.  uvod  tbe-seeurlty'Of 
4j9o  Mlnorles.    Recelird  their  cheque  (paid 

ftendtaneouslr  vith  raael'iitbf the  CoregolBg  chrque 
J.  Harris  tecelved  from  Mr.  R.  Levy's  solicitors 
tba  dtedarelstlng  to  'Uitc  Mnortsa  In  eiehange 
fbr  hta  chBune  lOr  £2,000,  baUnes  of  purchaw 
ni»n»rr  nidthene  deodi,  tojBther  *ith  the  Mort. 
Eage  Deed,  were  duly  hanBtd  to  the  Property 
&  Hortgege  TTuat,  Ltd. 


A 

t. 

l.uW» 

<■ 

»2 

10 

1,000 

\ 

■.; 

10 

''*16 

10 

15 

10 

» 

« 

1.002 

10 

" 

10 

1,000 

0 

Slg 

.. 

3,000 

ilooo 

s 

1,000 

„ 

so 

.J 

2.000 

0 

"8le 
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Piid  R.  LaTT,  by  ohequ< 
Uinnriea  (Fiimltui 


d  to  WriKhiac 


ii  d»y  snBpended  payment. 


dltptMbed  Uiroi^  flieni 
■a  Wrlijhbion  Bioa.  their  scceptoDct 


Allowpd  them  diaroimt  thereon 

Drew  from  B«nk  tor  Petty  Cash,  iii  onaertfl  Ino! 

Paid,  from  Offias  Caah,  MlsiieH  and  irigeg  to  dit 
Bills  Fayible  held  by  Produce  ImporanB  Co.,  1 


PiMtaaea  and  Telepwns  to 
TnTalliii(  EipentH  to  dkl 


Repiirs  to  Ciipylne  Ftpbb 

Sold  ror  cHBh  (placed  in  Office  CaaU),  lO  hags  of  ao 

Drew  cheque  on  hankers  to  restore  Pet^  Csahl 


iW(.— The  following 


Leasehold  t^nd  an 


.  Bntldings  at  the  rale  oT 

Hurenr e  prenVlum'  p^d  iii 
Pied  rorwird 


Ids  A  Cb.  and  on  tbe  bil' 
but  unpaid  at  the  end  of  tl 


Unlets  otherwlae  staUd,  all  moneys  are  to  be  taken  as  having  been  paid  Into  th> 
Bank  as  and  vheD  receired,  and  all  piyinentB  to  have  been  made  by  cbeiiDe. 

Taking  the  details  and  transactions  given  in  the  above 
exercise  seriatim,  their  method  of  treatment  is  as  under — 

The  first  matter  to  be  dealt  with  is  the  opening  of  the 
books,  as  on  March  1st,  1909,  by  means  of  a  Journal 
entry  incorporating  the  Assets  and  Liabilities  at  the 
oommenoement  of  the  trading  period,  and  showing  the 
initial  Capital  with  which  J.  Harris  commenced  business. 

As  indicated  in  Chapter  VII,  the  Assets  are  ranged 
open  the  dMt  side  in  the  Journal  entry,  while  the 
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LiabilitieB  are  set  out  on  the  credit  side ;  upon  the  credit 
eide  also  is  inserted  the  figare  necessary  to  make  the  two 
Bides  of  the  Journal  entry  agree.  Snch  adjusting  figure 
represents  the  Initial  Capital  emb&rked  in  the  under- 
taking. 

The  opening  JonmaJ  entry  thus  assumes  the  following 
form — 

JOURNAL 


190B. 

J«SU,HW«,,i._- 

Dt. 

Or. 

IQr.l 

'•i 

130 

'i 

0 
0 

S.OM 

e,i»8» 

le 

A 

BtocklCoffB-ionbmd)  

„      ffasonhuid)  

L«H    of    WanhouH    und 

Fnmltiira  imrl  Ffitiim 

WynudCoffseCi) -,.. 

CplUlAc«iont{J.H.ni») 
Bt/rat  the  Aaaets.  Liibilliies, 
and  GBplUl  St   tba  coin- 

; 

£8,010 

^ 

6  i    £8,010 

" 

* 

The  transactions  for  the  month  would  then  he  dealt 
with  in  the  books  of  J.  Harris  as  under — 

March  1.  Drew  from  Bank  for  Office  Cash,  £60. 
The  £50  is  entered  in  the  Cash  Book  on  the  credit  side 
in  the  "Bank"  Column,  in  order  to  record  the  with- 
drawal, and  on  the  debit  side  in  the  "Office  Gash" 
column,  to  record  the  receipt  by  the  Office  Cashier  of 
the  like  sum,  the  Bank  having  paid  that  amount,  and 
the  Cashier  having  received  it.  Office  Cash  is  thus 
debited  with  the  £50  received  by  it,  and  the  Bank  is 
credited  with  the  £50  which  it  has  paid. 

March  1.  Drew  from  Bank  for  Petty  Cash,  £20. 
The  £20  is  entered  in  the  "  B&nk  "  column  of  the  Gash 
Book  upon  the  Credit  side,  and  a  debit  entry  is  made  in 
the  Petty  Cash  Book  recording  the  receipt  of  £20  by  the 
Petty  Cashier.  The  former  entry  is  made  by  the  Chief 
Cashier,  or  other  official  entrusted  with  the  keeping  of 
the  CEish  Book,  and  the  latter  entry  is  made  by  the 
Petty  Cashier,  who,  wherever  possihle,  should  be  a 
different  person.  The  Petty  Cashier  is  thus  debited  with 
the  £20  because  he  has  received  that  sum,  and  the  Bank 
is  credited  with  the  £20  which  it  has  paid. 
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March  3.    Bought  from  the  Produce  Im;poTting  Com~ 

pany,  Ltd.,  on  Credit —  £  s.  tf. 

20Q  bags  Wynaad  Coffee  at  50s.  per  bag      500  0    0 

lQlichestiSilhanaTeaati.Qa.  per  chest      230  0    0 

£730    0'    0- 

Immediately  upon  receipt  of  the  Invoice  from'  tbe 
Produce  Importing  Company,  Ltd.,  the  clerk  in  charge 
of  the  PurchaaeB  Book  copies  into  it  the  details  given 
above ;  the  amount  payable  for  the  Coffee  bought  (£500) 
is  entered  in  the  "Coffee"  anaylsis  cohimn  of.  the 
Purchases  Book,  the  amount  payable  for  the  Tea  (£230) 
is  entered  in  the  "  Tea "  analysis  column,  and  the  total 
of  the  Invoice  (£730)  is  extended  into  the  total  column 
in  the  Purchases  Book.  The  posting  of  these  itema 
to  the.  credit  of  the  Produce  Importing  Company,  Ltd., 
in  tiieu:  Ledger  account,  is  subsequently  effected  by 
the  Ledger-keeper  from  the  Purchases  Book,  and  the 
folio  of  the  Ledger  account  in  which  the  items  appear 
is  entered  by  him  in  the  folio  column  of  the  Purchases- 
Book,  thus  indicating  to  himself,  and  to  all  other  persona 
ooncerned,  that  the  necessary  Ledger  posting  has  been 
duly  effected.  The  Purchases  Book  folio  ("  P  "  in,  thia. 
case)  is  entered  in  the  foUo  column  in  the  Ledger  account. 

The  "Pundiases"  Account  is  thus  debited-ydth  the  £730 
worthof  goods  received  into  the  busiuess,  and  tha  Praduoei 
Importing  Company  is  credited  with-  the  £730  worth  of- 
goods  which  they  have  sold,  and  delivered. 

March  6.     Sold  the  Northern  Storss„Ltd.,  cm  eredit — 
600  6113s  coffee,  medi-wm,  at  56s,  per  bag,        £      s.  d:. 
less  2  per  ceMt.  Trade  Discount         .     1,372    0    0 
200  chests  Tea  at  50s,  per  chest  net      .       500'    0    0- 

,£1,872    0    0 


The  fact  that  this  sale  baa  taken  place;  and  the  details 
of  which  it  is  composed,  appear  in  the  "Invoice  Presa 
Copy  Book"  kept  by  J.  Harris,  i.  e.  in  the  Press  Copy  Boot 
in  which  all  the  invoices  rendered  by  him  to  oustomer*-. 
are  copied  prior  to  being  sent  out. 

From  this  Press  Copy  Book  the  clerk  in  charge  of  the 
Sales  Book  records  the  sale  in  hie  Sales  Book,  entering- 
the  selling  price  of  the  Coffee  sold  in  the  "Cofifee" 
analysis  column   the  price  of  Tea  sold  in  the  "Xea" 
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anatysiB  fffltiim-n  aa^  oateuding  tiie  total  in  the  "  Total" 

column  in  manner  similar  to  that  indicated  Id  the  case  of 
tbepnrchase  referred  to  in  the  preceding  paragraph. 

The  postiiig  of  the  item  to  the  debit  of  Uie  Ledger 
account,  of  the  Northern  Stores,  Ltd.,  is  effected  by  the 
Ledger-keeper  in  the  ordinary  way  as  described  above. 

The  Northern  Stores,  Ltd.,  are  thus  debited  with  the 
£,1,Q13l  worth  of  ^oods  received  by  them,  and  the  "  Sales  " 
Account,  ia  credited  with  the  ^1,872  worth  of  goods 
delivered. 

March  9:    Paid  from  Petty  Cash—  £    s.   d. 

For  Envelopes  and  Letter-vaver  •        .     1     4    S 

For  Brass  Door-plates   (debit  "Furniture 

and  Fixtures "  Account)          .        .        .386 
For  Stamps 0  15    O- 


As  and  when  t^e  above  payments  are  effected  by  the 
Petty  Cashier,  he  enters  them  in  hla^  Petty  Cash  Book  on 
the  credit  sid6  in  the  totel  colunm.  Snch  of  the  items  as 
relate  merely  to  expenses  coming  appropiately  under  any 
of  the  headings  set.  out  in  the  analysis  columns  of  the* 
Petty  Cash  Book  are  forthwith  "extended "  (i.  e.  entered 
more  to  the  right-hand  side  of  tie  book)  in  their  respective 
analysis'  oolnmas.  Into  this  category  fall  the  payments 
for  Envelopes  and  Letter-paper  {£1  is.  9d.),  and  for 
Stamps  (15s.);  these-  iteois  are  consequently  immedi- 
ately extended  respectively  in  the  "Stationery"  and. 
"Postages  and  Telegrams"  columns. 

The  remaining  payment,  viz.  I^at  for  "Btass  Door- 
plates  (£3  Qs.  6d.},"  requires  to  be  debited  to  the  "  real " 
Ledger  account  headed  "Furniture  and  Fixtures,"  and  this 
sum  is  consequently  extended  into  the  "  Ledger  "  column 
upon,  the  extreme  right-hand  side  of  the  Petty  Cash  Book, 
with  the  name  of  the  Ledger  account  {viz.  "Pumiture 
and  Fixtures  ")  appended.  From  the  item,  thus  extended, 
Bi  del^t  entry  is  subsequently  made  by  the  Ledger-keeper 
in  the  "  Furniture  and  FixturcEr"  account  in  his  Ledger, 
BoA  the  necessary  double  entry  is  thus  completed.  The 
Ledger  folio  is  inserted  in  the  folio  column  in  the  Petty 
Cash  Book  in  the  ordinary  way,  in  order  to  indicate  that 
the  item  has  been  duly  posted. 

The  various  expense  accounts,  "  Stationery "  and 
"Postages,"  are  thus  debited  with  the  smns  spent  in 
these  directions,  and  the  "  Fumitiore  and  Fizttures " 
Acoonnt  ie  debited  witii  the  cost  of  the  brass  door-plabes 
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acquired,  the  Petty  Gash  being  credited  with  the  money 

spent. 
March  10.    Accepted  the  Produce  J'mporting  Company's 

Draft—  £      s.   d. 

Due  March  30  for 400    0    0 

Paid  them  by  Cheque      .        .        .        .  315    0    0 

Being  alhuied  Discount  .        .        .        ,  15    0    0 

.^730    0    0 

These  transactions,  in  reality  three  in  number,  must 
first  be  mentally  classified  according  to  the  particular 
book  in  whioh  the  original  entry  is  to  be  effected. 

The  "  acceptance "  for  £400  is  a  "  Bills  Payable " 
transaction,  and  therefore  requires  to  be  entered  in  that 
book ;  the  other  two  transactions,  together  amounting  to 
a  cash  payment  coupled  with  a  discount  allowance,  must 
obviously  be  recorded  in  the  Gash  Book. 

The  Bill  Payable  for  £400  ia  consequently  entered  in 
the  Bills  Payable  Book,  the  vc^ions  details  relating  to  it 
being  recorded  in  the  appropriate  columns  {e.  g.  "for 
whoso  account  accepted,"  "  where  payable,"  etc.),  and  the 
amount  is  poated  there&rom  to  the  debit  of  the  firm  "  for 
whose  account  accepted,"  i.  e.  the  Produce  Importing 
Company. 

The  amount  of  the  cheque  drawn  (£315)  in  favour 
of  the  Produce  Importing  Company,  Ltd.,  is  entered 
{from  the  cheque  counterfoil  appearing  in  J.  Harris's 
cheque-book)  in  the  Cash  Book  upon  the  credit  side  in  the 
"Bank"  column;  the  discoimt  allowance  received  (£15) 
is  entered  upon  the  same  line  in  the  Caah  Book,  again 
upon  the  credit  side,  but  in  the  "Discount"  column. 
Ilie  total  of  the  tno  items  (£330),  thus  entered  upon  the 
credit  side  in  the  Cash  Book,  is  posted  to  the  debit  of  the 
Ledger  account  of  the  Produce  Importing  Company,  Ltd., 
by  the  Ledger-keeper,  the  Ledger  folio  being  entered 
in  the  Cash  Book  against  the  items,  and  the  Gash  Book 
folio  ("  C  "  in  this  case)  being  entered  in  the  folio  column 
in  the  Ledger. 

The  Produce  Importing  Company  is  thus  debited  with 
items  amounting  to  £730,  representing  cash  and  an 
acceptance  given  them  and  discount  allowed  by  them, 
while  "Bills  Payable "  are  credited  with  £400,  representing 
the  liability  incurred  on  the  Bill  Payable ;  "  Cash  "  is 
credited  with  £315,  representing  the  cash  psjrted  with, 
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and  "  Discount  Aocoant "  {vi&  the  Cash  Book)  is  credited 
with  £15  for  a  "  profit "  received. 

March  11.  Drew  upon  the  Northern  Stores,  Ltd., 
at  3  Tnontks'  sight  for  jfl,000,  which  draft  teas  duly 
accepted. 

This  bill,  received  by  J.  Harris,  must  be  recorded  io 
the  "Bills  Beceivable  Bo<^"  in  a  manner  similar  to, 
altboueh  with  the  reverse  effect  of,  the  Bill  Payable 
referred  to  in  the  preceding  entry. 

Consequently  the  bill,  with  full  particulars,  is  first 
entered  in  the  Bills  Receivable  Book,  and  is  posted 
from  thence  to  the  credit  of  the  person  "from  whom 
received,"  i.  e.  the  Northern  Stores,  Ltd.,  in  the  Ledger 
account  kept  for  them  by  J.  Harris's  Ledger- keeper,  ^e 
requisite  posting  is  effected  by  the  latter  in  the  ordinary 
way. 

"  Bills  Receivable"  are  thus  debited  with  £1,000,  repre- 
senting the  amount  of  the  bill  received,  and  the  Northern 
Stores,  Ltd.,  are  (credited  with  the  value  of  the  bill  (£1,000) 
which  they  have  given  to  J.  Harris. 

March  12.  Sold  Francis  £  Co.  100  bags  coffee  at  60s., 
less  2J  per  cent,  trade  discount,  £292  10s.  Od, 

This  transaction  is  passed  through  the  Sales  Book,  and 
is  posted  subsequently  to  the  debit  of  Francis  &  Co.'s 
Ledger  account  Dy  the  methods  explained  as  applicable 
in  the  case  of  the  sales  detwribed  under  date  March  6. 

It  is  to  be  noted  that  in  the  case  of  this  sale,  aa  was 
also  the  case  with  reference  to  that  made  on  March  6, 
the  trade  discount  has  been  deducted  before  any  attempt 
is  made  to  pass  the  transaction  throueh  the  books. 

Francis  &  Co.  are  thus  debited  wim  £292  10s,  for  the 
value  of  the  goods  sold  to  them,  the  "  Sales  Account " 
being  credited  with  £292  10s.  for  the  goods  parted  with. 

March  12.    Beceived  from  the  Northern  Stores,  Ltd., 

cheque  for  £850;  paid  same  to  bank;  allowed  them 

discount,  £22. 

The  £850  is  entered  in  the  dehit  "Bank"  column  in 

the  Cash  Book,  while  the  discount  allowance  (£22)  is 

entered  at  the  same  time  in  the  adjacent  "  Discount " 

column ;  the  total,  £872,  is  then  posted  to  the  credit  of 

the  Northern  Stores,  Ltd.,  in  the  Ledger  account  kept 

for  them.    The  Bank  is  thus  debited  with  £850  because 
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it  >has  Tsoeived  a  cheque  for  that  warn,  "Draoonnt"  k 
(mii  the  Cash  Book)  debited  ^Hh  £22  beoanse  a  "loee" 
of  tiiat  amouut  has  been  sustained  under  this  dieadiiig, 
sad  the  Nortiiem  Btores,  Ltd.,  ore  cpedited  with  the  £850 
cheque  with  which  they  have  parted,  and  with  the  £22 
discount  allowed  to  them. 

March  13.  Paid  from  Office  Cash,  Salaries  and  Wage^ 
to  data.  £12  10s. 

To  record  this  item  it  is  necessarylio  credit  the  "  Office 
Cash  "  oolama  on  theoredit  side  of  the  Cash  Book  with 
the  £12  10s.  paid  away;  the  requisite  double  entry  beii^ 
completed  by  the  postmg  of  £12  10a.  to  the  debit  of  the 
"Wages  and  Salaries  Account  in  the  Ledger. 

"Salaries  and  Wales'"  are  'thus  debited  with  £.12  10s. 
because  this  expense  ha-s  beeu  suBtained,  and  "Offioe 
Gash  "  is  credited  with  £12  10s.  beca.u3e  the  Cashier  has 
parted  with  the  mouey. 

March  15.  Baid  by  cheque  to  the  WynaadGoffee 

Company £.1,000 

Being  allowed  discount  ....  JEIO 

The  £1^000  'is  enrtered  on  the  <.ciedit  side  df  the  Gash 
£ook  in  the  "  Bonk  "  column,  thus  indicating  the  drawing 
of  a  cheque  of  that  value ;  the  discount  is  placed  in  the 
"Discount"  cdlumn  on  the  same  side  of  the  Cash  Boot, 
^d  the  total  (£1,010)  is  posted  to  the  debit  of  the 
Wynaad  Coffee  Company  in  the  Ledger, 

The  Wynaad  Coffee  Company,  Ltd.,  is  thus deWtal  with 
£1,010  "  cash  and  discount "  because  they  have  received 
the  one  and  allowed  the  other.  The  Barik  is  credited 
with  £1,000  becanse  it  has  parted  with  this  sum,  and 
"Discount"  is  credited  with  £10  because  this  "profit" 
has  lieen  received. 

March  16.  Paid  from  Office  Cash  for  Electric  Light 
Fittings,  £5  7s.  9d. 

The  "Office  Cash"  column  on  the  credit  aide  of  the 
Gash  Book  is  credited  with  £6  7s.  9d.,  representing  the  dis- 
bursement of  that  sum  from  the  Office  Cash,  and  the 
" Furniture  and  Fixtures"  Ledger  Account  is  debited 
with  the  same  sum.  "  Furniture  and  Fittings  "  are  thus 
debited  with  ££  Ts.  9d.,  representing  aissets  acquired,  and 
"  Office  Cash "  is  credited  with  £5  7s.  9d.,  representing 
money  paid. 
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Starch  17.     Sdld-for  cash  (placed  in  OfficeGasfi) — 

3  bags  coffee  at  503 ;£7  10     0 

10  chest*  teaatms £S0    0    0 

These  sales  are  noli  sales  "upon  credit,"  and,  cod- 
sequeiitly,  do  not  need  to  be  recorded  through  the  Sales 
Book,  ivbioh  book,  it  will  be  reoaembered,  is  restricted  to 
<tbe  record  ol  sales  "upon  credit." 

■ft  will  be  remembered  that  a  "  Bales "  Account  m 
opened  in  the  Ledger,  and  that  to  tbia  account  is  posted 
-the  total  of  the  Sales  Book  at  the  end  of  the  period,  and  it 
1b  in  this  accoant  that,  in  the  present  esample,  the  cash 
sales  effected  have  been  credited.  In  some  businesses  a 
separate  Ledger  account  is  kept  for  "  Gash  Bales,"  the 
total  of  this  class  of  sale  being  merged  with  the  total  of 
"the  "Credit  Sales  "  at  the  end  of  the  trading  period ;  or, 
as  an  allsmatiye,  a  separate  colamn  in  the  Caab  Bo(& 
'for  "  Cash  Sales"  may  be  employed,  in  which  the  daily 
ifotal  (A  the  "Cash  Sales  is  entered,  the  total  of  the  column 
^)eing  posted,  in  due  course,  each  month,  to  a  "'Cash 
^ales  Account"  in  the  Ledger,  In  the  present  example, 
■bowevei:,  tbe  Cash  Sales,  not  being  numerous,  have  been 
iposted  direct  from  tbe  Cash  Book  to  the  "Sales"  Account 
in  Ae  Ledger. 

The  entry  consequently  is — 

The  "  Office  "Cash"  column  on  the  debit  sidie  of  the 
<3a*  Bodk  is  debited  vrith  "the  two  items  (£37  10s,), 
representing  the  receipt  by  the  Office  Cashier  of  tlw 

nteeds  of  ihe  Gash  Soles,  and  "'  Stdss  "  Aacount  in  tbe 
^tABor.edfittd  with  the  like  sum,  repieaenting ^oods 
parted  with. 

afurcMg.    Sold  on  cr^it  to  the  Nofthem  Stores.'Ltd. — 

£     8.  d. 

500  bass  coffee  at  58s.  -periaguet        .    I,i50    0    D 

5  ch»iU  tea  a(.62s.  ^er  .chast  net  .         15  10    0 

£1.465  10   -0 


These  sales  are  psfised  through  tbe  Sales  Day  Book, 
tthe  items  being  entered  in  the  proper  analysis  columns 
iipoD  lines  simUar  to  the-saJe  ^Eaoted  on  Maxoh  6,  to  the 
same  purohaser.  The  Northern  Stores,  Ltd.,  are  thus 
debited  with  £1,465  10s.  for  the  value  of  the  goods 
jreoeived  by  them,  and  "  Sales  "  Account  is  credited  with 
M^jSS5  10s.  for  the  goods  parted  witii, 
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March   19.     The  Northern   Stores,  Ltd.,  returned  as 
unsuitable — 

5  chests  tea  sold  tb^m    .        .        ,        ,    £16  10    0 

10  bags  coffee X29    0    0 

Allowed  them  full  invoice  price  therefor. 

{Mi  10s.  Qd.inall). 
"Betuma  lawards"  of  this  nature  are,  for  book-keeping 
pQipOBeB.aDd  as  has  already  been  expUiDed(Cbapter  Yin), 
dealt  with  in  the  books  of  the  original  aeller  as  re- 
purchases of  goods  previoTisly  sold,  and  most  be  recorded  in 
the  "  Eetams  Inwards  "  ^pok  upon  lines  similar  to  those 
*yhioh  would  be  adopted  if  the  transaction  represented  an 
Original  purchase  of  goods  from  the  Northern  Stores,  Ltd., 
instead  of  being  a  re-purchase  of  goods  from  them. 

The  £15  10«.  "allowed"  tor  the  Tea  returned  is  thus 
entered  in  the  Betums  Inwards  Book,  with  appropriate 
details,  the  amount  being  placed  in  the  "  Tea  "  analysis 
column,  while  the  £29  aUowed  for  the  Coffee  returned  is 
similarly  entered  in  the  "Coffee"  column  of  the  same 
book,  and  the  total  (£44  10s.)  is  extended  into  the 
"  total "  column.  From  this  book  the  allowances  for 
Betums  Inwards  are  posted  to  the  credit  of  the  Northern 
Stores,  Ltd.,  in  their  Ledger  account.  "  Betums  Inwards  " 
are  thus  debited  with  £44  10s.  for  the  value  of  the  goods 
received  back,  and  the  persons  from  whom  tbey  were 
received,  viz,  the  Northern  Stores,  Ltd,,  are  credited  with 
£44  10s.  for  goods  with  which  they  have  parted. 

March  20.    Bought  from,  the  Wynaad  Coffee  Company, 
Ltd.,  on  credit,  500  bags  coffee  at  46s.  per  bag,  less 

6  per  cent,  trade  discount,  £1,092  10s. 

This  purchase  is  entered  in  the  Purchases  Book,  and  is 
posted  to  the  credit  of  the  Wynaad  Coffee  Company,  Ltd., 
in  the  ordinary  way.  "Purchases"  Account  is  debited 
with  £1,092  10s.,  being  the  value  of  the  goods  received, 
and  the  Wynaad  Coffee  Company,  Ltd.,  is  credited  with 
£1,092  10s.  for  goods  with  which  it  has  parted. 

March  20,    Paid  from  Petty  Cash—  £    s.  d. 

Housekeeper  arid  cleaning  to  date       .        .260 

Fires  to  daU 0    8    6 

Postages  and  Telegrams  to  date                  .096 
Fire  Insurance  Premium  in  advance  for  one 
year  from  March   1   (Debit  Insurance 
Account) 1  10    0 
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These  payments  are  entered,  as  and  when  made,  upon 
the  credit  side  of  the  Patty  Cash  Book,  in  the  Total 
colamn. 

Such  of  these  items  (in  point  of  fact  the  first  three 
payments)  as  fijl  under  any  of  the  "expense"  headings 
mserted  in  the  analyses  columns  following  the  credit 
"Total"  column  are  extended  in  those  analyses  oolnmns 
nnder  their  appropriate  headings.  Hence  the  £2  5i.  and 
the  8s.  6(j.  are  inserted  under  "  Housekeeper,  Fires  and 
Cleaning,"  while  the  9«.  6*2.  is  entered  under  "  Postages 
and  Telegrams." 

The  remaining  item  requires  to  be  debited  to  a  separate 
account  in  the  trader's  Ledger  (i.e.  "Insurance  Account"), 
and  it  is  consequently  extended  into  the  extreme  right- 
hand  column  (the  "  ijedger  Account"  column),  with  the 
name  of  its  correct  Ledger  account  appended,  and  the 
posting  of  the  item  to  the  debit  of  such  Ledger  account 
IB  subsequently  effected  from  the  Petty  Cash  Book.  The 
respective  "  expense  "  accounts  are  thus  debited  with  the 
sums  spent  in  the  various  directions  indicated.  "  Insur- 
ance Account "  is  debited  vrith  £1  lOj.  for  the  value  of 
the  protection  acquired  against  fire,  and  "  Petty  Cash  "  is 
credited  with  £4  13s.  in  all  because  it  has  paid  tbe  money. 

March  20.    Seceived  from  the  Northern  St<fres,  Ltd., 

cheque  on  account     .....      £1,000 

Allowed  them  discount  ....  £10 

The  debit  "  Bank  "  column  in  the  Cash  Book  is  debited 
with  £1,000,  the  debit  "  Discount "  column  with  £10,  and 
the  total  of  the  two  items,  £1,010,  is  posted  to  the  credit 
of  the  Ledger  account  of  the  Nortiiem  Stores,  Ltd. 

The  Bank  is  debited  with  £1,000  for  the  money  received 
by  it, "  Discount"  is  debited  with  £10  for  a  "  loss  "  sustained 
in  this  direction,  while  the  Korthem  Stores,  Ltd.,  are 
credited  with  £1,010  for  the  cash  received  from  them  and 
tbe  discount  allowed  to  them. 

March  20.  Returned  to  ths  Wynaad  Coffee  Company, 
Ltd.,  100  bags  coffee,  irvooicei  at  46s.  per  hag,  less 
5  per  celtt.  trade  discount,  £218  10s. 

This  "  Betom  Outwards "  is   recorded    through   the 

Betums  Outwards"  Book,  from  which  a  posting  for 
£218  10s.  to  the  debit  of  the  Ledger  account  of  the 
Wynaad  Coffee  Company,  Ltd.,  is  made.  The  trans- 
action is  thus  treated  as  a  re-st^e  to  the  Wynaad  CofEee 
Company,  Ltd.,  of  goods  previously  bought  m)m  it 
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The  'Wynattd  CoEfee  CompHny,  Ltd.,  is  thua  debited 
with  £218  10s.  for  the  value  of  goods  retiirned  to  them, 
"  Returns  Outwards "  being  credited  with  £218  10s, 
because  goods  to  this  amount  hare  been  parted  with. 

March  22,  Eeceived  from  Francis  -dt  Co.  cheque  Jor 
£65  10^.,  and  banked  same. 

The  "  Bank"  column  in  the  Gash  Bodi  is  debited  irith 
i£6S  IDs,  because  it  has  received  a  cheque  of  that  value, 
while  Francis  &  Co.  are  credited  with  the  Bmount  of  the 
cheque  received  from  them. 

March  22.  Bought  at  auction  from  H.  Levy  fteehold 
premises,  459c  Minories,  for  £3,000,  for  whtch  paid 
iy  cliegue  £1,000,  the  balance  to  be  $aid  on  formal 
transfer  of  the  property. 

This  is  in  reality  a  twofold  transaction,  and  mast  be 
recorded  as  su<Jh ;  -the  first  transaction  to  be  recorded  is 
the  purehftse  of  the  premises  from  B.  Levy  for  £3,000,  lor 
which  a  Journal  entry  must  be  passed,  viz.  debiting 
•"Freehold  Premises'"  "with  £8,000,  and  crediting  B.  Levy 
■with  the  like  sum  (£3,000). 

'"  Fpeefadld  Premises  "  are  debited  with  £3,000  hecause 
premises  have  been  -acquired  of  that  value,  find  B.  Levy 
,ia  ^credited  with  £3,000  because  -he  has  parted  with 
ipiemises  costing  that  amount. 

The  second  transaction  requiring  to  be  entered  is  the 
jtayment  of  £1,000  to  iB.  Iievy  in  reduction  of  the  amount 
;owiQg<to  him,  [ThiB  item^sGnteredintheordinary  way  in 
dAie  "  Bank  "  oolumn  of  the  Cash  (Book,  npon  the  credit 
Bide,  and  the  noeesmry  posting  is  effedted  to  B.  Levy's 
debit  in  the  ordinary 'was'. 

E,  Levy  is  ddbittd  with  t&ljOOO  beoause  be  iaa  reoeivefl 
^cheque  tor  this  sum,  and  the  •'  Bank  Account "  is  credited 
-with  £1,000  Moauseit'haBpaMBd  with  the  like  amount. 

March  22.  The  Bank  notifies  that  Francis  d  Co.'s 
cheque  for  £66  IGs.  has  been  retwnted  dishonoured. 

When  this  cheque  was  originally  received  it  was,  upon 
the  assumption  that  it  would  be  duly  met,  debited  in  the 
'"  Bank  "  oolumn  of  the  Cash  Book,  and  credited  in  Francis 
A  Co.'s  Ledger  aooount.  Now,  however,  in  view  of  the  fact 
-that  it  has  been  "dishonoured,"  'it  becomes  necessary  to 
-reverse  the  original  entries,  and  to  place  matters,  as 
-regards  Francis  &  Oo.'s  Ledger  aecount,  in  a  poshiofi 
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fiimilsr  to  Ehat  whioh  would  exist  'if  Ifae  cheque  haS 
never  been  teoeired. 

An  entry  is  oonBeqaentily  made  In  fibe  Cash  Boc^  on  the 
credit  side  in  the  "Bank"  oOlnmn,  to  offset  tbe  debit  record 
"previously  placed  in  thie  %ook  on  the  otber  side ;  and,  to 
complete  the  record,  Francis  &  Go. '9  Leflger  aoconnt  is 
debited  with  £65  10s.  according  to  the  ordinary  rules  of 
Ledger  posting. 

Note. — Many  banke.oredit  their  cuBtomers  with  cheques 
immediately  they  are  paid  in,  irrespective  of  whether 
isuch  cheques  have  been  collected  or  not,  debiting 
their  customers  subsequently  with  any  of  them  that 
are  afterwards  returned  unpaid.     Dhe  Bank  Pass 
Book  will  therefore,  in  all  probability,  tally  exactly 
-with  the  Cash  Book  as  regards  the  entries  recording 
the  return  of  cheques. 
Francis  &  Co.  are  debited  wUh  £65  10^.  because  thejy 
tiave  become  J.  Harris's  debtors  in  respect  of  the  dis- 
honoured cheque  for  that  sum,  and   the   Bankers  a>e 
.i^ediiedviiUi  the  same  uuount  because,  although  previously 
sbovro  as  having  received  it,  they  have  not  in  fact  done  so, 
And  it  therefore  becomes  neceeaaty  to  reverse  the  original 

March  23.    Discounted  ,toith  the  Bank  the  Northern 

StoresCtmtpanty'B  aca^temce /or  £1,000,  being  charged 

disamni,  f£8  l&s.  M. 

Ifais  again  is  an  eiicample  dt «  combined  trsnsactioa, 

'whidh,  for  book-kaaping  juirposes,  must  be  regarded  tm 

two  transactions. 

Xhe  first  transaotion  .to  be  leoorded  b  the  parting,  by 
J[.JSaiTiB,withabill.for^l,OOO.to  bis  Bankers,  who  are  to 


be  daamed  (for  book-keeping  purposes)  to  have  purchased 
it  from  him  'for  its  full  face  value ;  simultaneously,  the 
Bankers  charge  J.  Harris  a  discount  of  £8  15s.  5d.,  for 


'which  amount  a  e^arate  credit  entry  is  made  in  the 
'"Bank"  column  of  the  Cash  Book;  and  the  combined 
effect  of  this  £1,000  entry  on  the  one  side  and  the 
£6  15s.  5d.  entry  on  the  other  is  that  £991  is.  Id.  (being 
"the  actual  price  obtained  by  J.  Harris  on  sale  of  the 
£1,000  bill)  is  added  to  the  "Bank"  balance  in  the 
(Cash  Book. 

The  necessary  entrias  are  consequently  as  follows — 
1.  The  "  Bank  Account "  is  debited  witii  £1,000,  because 
tit  .has  received  the  Bill  of  iExchange  for  that  amount, 
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while  the  "Bille  Beceivable  Aoooimt"  is  credited  with 
the  £1,000  bill  which  h&s  been  parted  with. 

2,  "  Bank  Discount "  is  debited  with  £8  15s.  5d.  for 
money  "lost"  in  this  direction,  and  the  "Bank  Aecoiint " 
is  credited  with  the  like  sum  because  the  Bankers  have 
deducted  this  amount  from  the  customer's  balance  which 
was  in  their  hands. 

March  23.    Francis  £  Co.  offer  to  discharge  the  amount 
of  their  dishonoured  cheqtie  as  follows — 

1.  By  their  acceptance  at  ^  days' sight  for  £50    0    0 

2.  By  cheque  for £15  10    0 

Accept^   their  offer,  received   acceptance    and  cheque 

(latter  hoTumred). 

The  above  entries  must  be  treated  as  two  separate 
transactions,  and  are  then  simple. 

The  acceptance  received  (£50)  must  be  entered  in  the 
Bills  Beceivable  Book  in  tiie  ordinary  way,  and  from 
thence  must  be  posted  to  the  credit  of  Francis  &  Co.'s 


The  cheque  received  must  be  debited  in  the  "  Bank  " 
column  of  the  Cash  Book,  and  must  be  posted  thence 
to  the  credit  of  Francis  &  Co.'s  Ledger  account.  "  Bills 
Beceivable  Account "  is  debited  with  £50,  the  amount  of 
the  bill  received,  and  Francis  &  Co.  are  credited  with 
the  same  sum  because  they  are  the  persons  from  whom 
it  baa  been  received.  The  Bank  is  t^&t^with  £15  lOs., 
because  this  amount  has  been  received  by  it,  and  Francis 
&  Co.  are  credited  with  £15  10s.  because  a  cheque  of  that 
value  has  been  received  from  them. 

March  24,  Borrowed  from  the  Property  and  Mortgage 
Trust,  Ltd.,  at  4  per  cent,  per  annum  upon  security  of 
459c  Minories,  received  cheque  and  paid  same  to 
Bank,  £1,500. 

Simultaneously  with,  the  receipt  of  the  foregoing  cheque, 
J.  Harris  received  from  Mr.  R.  Levy's  solicitors  deeds 
relating  to  459c  Mtnories  in  exchange  for  his  cheque  for 
£2,000,  balance  of  purchase  money,  arid  these  deeds,  togeth^ 
with  Mortgage  Deed,  were  handed  to  the  Property  and 
Mortgage  Trust,  Ltd. 

It  will  be  seen  that  J.  Harris  has,  simultaneously,  (1) 
borrowed  the  money  wherewith  to  complete  bis  purchase 
of  459c  Minories,  (2)  used  that  money  to  assist  bim  in  pay- 
ing the  further  instalment  due,  and,  as  soon  as  the  deeds 
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came  into  his  possesBion,  (3)  pledged  them  with  tbe 
persons  lending  him  the  money  by  way  of  aecnrity  for 
their  advance. 

This  method  of  financing  a  pnrchase  of  property  is 
common  in  cases  where  the  trader  is  not  prepared  to  lock 
up  a  large  portion  of  his  bnsiness  capital  m  more  or  less 
tmproductive  assets. 

The  entries  necessary  in  order  to  record  the  trans- 
actions enumerated  above  simply  resolve  themselves  into 
those  arising  out  of  tbe  two  sums  of  cash  changing 
hands,  viz.  a  debit  in  the  Cash  Book  ("Bank  "  column) 
for  tbe  £1,500  borrowed  from  the  Property  and  Mortgage 
Trust,  Ltd.,  this  being  duly  posted  to  the  credit  of  the 
"  Property  and  Mortgage  Trust,  Ltd.,  Loan  on  Mortgage 
Account.'  Tbe  other  entry  is  a  credit  in  tbe  Cash  Book 
(■'  Bank "  column)  for  the  £2,000  paid  to  E.  Levy,  tbe 
like  sum  being  debited  in  due  course  to  his  account  in 
the  Ledger. 

The  Cash  Book  ("  Bank  "  column)  is  thus  debited  with 
£1,500,  because  the  Bank  has  received  the  money,  and 
tbe  Property  and  Mortgage  Trust,  Ltd.,  is  (^edited  with 
tbe  same  sum  because  they  have  parted  with  it. 

The  Cash  Book  ("  Bank"  column)  is  credited  with  £2,000 
because  the  Bank  has  parted  with  this  sum,  and  E.  Levy 
is  debited  with  the  same  amount  because  be  has  received  it. 

March  24.  Paid  B.  Levy,  by  cheque,  value  of  fixtures 
at  459o  Minories  (debit  Furniture  and  Fixtures 
Account),  £10  5s.  9d. 

When  agreeing  upon  the  terms  for  the  sale  of  buildings 
it  is'  customary  for  the  purchaser  to  pay  for  such  re- 
movable fixtures  as  he  wishes  to  retain,  a  valuation  being 
arrived  at  as  between  vendor  and  purchaser,  or,  alter- 
natively, a  price  being  fixed  by  a  valuer  appointed  with 
the  consent  of  both  parties. 

The  entry  necessary  in  order  to  record  tbe  transaction 
is  a  credit  m  the  Cash  Book  ("  Bank  "  column),  coupled 
with  a  debit  to  the  "  Fnmiture  and  Fixtures  Account. 
"  Furniture  and  Fixtures  Account "  is  debited  with 
£10  5s.  9d.  because  articles  answering  to  this  description 
and  value  have  come  into  the  business,  and  the  Bank  is 
credited  with  £10  53.  9(i.  because  that  sum  has  been 
parted  with  by  it. 

March  25.    FVancis  d:  Co.  this  day  suspended  payment. 

"  Suspension  of  payment "  does  not  necessarily  always 
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imply  inability  to  oltimately  pay  Ul  debts,  in  fall,  altiion^. 
the  implioaticm  is  usually  jaetified. 

Etcd  thoagh  a  debtor  be  insolvent  it  does  not  neoeft- 
sari^  follow  that  some  portion  of  hie  debt  will  not  be 
eventually  leooveiied;.  consequently  it  would  beinooireot, 
upon  the  happening  of  a  euspenaion  of  p^ment,  as  in 
this  case,  to  write  off  tbe  whole  of  Fiancis  &  Co.'a  debt 
as  "bad."  It  is  advisable,  imd  indeed  customary,  to 
wait  until  further  details  as  to  tbe  insolvenoy  are  forth- 
Doming;  and,  in  tbe  meantime,  to  make  no  entry  in  ths' 
books  beyond  a  memorandum  in  the  Ledger  of  suob  facta- 
'  as  are  to  hsmd. 

March  25.    Sold  Wrigktson  Bros,  on  credit  50  bags  coffee 

at  52s.  per  bag  net,  £130. 
This  transaction  is  entered  in  tbe  Sales  Book,  and  is    - 
tbeuce  debited  to  Wrightson  Bros,  in  the  ordinary  way. 

Wrightson  Bros,  are  debited  with  £130  because  they 
have  received  goods  to  that  amount, and"  Sales"  Account 
is  credited  with  a  Uke  sum  because  goods  of  that  value 
have  been  parted  witb. 

March  26.    Paid  by  cheque  to  the  Forwarding  Agency; 
Ltd.,  charges  for  carriage  of  sundry  bags  of  coffee  and 
akests'  of  tea  despatched  through  them  to   the  pur- 
chasers thereof,  £26  I85.  id. 
It  is  not  necessary  to  go  to  the  trouble  of  opeuiug^  a 
Ijedger  account  for  the  Forwarding  Agency,  Ltd.,   for 
an  isolated  item  like  the  above.     By  meaus  of  a  Journal 
entry,  the  "  Carriage  and  Oartage  "  Account  could  have 
been  debited  while  the  Ledger  account  of  the  Forwarding, 
Agenoy,   Ltd.,  was  credited,   the  cheque  drawn   being. 
posted  to  the  debit  of  the  latter  Etccount. 

But  the  simple,  and  more  usual,  way  to  record  a  trans- 
action of  this  nature  is  to  debit  the  amount  of  tbe  cheque 
direct  from  tbe  Gash  Book  to  the  "  Carriage  and  Cartage 
Account"  in  the  Ledger.    The  entry  is  conseqnently — 
Credit  the  "  Bank "  column  in  the  Cash  Book  with' 
£26  18s.  id.,  because  the  Bank  has  parted  witb  the' 
money,  and  debit  tbe  "Carriage  and  Cartage  Ac- 
count "  with  £26  IBsi.id,,  because  that  aum  has  been' 
expended  on  carriage  and  cartage. 
March  27.    Beceivedfrom  Wrightson  Bros, 
their  acamtance  at  ikree  months*  date 

■      . £125  10    0 

i  them  discount  .        .        .        .        £4  10    0 
r,   ,         Google 
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If  c&sh  for  the  above  amouat  had  baen.  received  fcam 
Wrigbtson  Bros.,  tiie  dieuioiLnt  allowed  them  could  have 
bean  raeorded,  is  compaDv  with  the  cash  entry,  through 
the  usual  ntei^uin  of  uie  Caeh  Book.  There  Ib,  however, 
uo  column  in  the  Bills  Beeeivable  Boole  in  which  tO' 
record  the  discounts  allowed  i^ran  the  payment  of  ao' 
couQtB  "  by  acceptance,"  and  the  above  transactions  must 
coaaeqaently  be  recorded  as  sepaiate  matters. 

The  acceptance  received  from  Wrightson  Bros,  mnat 
be  entered  in  the  Bills  Beceivable  Book,  and  thenoe 
posted  to  their  credit  in  the  ordinary  way. 

"  Bills  Beceivable  Acconnt "  is  thus  debited  with. 
j£125  10s.  because  a  Bill  Beceivable  for  that  sum  has 
come  in,  and  Wrightson.  Bros.  bx&  credited  with  £126  10s. 
because  they  have  parted  with  a  bill  for  that  amount. 

No  other  method  exists  of  recording  the  discount 
allowed  in  the  hooks  except  by  means  of  an  entry  in  the 
Journal  proper.  This  transaction,  like  that  of  the  puis 
chase  of  premises  from-  B.  Levy,  falls  into  the  category 
of  transactione  for  whidi  no  special  book  of  original  entiy 
exists,  and  for  the  record  of  which  the  use  of  toe  Journi^ 
proper  is  conBei;L"^'^'''y  iuQvitable. 

A  Journal  entry,  debiting  the  "Discount"  account,  and 
crediting  Wrighteou  Bros.,  is  coosaquently  made  and 
posted  to  the  respective  Ledger  accounts. 

"  Discounts "  Account  is  thus  dsbiied  wit^  £4  10s. 
because  "  Discounts  Account ' '  may  be  said  to  have  parted 
with  or  "allowed"  that  sum,  and  Wrightson  Bros,  are 
credited  with  £4  10s.  becauae  the  discount  allowance 
made  tothem  corresponds  ineSect  to  a  payment  received 
brom  thwn. 

March  29,    Drew  from  Bank  far  Office  Cask,  £50. 

For  this  transaction  it  is  necessary  to  credit  the 
"  Bank  "  columji  on  the  credit  side  of  the  Gash  Book, 
and  to  debit  the  "Cash"  column  on  the  debit  side  of 
the  same  book,  as  in  the  case  of  the  withdrawal  made  on 
March  1. 

"  Office  Cash "  is  debited  with  £50  becanse  it  has 
received  the  money,  and  the  Bank  Account  is  credited 
with  £50  because  it  has  parted  with  that  sum. 

March  29.  Drew  £10  from  Bank  for  Petty  Cash,  in 
order  to  increase  the  Cashier's  agreed  balance  to  £30. 

It  will  be  remembered  that,  when  employing;^  the 
"  Imprest "  system  of  keeping  Petty  Cash,  the  Pettx 
Cashier  is,  at  the  begiiming  of  a  given  period,  started 
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with  an  agreed  round  enm  of  cash  in  hand,  and  that, 
at  the  end  of  certain  stated  periods  (e.  g.  monthly),  the 
balance  he  has  in  hand  ia  restored  to  its  original  fignre  by 
means  of  a  cheque  drawn  on  the  firm's  banking  acconnt 

for  whatever  som  he  (the  Petty  Cashier)  haa  expended 
during  the  preceding  period. 

In  the  case  of  J.  Harris's  cashier  a  balance  of  £20  was 
originally  agreed  as  sufficient  to  cover  the  estimated 
expenditure  of  each  month,  but,  for  various  reasons,  it 
was  subsequently  decided  to  raise  the  limit  to  £30;  a 
cheque  for  £10  was  therefore  drawn  to  place  the  Petty 
Cashier  in  the  same  position  as  if  he  had  originally 
received  X30  at  the  beginning  of  the  month. 

The  necessary  entry  to  record  this  further  XIO  cor- 
responds exactly  with  that  which  was  made  at  the 
commencement  of  the  month,  when  £30  was  drawn  for 
Petty  Cash  purposes.  The  "  Bank  "  column  in  the  Cash 
Book  is  consequently  credited  with  £,10  and  the  debit  side 
of  the  Petty  Cash  Book  is  debited  with  the  same  sum. 

The  Petty  Cashier  ia  debited  with  £10  because  he  has 
received  the  money,  and  the  "  Bank  Account "  is  credited 
with  a  like  aum  because  it  has  parted  with  the  money. 

March  30.  Paid,  from  Office  Cash,  Salaries  and  Wages 
to  date,  £13  5a. 

To  record  thia  tranaaction  it  is  necessary  to  credit  the 
Cash  Book  ("  Cash  "  column)  and  to  debit  the  "  Salaries 
and  Wages  Account"  in  the  Ledger.  "Office  Cash"  is 
credited  with  £13  6s.  because  it  has  disbursed  the  money, 
and  "  Salaries  and  Wages  Account "  is  debited  with  the 
same  amount  because  it  is  in  this  direction  that  the 
money  has  been  apent. 

March  30.  BUI  Payable,  held  by  the  Produce  Importing 
Company,  Ltd.,  met  to-day  through  Bank,  £400. 

Upon  the  above  bill  being  presented  to  them  J.  Harris's 
bankers  will,  in  the  ordinary  course,  have  paid  the  amount 
of  it  to  the  holders  and,  at  the  same  time,  have  debited 
J,  Harris  with  the  £400  ao  disbursed.   . 

The  necessary  entry  in  J.  Harris's  books  is  a  credit 
in  the  "  Bank  "  columm  in  the  Cash  Book,  which  in  due 
oourae  is  posted  to  the  debit  of  the  Bills  Payable  Account 
in  the  Ledger.  "  Bills  Payable  Account "  is  debited  with 
£400  because  the  bolder  of  the  Bill  Payable  {who  is 
included  in  the  heading  "  Bills  Payable  ")  has  received 
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the  money,  and  the  "  Bank  Aoooimt "  Ib  credited  becaose 
it  ha8  parted  with  the  money. 

March  31.    Paid  from,  Petty  Cash —  £    s.  d, 

Houiekeeper  and  Cleaning  to  data      .        .390 

Fires  to  date 0  10    9 

Postages  and  TeUgrams  to  date  .        ,        .    0  13    6 
Travelling  Expenses  to  date        .  .439 

Three  bottles  of  Ink 0    3    6 

Bepairs  to  Copying  Press  .         .  .039 

The  foregoing  paymentB  are  first  entered  as  and  when 
made  in  the  "total"  column  on  the  credit  side  of  the 
Petty  Gash  Book,  and  are  then  extended  into  their 
tespeotive  analyeis  columns,  as  in  the  case  of  the  items  of 
Binilar  nature  previously  explained. 

The  £3  9s.  and  10s.  M.  are  extended  into  the 
column  provided  for  "  Housekeeper,  Firea  and  Gleaning," 
the  13s.  6d.  as  "  Postages  and  Telegrams,"  the  £i  3s.  Sd. 
as  "  Travelling  Espenses,"  the  3s.  Gd.  as  "  Stationery," 
and  the  Zs.  9d.  as  "Bepairs."  There  are  no  items 
amongst  these  payments  \Thich  require  separate  posting  to 
the  debit  of  Ledger  accounts,  and  consequently  there 
is  nothing  to  extend  in  the  "Ledger"  column. 

"  Petty  Cash "  is  credited  with  the  above  payments 
because  it  has  parted  with  the  money,  and,  vid  the  Petty 
Cash  Book,  the  respective  "  expense  '  accounts  are  debited 
with  their  respective  amounts  because  the  money  has 
been  parted  with  in  their  direction. 
March  31.     Sold  for  cash  (placed  in  Office  Cask),  10 

bags  of  coffee  at  62s.  net.  £31. 
"OfQce  Gash"  is  debited  with  £31  because  it  has  re- 
ceived the  money,  and  the  "  Sales  Account "  is  credited 
with  £31  because  goods  to  that  value  have  been  parted  with. 
March  31.    Drew  cheque  for  £19  5s.  &d.  on  Bankers  in 

order  to  restore  Petty  Cashier's  Balance  to  £30. 
"  Petty  Gash  "  must  be  debited  with  £19  5s.  6d.,  because 
it  has  received  the  money,  and  the  "  Bank  Account "  must 
be  credited  with  the  same  sum  because  it  has  parted 
with  it. 

The  foregoing  transactions  having  thus  been  duly 
recorded  in  the  books  it  remains — 

1.  To  make  the  additions  of,  and  to  post  to  their 
respective  Ledger  accounts,  the  various  Journals, 
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the  "Discount^'  columns  of  the  CaabBoofc,  and 
the  analysis  columns  ofidie  Petty  Cash  Book. 
2.  Thereafter  to  extracb  the  Trial  Balance  asaitre- 
liminary  step  to  the  final  cloBiDg  of  tlie  books, 
lacing  the  Journals  first— 

(a)  The  Sales  Journal  and  the  Eetorns  Outwards 
Book  are  added  np  and  their  totals  are  posted 
to  the  credit,  respeetively,  of  tlie  "Sales 
Account  "and  the  "  BBtumsOutWarda  Account," 
the  distinctions  as  to  the  analysis'  oolamns 
being  everywhere  followed; 
{b)  The  Purchases  Journal  and  the  Betums  Aiwards 
Book  aiB  added  up  and  their  totnJsai^  posted 
to  the  debit,  respectively,  of  Uie  "  PuraUaeoa 
Aooount "  andtbe/'BetumsInwardaAcconnt." 
{c)  (1)  ThaBillsfay^eaQd(2) theBiUsBeceivable 
Books  are  added  ap^ and  their  totfUs  are  posted 
mspectively  (1)  to  the  credU  of  the  "Bills 
Payable  Account  "  and  (2)  tO'  the  dibii:  of  the 
"  Bills  Eeceivable  Account." 
Next,  as  regards  the  Cash  Book—- 

(d)  The  totalfeof  the  "  Diaeounf"  colnnms  having-been 
ascertained,  the  total  of  the  debit" Discount" 
oolvtran  appearing  in  the  CaBh  Book  is  posted 
to  ^adkoit  of  the  "Discount  Account"  in  Hbe 
Jjedger,  and  the  total  of  the  credit "  Discount " 
column  is  pasted  to"the  credit  of  the  "  Discount 
Avoount."  m  the  Ledger.  These  items  appear 
in  the  Cash^ook,  as  has  already  been  explaijied, 
solely  as  memoranda  for  convenience  of  easy 
record,  and  to  minimize,  the  labour  of  posting. 
And,  as  regards^the.I^ttyCash  Book,  the  analysis  columns 
are  added  throughout,  whereupon. — 

(e)'.  The   toteis.  of  the  various  "  expense"  analysis 

columns  appearing  in    the  Petty  Cash  Book 

are  posted  in  the  Ledger  in  each  case  to  the 

debit  of  its  relative  Ledger  account — e.g.  the 

£1  18s.,  total  of  the  "  Postages  and  Telegrams  " 

analysis  column,  is  posted  to  the  debit  of  the 

"Postages   and   Telegrams"    Account,  in   the 

Ledger. 

Finally,  the   Cash   Boot  ("  Office  Cash  "  and  "  Bank  " 

Accounts)  and"  the  Petty  Cash  Book  are  added'  up  and 

the  balances  appearing  thereon  are  brought  down. 
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Sy:  means  of  the  posting  of  the  various  totals  set  forth 
above  tbeidonble  entry  reoordiog  the  transactaons  pasang 
^lotigh  the  Toumals,  Gash  Book,  and  Petty  Gash  Bbob 
bas  bem  completed,  and,,  if  a  Trial  Balanoe  be  now 
extt-ftoted,  its  bwo  sides  sbonldl  if  the  bootf-keeping  baa 
haeai  oorreot,  agroe  exactly. 

The  Trial  Balance  eztraoted>  from  J.  Harris's  books 
will  be  foand  on  page  181,  and  it  will  be  seai  that  the 
total  debite  equal  tile  total  credits, 

Having  oomplerted  the  Trial  Balanoe  it  qcfw  Heoomes 
poieible — 

L  To  compila X  Hairis'sTiading;  Aoconnt  and  Profit 

and  Loss  Account  for  the  month  of  Maxcb. 
%  Thereafter,  to  constmot  a  Balance  Sheet,  for  the 
purpose  of.  showing  J.  Harris's  finiuioial  position 
at  tlia  end  of  tbe.  month. 

All  the  tttrasaotions  in  "goods'"  have,  as  has  already 
been  explained,  been  placed,  each  according*  to'  its  type, 
in  separate  cUssified  liodger  accounts,  viz..  "Stock," 
*•  Sales,"  "Pinrcbases/' "  Be  turns  In  wards  "  and  "BfetUms 
Oatfwarde"";  and,  for  the  purpose  of  constarucMng  a"T^rad- 
ing  Account,"  it  is  necessary  to  transfer  to  tbe  latter  all  the 
biO^anoeB  remaining  upon  tbe  various  subsidiary  accounts. 

The!  first  itemitoWplBced'  in  the  Trading  Accoant  is 
Uiestock  of  goods  on'  hand  as  on  March  1  with  ^ibb 
l^e  trading' fop  the  montii  waS'  commenced';  this,  as  will 
be  seen  by  a  referenoe'to  the  "  Stock  Accoant"  (Ledger 
folie'24),  amounted  to  £4,305,  and  for  this  sum  a  Joutnal 
mitry,  debiting  tbe  l^rading  Account  and  crediting  tbe 
Stock  Account,  is  passed  through  the  necessary  books. 

Tbe  next  class  of  item  to  be  considered  is  that  of 
"PuBchaseB,"  and  here  the  effect  of  the  "Eetums  Out- 
wards" upon  t^e  balance  appearingupon  tbe  "Purchases 
Account"  may  be  usefully  considered;  It'  will  be  re- 
membesed  that  " Betums  Outwards"  are  "Pnncbases" 
which,  for  one  reason  or  another,  have,  been  returned  to 
the  seller  immediately  after  delivery ;  and  that,  although 
in  the  Ledger  account. kept  for  "Purchases"  no  note  of 
the  deduction  of  tbe  "  Eeturtia  "  appears,  nevertheless  the 
Betums  Outwards  are  included  in,  and  pro  tanto  inflate; 
the  "Purchases"  figure*  Therefore  they  must  be  deducted 
in  compiling  tbe  Trading  Aocount  in  orderto  show  thenci 
amount'of  the  actual  Purchases  at  its  tarueand  properfigure; 

In  order  to  i  dose,  the  Purchases  Account  a  Journal 
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entry  must  be  passed,  creditiog  the  Purohasee  Acootmt 
(Mid  debiting  the  Trading  Account  with  the  total  postings 
apiiearing  to  the  debit  of  tlie  former ;  but,  in  posting  this 
iluoit  in  the  Trading  Account,  the  entr^  is  not  made  at 
once  in  the  debit  column  proper,  but  is  inserted  in  the 
"  detail "  debit  column  immediately  to  the  left  of  the  debit 
column  proper;  in  other  words,  the  posting  is  entered 
"  short "  in  the  debit  detail  column. 

At  the  same  time,  in  order  to  close  the  Beturns  Out- 
wards Account  the  balance  appearing  to  the  credit  of  this 
account  must  be  transferred  by  means  of  a  Joamal  entry, 
debiting  the  Beturns  Outwards  Account  and  crediting  the 
Trading  Account;  but,  for  the  reasons  mevionsly  given, 
the  posting  of  this  Journal  entry  in  the  Trading  Account 
is  not  made,  according  to  the  general  rule,  in  the  credit 
column  of  the  account.  The  entry  in  the  Trading  Account 
is  effected  on  the  debit  side,  in  the  detail  column,  immedi- 
ately underneath  the  total  purchases  (which  letter  has 
already  been  there  entered  as  set  out  above),  and  as  a 
deduction  from,  the  total  of  the  purchases  ;  the  net  figure 
of  puj^^hases  obtained  by  thus  deducting  the  Beturns 
OaCwards  from  the  gross  purchases  is  then  extended  into 
the  debit  column  proper. 

Following  the  Imes  thus  laid  down,  the  Journal  entries 
for  the  Purchases  and  Returns  Outwards  have  been  passed 
through  the  books,  and  the  effect  of  the  record  of  these 
Journal  entries  in  the  Trading  Account  is  to  show  the 
totals  of  the  net  purchases  as  under — 

FoTsbaHi.  Coffee.  Tea.  Total. 

£       $.d.  £      s.  d.       £     s.d.        £      3.  d. 

Coffee  .      .  1,592  10  0        

less  Beturns   218  10  0 

Tea      .      .     230    0  0        230  0  O/^'***  "  " 

Conversely,  in  the  case  of  the  Sales  and  Beturns  Inwards 

a  similar  principle  is  followed,  and  the  Sales  thereby  are 

shown  at  their  net  figure  in  the  Trading  Aceoimt  as  under— 

Stltw.  Coffee.  Tea,  Total, 

£       i-d.  £    t.  d.     £    s.d.  £      s.  d. 

Coffee         .  3,283     0  0        

Less  Beturns     29    0  0 

3,254  0  0      1 

Tea     ..     545  10  0        I      „_„,  ^  . 

iess  Beturns     15  10  0  \     ^■^='*  ^  " 

530  0  Oj 
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The  initdal  stock  of  goods  on  hand  and  the  PaicbciaeB 
and  SaleB  having  been  thug  dealt  with,  it  remains  to  hring 
into  the  Trading  Account  the  etook  of  goods  on  h&nd  at 
the  end  of  the  month  of  March. 

This  requirement  is  effected  by  means  of  a  Journal 
entry  debiting  the  Stock  Account,  and  crediting  the 
Trading  Account  with  the  amount  of  the  Stock  on  nand, 
at  close  of  the  period,  as  arrived  at  by  actaal  valuation, 
viz. — 

-    &      8.   d. 

CJoffee 2,960  15    0 

Tea 30    0    0 


Total       .         .  £2,980  15    0 
After  this  entry  has  been  made  in  the  Trading  Account 
!t  becomes  possible  to  ascertain  the  amount  of  the  Gross 
Profit  derived  from  Trading  for  the  month  of  March,  as 

follows 

£,  s.  d. 
Total  of  the  Credit  "  Total "  column  .  6,764  15  0 
Total  of  the  Debit  "  Total "  column         .        5,909    0    0 


Difference  .  X855  15  0 
This  difference,  i.  e.  the  amount  necessary  to  he  inserted 
in  order  to  make  the  two  sides  of  the  Trading  Account 
agree,  is  the  Orcu  Profit  for  the  period.  It  represents 
the  bare  excess  of  the  selling  prices  obtained  for  the 
goods  sold  over  what  they  have  cost,  without  taking  into 
account  the  various  expenses  involved  in  effecting  the 
sales. 

The  totals  of  the  postings  appearing  respectively  to 
debit  and  credit  in  the  "Coffee"  and  "Tea"  analysis 
columns  are  deducted  in  manner  analogous,  and  reveal 
the  following  departmental  Gross  Profits,  viz.  Coffee, 
X756  15s.  Od. ;  and  Tea,  £90.  These  departmental  Gross 
Profits  equal  the  Total  Gross  Profit  shown  in  the  Total 
column,  and  are  inserted  in  their  respective  analysis 
columns,  which  in  their  turn  are  added  up.  FinaUy,  the 
whole  of  the  items  on  either  side  of  the  statement  agree 
if  "cross  cast." 

For  the  record  of  the  Gross  Profit,  and  for  its  subsequent 
transfer  to  the  Profit  and  Loss  Account,  a.  Journal  entry, 
as  under,  must  be  passed  through  the  books  and  posteo ; 
the  Trading  AccQunt  oan  than  t»  added  up  and  rated  off. 

D,£,,t,7P-hy  Google 


168       B0OK-KE'EFIN&  ANB  A060UNTS 

for  the  Tmdiog  Aocount  ,prepar8d  upon  ithete  iiiKS  ^see 
page  179. 

By  transferring  the  amount  of  the  Gross  Profit,  aseer- 
tained  by  means  of  the  Trading  Acoount,  to  the  credit 
of  the  Profit  and  Lobs  Account  opened  for'the:purpose, 
a  further  stage  in  the  closing  of  the  books  'has  Joeen 
reached,  and  the  pieparation  of  ithe  Stx&t  «nd  Loss 
Aocount  may  now  be  entered  upon. 

Beyond  the  Gross  Profit  there  is,  in  the  example  under 
consideration,  no  item  of  "profit"  to  be  credited  to  the 
Profit  and  Loss  Account.  If  such  items  had  existed 
Journal  entries  would  have  become  necessary  tot  their 
transfer  to  the  Profit  and  IJoss  Aocount. 

Itiremaina  therefore  to  consider  the  building  up  of  the 
debit  side  of  the  ticcount,  by  means  of  the  transfer  thereto 
of  all  items  of  "lose"  or  "expense"  chargeable  against 
the  profit  for  the  period. 

There  are,  set  forth  in  the  notes  at  the  end  of  the 
example,  certain  adjustments  which  must  be  made  in 
order  to  provide  for  special  .types  of  loss,  and  these 
provisions  must  be  duly  incorpotated  in  the  books.  They 
are  as  under — 

(2)  One   month's   d^reaiation  is    to    be 

written  off  the  leasehold  land  and     £    s.  d. 
buildings 6    6    & 

(4)  A  Reserve  for  Bad  and  Doubtful  Debts 

is  to  be  created  of .  .  .  .  85  0  ^ft 
(6)  Fittings    amd    Fixtures    are    to    he 

depreciated  by  .  .  ■.  .14  0 
For  these  three  adjustments  Journal  entries  are  necessary. 
Two  other  adjugtments,  as  set  out  below,  are  also  neces- 
sary, but  it  is  possible  to  provide. tor  them  in  carrying  dowrt 
the  balances  upon  the  respective  accounts ;  and,  although 
the  ordinary  Journal  entries  are  passed  closing  those 
accounts  by  means  of  transfers  to  the  Profit  and  Loss 
Account,  special  Journal  entries  are  not  needed  in  these 
cases. 

(3)  Eleven  months'  Fire  Insurance  pre- 

mium paid  in  ad/eance  is   to   be      £    s.  d. 
carried  forward     .        .        .        .       1    7    fr 

(5)  ^ovision  is   to  be  made  for  sundry 

expenses  due  but  unpaid  at  the  end 

of  .the  month 33  10    ,0 

J'or  ,the  d^pceciation  jieoeaBary  to  l>e  twxitten  s£  ^a» 
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Leasehold  Land  and  Buildings,  and  for  that  .which  is  to 
be  wribteo  off  the  fixtures  and  Fittings,  a  Joiu^al  sntry 
has  been  made  icrediting  the  Asset  Aaoouuts  with  the 
amounts  written  off,  viz.  £6  6^.  Bd.  and  £1 4s.,  and  debiting 
"  Bgpreciation  Account "  with  the  .total  of  ^9  10s.  8d. 

For  the  amount  which  is  to  be  reserved  to  cover  the 
estimated  loss  on  bad  and  doubtful  debts,  i.  e.  £65,  a 
Journal  entry  has  been  passed  debiting  tlw  Pjrofit  ,and 
Loss  Account,  and  oraditing  the  "  Beserve  for  Bad  and 
Doubtfol  -Debts  Account." 

It  then  remains  to  transfer  to  the  debit  of  the  Brdfit.and 
Loes  Account  the  balanees  standing  on  all  the  "  LEh,peuBe  " 
and  "  Loss  "  Accounts  in  the  Ledger,  incidentally  bringing 
adjustments  (3)  and  (5),  set  out  above,  into  the  bool^  at 
tbe  time  of  so  doing. 

As  t^gards  adjustment  (3),  the  "  Insurance  Account "  in 
the  Trial  Balance  showB  a  debit  balance  <cif  £1  10!s.,  .of 
which  2s.  6d.  only  is  to  be  debited  to  the  rourcent  Profit 
and  LosB  Aocount,.leaYing -the  balance  of  £1  Is.  6d..to  be 
carrried  forward  as  an  asset.  In  transfening  the  "  Bx- 
pense"  from  the  Insurance  Aocouut  to  the  Profit  and 
Loss  Account  therefore  tbe  entry  is  only  made  for.2s.6d., 
while  the.balance  of  .the  account  (£1  7s..Qd.)  is  carried  down 
and  aabB«guently  appears  in  the  Balanoe  Sbeet^as  an.aaaet 

Adjustment r(5)  is  ^o.dealt  with  by  means  of  bringing 
down  a  balance  on  the  relative  "  Bxpeose "  A(%oant, 
although  the  balance  in  this  ease  is  brought  down  on  the 
cc-edlt  side,  and  represents  a  liability  for  subsequent  incln- 
sion  in  tbeBalance  Sheet  in  place  of  theaaset  arising  odt 
of  adjustment  No.  (3-). 

Arefetenoe  to  ^tbe  Trial  Balaneeiand  .toithe  ".General 
Bxpanses"  .Account  will  .show  that  this  account  already 
exhibits  a  debit  balance  of  £8  5s.  Bd.  Provision  for  the 
£52  10s.  of  further:  expenses  due  but  unpaid  .at  the  date  jof 
balancing  is  made — 

1.  By  making,  in  tbe  General  Kxpensee  Account,  a 

debit  entry  for  £52  IQs.  .immediately  below 
the  items  already  posted  in  the  account.  This 
entry  being  intended  to  be  added  up  together 
<with  tbe  previous  postings,  .and  tbe  combined 
:total  of  all  tbe  entries  {£60.15s..3(f.)feemK  de- 
igned to  be.transfeKred lo  the  Profit  and.Loss 
Account. 

2.  By  making  a  credit  entry  for  £52  10s.  In  the 
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Oenerol  Expenses  Account,  well  below  the 
items  on  the  debit  eide,  &aA  allowing  sp&ce 
for  ruling  off  the  account.  This  entry  repre- 
gents  the  liability  remaining  to  be  satisned, 
and,  later  on,  ia  included  in  the  Balance  Sheet. 

The  total  (^60  15s.  M.)  remaining  on  the  debit  side  of 
the  General  Expenses  Account  is  subsequently  transferred 
to  the  Profit  and  Loss  Account  in  the  ordinary  way.  in 
company  with  other  "  expense  "  accounts ;  and  the  ruling 
off  01  the  account  leaves  the  £52  10s.  credit  entry  stand- 
ing as  a  liability  in  the  account  for  satisfaction  during  the 
ensuing  period. 

Xhe  "losses "  and  " expenses "  to  be  transferred  to  the 
debit  of  the  Profit  and  Loss  Account  are  set  forth  in  the 
last  Journal  entry  but  one  appearing  in  the  Journal 
annexed.  When  these  items  are  duly  posted  in  the 
Ledger  all  the  "expenses"  accounts  (except  the  Insur- 
ance and  General  Expenses  Accounts  referred  to  above) 
are  closed,  and  the  balances  then  remaining  npon  the 
Ledger  are  those  either  of  the  Assets,  LiabiUties,  Capital, 
or  Profit  and  Loss  Accounts. 

The  Profit  and  Loss  Account,  when  all  expenses  have 
been  duly  posted  in  it,  shows  a  balance  to  the  credit 
amounting  to  £621  65.  \d.  This  balance  represents  the 
Vet  Profit  for  the  month,  and  requires  to  be  transferred, 

S  means  of  a  Journal  entry,  to  the  credit  of  J.  Harris's 
pital  Account.  This  is  the  last  Journal  entry  set  out  in 
the  Journal  proper. 

With  the  merging  of  the  balance  on  the  Profit  and  Loss 
Account  with  the  Capital  Account,  the  process  of  closing 
the  books  is  completed;  and,  there  being  now  remaining 
in  the  Ledger  only  such  balances  as  represent  Assets, 
Liabilities,  and  Capital,  it  is  possible  to  prepare  a  Balance 
Sheet. 

The  Balance  Sheet  prepared  will  be  found  on  page  183 
and  follows  the  lines  laid  down  in  Chapter  X.  The 
Assets  are  ranged  in  order  of  their  realizability,  commenc- 
ing at  the  head  of  the  column  with  the  "least  easily  realiz- 
able "  property. 

There  appear  in  the  Balance  Sheet  appended  the  fol- 
lowing instances  of  the  grouping  and  classification  of 
balances  in  order  to  clearly  show  the  financial  position. 

On  the  Liabilities  side  the  amount  due  to  the  Wynaad 
Coffee  Company  (£1,914  16s.  bd.)  and  the  amount  set 
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aside  for  the  outstanding  e^ensee  (£52  lOs.)  are  set  oat 
tDgetber,  and  their  combined  total  (£1,967  63.  5d.),  being 
tiie  whole  amount  owing  by  J.  HarrJH  to  bis  creditors 
(except  the  £1,500  owing  to  the  Pro^rt;^  and  Mortg^e 
Trust,  Ltd., on  the  Mortgage  of  459c  Minories),  is  extended 
into  the  priooipaJ  debit  column  of  the  Balance  Sheet. 
This  proceduiB  ia  followed  in  order  to  sb&w,  iu  one  total,  the 
wuount  due  by  J.  Harris  to  bis  trade  creditors.  l%e 
onoont^ue  to  the  Proper^  and  M(»igHge  Trust,  Ltd., 
being  seemed  upon  th^  value  of  459c  Minories,  is  shown 
m  a  deduotion  from  the  vahie  of  tiie  property  'pledged 
(£3,000)  on  Jibe  Assets  side  of  the  Balanoe  Sheet. 

On  the  Assets  side  of  tbe  Balance  Sheet  iiie  Tsdne  of 
459c  Minories  ("  Freehold  fremiaes ")  is  tAiown  "Bbort" 
06.^,000,  and  the  amount  borrowed  (£1,500)  aponseouffty 
of  tbese  premises  is  shown  as  a  deduction ;  the  balance 
o(  £1,500,  repreaenting  the  value  of  J.  Harris's  "  equity  of 
redemption,"  or  iresiduary  interest  in  the  piemisBS,  after 
prondiog  for  the  satisfaction  of  the  mortgage  upon  them, 
is  eKtended  into  tbe  principal  credit  colomn. 

The  amount  due  from  Sundry  Debt<»rs  (£708  10s.) 
(made  up  df  £293  VHs.  due  from  Frauds  &.  Co., 
and  £411  due  ^m  the  Hortbem  Stores,  Ltd.)  is  shown 
"short"  on  the  Assets  side  of  tbe  Balance  Sboet,  and 
immediately  below  tbe  £703  10.s.  thus  entered  is 
shown  the  amount  of  the  Bills  Beceivable  on  band 
(£175  10s.) ;  these  items  are  added  together  (still  in 
the  "sbort"  column),  and  the  amount  set  aside  out  of 
jurofits  as  a  Beserre  for  Bad  and  Doubtful  Debts 
(£85  Os.)  is  placed  immediately  underneath  the  total 
due  from  Debtors  and  on  Bills  Beceivable,  and  is  deducted 
'zom  these.  Tbe  net  figure  thus  obtained  (£794)  re- 
presents the  estimated  actual  value  of  tbe  indebtedness 
to  J.  Harris  of  his  customers,  i.e.  tbe  net  value  of  bis 
".Sundry  Debtors  "  and  "  Bills  Receivable,"  and  it  is  this 
estimated  "net"  value  which  Is  extended  into  tbe 
principal  colomn  of  tbe  Assets  side  of  the  B^anoe  Sheet. 

The  foregoing  groupings  and  deductions  have  been 
made  in  order  to  show,  with  a  minimum  of  investiga- 
tion, the  true  financial  position  of  J.  Harris  to  any  person 
wbo  may  inspect  his  Balance  Sheet. 

The  various  "  Wasting  "  Assets,  e.  g.  Leasebold  Premises 
and  Furniture  and  Fixtures,  are  stated,  in  accordance  with 
the  usual  practice,  as  being  included  in  tba  Balance  Sbeet 
at '"cost  Jess  depioeiation. ' 
« 
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CHAPTBE  xn 
Cbequsb  and  Billb  of  Exchange 

CHEQUES 

In  has  already  been  staled  that;,  >D  Great  Britam, 
the  cnatomary  method  of  transferring  money  from  one 
peraoa  to  another,  in  commercial  circles,  is  by  employ- 
ment of  the  Cheque  system.  The  more  general  use 
of  Cheques  bae  been  fostered  in  recent  years  by  the 
establisbment  of  numerous  Banks  throughout  the  country, 
many  of  which  are  branches  of  powerful  financial  insti- 
tutions, having  their  bead  offices  in  London.  The  extent 
to  which  the  Cheque  is  now  used  in  monetary  trans- 
actions can  be  readily  computed  from  the  total  amount 
of  such  documents  passing  through  the  Bankers'  Clearing 
House.  The  total  Cheques  and  bills  "  cleared "  (i.  e. 
paid)  in  this  way  during  the  year  1919  was  nearly 
twenty-eight  and  a.  half  thousand  million  pounds  sterling. 

The  many  disadvantages  ol  discharging  commercial 
obligations  by  means  of  coin  have  already  been  touched 
upon.  These  disadvantages  were  not  by  any  means 
altt^ether  removed  by  the  issue  of  bank-notes,  notwith- 
standing their  portability.  The  very  strength  ot  the  Bank 
of  England  note  is,  in  some  respects,  a  drawback,  since 
such  notes  are  payable  in  gold  at  sight  to  any  holder. 

The  fact  that  Cheques  have  Isirgely  driven  bank-notes 
and  ooin  out  of  circulation,  combined  with  their  general 
convenience,  and  the  safeguards  which  can  be  appended 
to  them  have,  probably,  had  no  small  part  in  the  develop- 
ment of  trade  which  recent  years  have  witnessed. 

The  utility  and  advantages  of  Bills  of  Exchange  in 
commercial  transactions,  both  to  the  person  "accepting" 
(hem  and  to  the  person  "  drawing  "  them,  have  already 
been  referred  to  bnefly,  and  it  is  now  proposed  to  describe 
the  main  features  of  Cheques  and  Bills  of  Exchange  in  the 
forros  in  which  they  are  usually  met  with  in  actual 
business  tmnsactions. 
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Beveral  varieties  of  Cheq^ue  forms  are  in  current  use, 
their  general  principle  being  the  same,  the  difference 
between  the  varying  types  of  Cheques  being  chiefly 
dependent  upon  the  way  in  which  the  money  is  to  be 
placed  in  poBSeBBion  of  the  holder  of  the  Cheque.  As 
the  student  is  probably  aware,  it  is  possible  by  the 
addition  of  certain  words  to  a.  Cbe^e,  to  render  it  less 
useful  to,  and  less  easily  converted  into  money  by,  any 
person  obtaining  possession  nf  it  wrongfully. 

A  Cheqne  may  be  defined  as  a  written  order  drawn  by 
a  customer  of  a  Bant  upon  J^at  3anb  directing  the  pay- 
ment of  a  specified  sum  of  money  from  such  customer's 
bankmg  account ;  the  stbtutory  definition  of  ^a  Cheque 
being  "  a  Bill  ol  Exchange  drawn  on  a  banker  pa^lole  on 


A  specimen  form  of  an  "Order "  Cheque  appears  on 
page  21. 

The  Cheque  there  iQustraied  direots  the  payment  lA 
jE120  to  "  Messrs.  Finch  k  Walker  or  Or.ier"'  from  X 
Bird  &  Co.'s  banking  aocoxmt  with  the  U(nion  of  Jjondon 
and  Smith's  Bank,  Limited. 

This  Cheque,  being  an  "Order  Ob6^«,"  raquiies 
"endorsement"  by  the  persons  to  whom  it  is  .made 
payable  {Messrs,  Pinch  &  Walker),  or,  in  other  words, 
they  must  write  their  -name  on  the  back  of  the  'Cheque 
before  it  can  be  'presented  for  payment.  If  the  wcffds 
"  or  BeBTer  "  hod  been  inserted  in  place  of  the  words 
"or  Order"  the  Oheqne  would  %  termed  a  "Baam 
Cheque,"  and  would  be  payable  without  -any  lendoree- 
ment.  It  will  be  obTious  that  the  reqniaition  of  an 
endorsement  constitutes  an  additional  s^egusrd,  and,  for 
this  r^on,  "  Order"  Cheques  are  much  more  fvequentlT 
met  with  in  commerce  than  "  Bearer  "  Cheques,  akboiigh 
the  latter  are  still  used  to  a  large  -extent  between 
members  of  lihe  London  Stock  Exchange. 

A  large  proportion  of  the  Cheques  drawn  in  discharge 
of  ^nancial  obligations  are  never  preBeirted  {or  -aatnal 
encashment  over  the  Bank  counter,  they  are  ^d  by  Idse 
holders  into  their  own  Bank  for  ce/UectiBn,  and  in  4hiB 
manner  reach  the  "  Olearing  Honse'"  in  due  "oourse, 
where  they  are  cancelled  agaiinst  cwie  ancfher,  when 
the  claims  of  the  various  Banks,  as  between  thMnselves, 
are  daily  adjusted  (see  p.  458). 

The  "Payee "  of  an  "  Order  "  Cheque  (t.  e.  fhe  persoe 
to  whom  such  a  Cheque  is  expressed  to  be  fsyalA^  onn. 
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2  he  so  dsetrei  direot,  whsa  «idcaimg  the  Glieqpe,  the 
paymeniof  ife  to  some  third  party,  s.  g.  i£  MfiBsm.  Finoh  k 
Walksr  bad  doBred  to  send  the  Gheqna  dcsoEUied  tixn^ 
to  Horaoe  James  fortirair  oredttithey  oouHhaTe  endorsed 
itafifollflwi — 

"  Pay  Horace  James  or  Order. 

"  Finch  4  Walker." 
And  in  this  erant  the  new  "Eodonee,"  Horace  James, 
must  Mmsetf  endorse  the   Cheque  in  order  to  obtain 
payment  of  it. 

"  Order  "  Cheques,  inasmuch  as  they  need  endorsement, 
■can  only  be  drawn  in  favour  of  pWBons  or  corporate 
bodies ;  but  "  Bearer  "  Cheques,  as  they  need  no  endorse- 
ment, can  be  drawn  for,  or  in  favour  of,  "  espenses  "  or 
particular  purposes — 

e.g.  "  Pay  Wagea  .  .  or  Bearer." 

"PayCash     .        .        .  or  Bearer." 

One  advantage  of  this  course  lies  in  the  fact  that  a 
memorandum  of  the  specific  purpose  for  which  the  cheque 
was  drawn  is  recorded  upon  the  counterfoil  of  the  cheque, 
and  is  available  for  future  reference  in  case  of  need. 

An  additional  safeguard  can  be  imparted  to  a  Cheque  by 
-the  use  of  what  is  commercially  known  as  a  "  Crosung." 

Shis  pcMttceongiiutfadiowtT  years  ago  with  tiie  Londoc 
Clearing  House,  and  vras  subsequently  declared  to  be  of 
legal  vwdity,  audi  has  now  beoam&  almost  uncrenal.  If 
-two  transverse  parallal  Inms,  with  oc  without  the  words 
■"  and  Company,"  or  any  abbreviation  thereof,  be  drawn 
across  the  face  of  a  Cheque  it  will  not  be  paid  by  the 
'  Banker  upon  whom  It  is  drawn  to  any  one  presenting  it 
■except  another  Banker,  and  if  the  name  of  wit  particular 
Banker  is  inserted  between  the  two  parallel  lines,  IJie 
Cheque  will  not  be  paid  to  any  one  except  that  particular 
Banker. 

The  eSisct  of  this  proviso  is  that  a"crossed  Cheque,"in 
which  the  name  of  a  particular  Banker  has  not  been 
inserted  in  the  crossing,  can  only  be  converted  into  money 
by  a  person  who  possesses  an  account  with  a  Banker,  and 
that  a  crossed  Cheque  in  which  the  name  of  a  particular 
Bank  is  inserted  can  only  be  cashed  by  being  paid  by  a 
■customer  of  that  Bank  to  his  banking  account.  A  crossed 
Cheque  cannot  legally  be  paid  over  his  oounter  by  the 
Banker  upon  whom  it  is  drawn,  even  though  presented  for 
jiayment  by  the  person  in  whose  favour  it  is  drawn.  These 
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provisions  obviouBly  render  a  crosBed  Cheque  more  difficult 
of  eDcashmeBt  by  a  person  obbaioiog  wrongful  possession 
of  it  Uian  is  the  case  with  a  Cheque  which  is  not 
"  crossed  "  (called  an  "  open  Cheque  ").  The  custom  of 
paying  accounts  by  means  of  crossed  Cheques  transmitted 
through  the  post  has  become  well  nigh  universal  now-a- 
days  among  traders,  and  the  "  crossing "  upon  suob 
Cheques,  restricting  their  usefulness  to  those  members 
of  the  community  who  possess  banking  accounts,  has 
tended  to  encourage  the  rapid  growth  of  this  custom. 

The  form  of  crossing  upon  a  Cheque,  in  cases  where  it 
is  not  "  cioBsed"  to  any  particular  Banker,  is  as  under — 


The  above  form  of  crossing  is  referred  to  as  a  "  general 
OKWsing." 

Other  forms  of  "crossings"  which  will  be  found  in 
common  use  are  as  illustrated  hereunder — 
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Form  1  is  the  simple  form  of  a  "  tpeoial  orouin^," 
which  restriots  the  Cheque  from  beiag  oa.3hed  escept 
through  the  particular  Banker  whose  name  is  TCritteu  m 
the  crossing. 

Form  S  is  a  similar  orossing  wherein  the  name  of  a 
Joint  Stock  Banking  Company  is  inserted. 

Form  3  is  a  form  of  "  special "  crossing  oontaining, 
In  addition  to  the  Banker's  name,  the  words  "  not 
negotiable." 

A  Cheque,  like  a  Bill  of  Exchange  or  a  Frotmssory 
Note,  is  a  "  negotiable  inatmme&t."  A  "  negotiable 
instrument"  is  one  which,  if  taken  by  any  person 
in  good  faith,  and  in  exchange  for  value,  becomes  the 
property  of  such  holder,  and  can  be  enforced  by  him,  as 
regards  the  payment  of  it  at  its  due  date,  notwithstanding 
any  defects  of  title  to  the  document  which  may  exist  on 
the  part  of  the  person  from  whom  such  holder  acquired  it. 

For  example,  if  a  person,  in  good  faith  and  for  value, 
acquires  from  any  one  who  has  stolen  it,  a  Cheque  drawd 
by  a  third  party,  the  third  party  cannot  refuse  to  honour 
the  Cheque  on  the  ground  that  it  has  been  stolen.  The 
fact  that  the  holder  of  the  Cheque  in  question  has  received 
it  not  knowing  that  it  was  stolen  property,  and  has  given 
value  for  it,  places  him  in  an  indisputable  position  legally 
as  regards  his  ability  to  enforce  the  payment  of  it.  A 
negotiable  instrument  may  thus  become  analogous  to  coin 
of  the  realm ;  and,  in  point  of  fact,  the  employment  of 
Cheques  in  making  money  pajmiente  has,  to  a  very  large 
extent,  taken  the  place  of  the  use  of  coin  in  conmiercial 
transactions. 

This  "  negotiability,"  although  most  valuable  in  the  case 
of  Bills  of  Exchange,  is  a  somewhat  inconvenient  oharac- 
teristic  from  the  point  of  view  of  the  drawer  of  a  Cheque  in 
the  event  of  the  Cheque  failing  to  reach  the  hands  of  the 
person  for  whom  it  was  destined.  The  drawer  of  a  Cheque 
which  is  "negotiable"  may  be  forced  to  pay  it,  when  it 
is  in  the  hands  of  a  third  party,  if  it  should  be  stolen 
in  course  of  transit  by  an  individual  who  sells  it  to  such 
third  party ;  and,  in  addition  to  such  payment,  he  will  still 
be  in  the  position  of  not  having  discharged  his  obligation 
to  the  person  to  whom  the  Cheque  was  originEilly  sent. 

In  order  to  meet  this  objection  it  is  legally  permissible 
to  add  to  the  orossing  of  a  Cheque  the  words  "not 
negotiable."  The  addition  of  these  words  does  not  actu- 
ally mi^e  a  Cheque  not  transferable  from  one  party  to 
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another,  but  the  qnalifieation  has  tha  eSaat  of  prsventing 
ths  bolder  fnnn  pasBiag  on  &  batter  title  bo  the  docoment 
than  he  has  himeolf,  and  generally  Bobjactft  the  Cheqns 
ao  crossed  to  the  ordinary  proviaione  of  the  law  regarding 
pn^mrty,  viz.  that  a  par<d^B«r  oannoti  aoqoice  any  better 
title  to  property  than  was  possessed  by  iha  vendor  of  it. 

If  a  dheqne  so  marked  "  not  nsgodable  "  be  stolen,  the 
taint  of  theft  attaohes  to  it,  and  prevents  any  Buccessive 
holder  of  it  from  acquiring  any  better  title  to  the  dooiD- 
ment  than  was  posBessed  by  the  thief  himself,  and  a 
person  who  steals  property  obvionsly  aoqaires  no  legal 
ownership  to  it  at  Eul. 

The  drawer  of  a  "  not  negotia.ble  "  Cheque  con  tihuB 
vefnse  to  honour  it  if  it  is  stolen,  whereas  &e  drawer  at 
a  efaeque  which  is  not  so  marked  need  not  pay  any  kn^der 
who  took  it  either  mala  fide  or  without  value,  hab  nrast 
pay  an  honest  "  holder  for  valae."^ 

Bills  of  Bxobonge  and  PR»iiissory  Notes,  te^tiier 
'with  certain  other  sorts  of  commercial  docnments  *  {e.  gi 
Foreign  Crovemment  Bonds  payable  to  Bearer),  are  also 
"  negotiable  instruments " ;  Hie  aboVa -mentioned  pror 
vistons  as  to  the  nse  of  tbewocds  "not  negotiable  '  in 
their  j«<oteetiive  sense  apply,  however,  only  to  eroasad 
Cheques.  N^otrable  instrnmente  of  oUteae  olaases  cannot 
be  derived  of  iiiat  negotiable  charaoteristios  l^  tha 
addition  of  any  saah  wordfl,  nor,  seeing  that  other 
analogous  documents  are  f^  less  easy  of  prompt  con- 
V«mon  into  money,  does  there  appear  to  bo  any  ni^ent 
need  for  suoh  qualifying  conditions. 

Forms  i  and  5  are  examples  of  "  not  negotiable  "  <a:oe&- 
tngs  wherein  a  direction  is  added  as  to  the  particnlar 
accDunt  to  which  the  Cheqne  is  to  be  credited  by  tbe 
eolleoting  Banker,  e.  g.  "  for  cuedit  of  payeea  only,"  or 
"for  credit  of  J.  Smith."  Suofa  additions  aire  very 
freqnently  met  with  in  practice,  bnt  theii  use  is  aot 
authorized  by  any  statute ;  the  precise  t^al  effect  of  sooh 
adjuncts  is  thus  uncertain,  but,  in  all  probability,  they 
would  be  held  to  cerate  legally  as  a  warning  to  the 
coQeeting  Banker,  and  as  indicating  the  person  for  whose 
behalf  he  is  to  collect  the  Cheque.  Their  ordinary  com- 
mereial  signification  is,  of  conrse,  that  the  collecting 
Banker  is  only  to  collect  snob  Cheques  on  behalf  of  the 
person  specified   therein,  bnt   it  caanot   be   definitely 

*  Bilh  of  Lading,  if  eodoTBed,  are  transferable  bj  simple  ddi<'eT7  ; 
tAcy  Ao  not,  boweTra,  poi»«w  tbs  other  diorseterutici  of  negotiable 
iiutrameDts. 


Google 


CHEQUES  AND  BIZLS  OF  XJOHAimE    ^m 

tStfcraoA  Hi&t  Bach  is  their  legftl  mecmiDg,  utthtHigh  U  maj 
be  asBumed  tihat  it  is  probable  that  ibis  is  the  oass. 

Form  6. — Thie  ia  a  oroseing  much  in  Tiee  in  paying 
pnvato  persoBal  aeooaate,  in  easee  where  the  name  of 
the  payee's  Banker  is  unknown. 

Cheqoea  axa  uBually  drawn  upon  the  Q>ecial  printed 
forms  supplied  in  books  by  Bankers  to  ouBtomers  keeping 
accounts  with  them ;  they  must  bear  a  twopenny  stuup, 
and  books  of  cheque  forms  are  supplied  already  stamped, 
the  coBt  of  such  stamps  being  debited  to  the  customer. 
In  a  legal  aense  Cheques  may  be  drawn  upon  any  piece 
of  paper,  and  need  not  necessarily  be  upon  the  special 
fortns  supplied  by  the  Banks,  but  the  latter  wis^y  dis- 
countenance the  use  of  anyiorms  other  than  those  supplied 
by  tbemaelves.  In  the  case  of  a  Cheque  so  drawn  c^  an 
ordinary  plain  piece  of  paper  the  inland  revenue  stamp 
need  not  be  impressed  as  is  the  case  where  the  Bulk's 
own  forms  are  purchased  by  the  customer  ready  stamped ; 
an  ordinary  twopenny  "postage  and  inland  revenue" 
stamp  is-suffldent  if  cancelled  by  the  drawer  at  the  time 
of  signing  the  Cheque, 

Of  late  years  a  custom  has  arisen,  in  the  case  of  many 
large  mercantile  firms,  of  printing  on  their  Cheque  forms 
a  form  of  receipt  to  be  signed  at  the  foot  by  the  person  in 
whose  favour  the  Cheque  is  drawn ;  the  Cheque,  when 
returned  by  the  Bank  to  the  drawer  after  payment,  thus 
becomes  a  convenient  form  of  cece^t,  and  oontaine  the  full 
history  of  the  payment  made.  The  Cheque  employed  in 
sacb  cases  usually  takes  the  following  form  (bat  see  p.  v«) ; 

No,  London 


ITo  BtjuBCLAse  Bank,  Ltd. 

Pay  to  'the  order  of  _ _ 

the  sum  of. _ — ..aubjeot  to 

the  receipt  eX  the  foot  Jiecsof  being  duly  signed. 

(Signature  of  drawer) ._ _ . 


Form  of  Seceipt. 
iBeceiiied  the  aJxnte- mentioned  smn  of.... 


{Signirture  of  payee) 
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Additional  spaax  iB  sometimes  supplied  lo  allow  the 
entry  of  brief  particulars  of  the  purpose  for  which  the 
money  was  paid,  e.^.  "for  goods  supplied." 

Bankers  "stop,"  t.e.  refuse,  payment  of  cbequea  drawn 
upoQ  them  under  the  followiog  circumstances — 

(1)  Knowledse  of  Bankruptcy  or  an  "  act  of  Bank- 

ruptcy '  on  the  part  of  the  drawer. 

(2)  Notice  of  the  drawer's  death. 

(3)  Beceipt  of  "  garniBhee  order,"  *.  e.  an  order  from  a 

court  of  law,  obtained  by  one  of  the  customer's 
creditors,  placing  a  legal  encumbrance  on  the 
customer's  bank  balance. 

(4)  Notice  from  the  drawer  instmcting  the  Banker  to 

atop  payment  of  the  Cheque. 

(5)  Want  of  funds,  i.  e.  an  insufiicient  balance  to  the 

customer 'a  credit. 

(6)  Cheque  "out  of  order,"  i.e.  when  incorrectly  drawn 

or  containing  some  informality. 
Cheques,  the  payment  of  which  baa  been  refused,  are 
marked  by  Bankers  as  foUows- 
I/F  (Insufficient  funds) 
B/D  (Refer  to  Drawer), 
N/8  (Not  Sufficient  Funds). 
"Not  in  order." 

"  Figures  and  writing  diea^ee." 
"  No  effects  "  (insutfieient  balance). 
"EEFects  not  cleared." 
"  Account  closed." 
"  Drawer  dead,"  etc.,  etc. 

Bills  of  Exchakqe 

The  modem  Bill  of  Exchange  is  a  versatile  instrument 
of  credit,  the  general  nature  and  principal  oaes  of  which 
have  been  broadly  outlined  in  Chap.  II ;  there  remain  to  be 
explained,  in  more  detail,  some  of  the  most  common  forms 
and  varieties  in  which  these  documents  are  met  with. 

A  Bill  of  Exchange  is  legally  defined  "  as  an  uncon- 
ditional order  in  writing  addressed  by  one  person  to 
another,  signed  by  the  person  giving  it,  reqairing  the 
person  to  whom  it  is  addressed  to  pay  on  demand  or  at  a 
fixed  or  determinable  future  time  a  sum  certain  in  money 
to,  or  to  the  order  of,  a  speci&ed  person  or  to  bearer." 

A  Cheque  comes,  as  will  be  seen,  within  the  limits  of 
this  definition,  and  Cheques  therefore  rank  legally  as 
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Bills  of  Exchange  drawn  on  a  Banker  and  payable  on 
demand. 

In  1882  the  multdtode  of  legal  decisions  affecting  Bills 
of  Exohanse  were  codified  by  the  Bills  of  Esobange  Act,    ' 
wbich,  witb  a  few  amendments,  still  applies. 

As  bas  been  previously  explained,  the  person  to  whom  a 
Bill  of  Exchange  is  addressed  (the  "  Drawee  ")  signifies  bis 
promise  to  pay  the  bill  at  maturity  by  writing  his  name 
transversely  across  the  face  of  the  bill,  adding,  in  many 
cases,  the  word  "  accepted,"  and  frequently  indicating  a 
particular  Sank  or  other  place  where  the  bill  is  to  he 
presented  when  it  falls  due,  and  where  it  vrill  he  paid 
npon  presentation.  If  the  drawee  of  the  bill  (who  by  thus 
undertaking  to  pay  it  beoomes  the  "  Aooeptor  ")  indicates, 
as  he  usually  does,  his  own  Bank  as  the  place  where  the 
bill  is  to  be  payable,  such  form  of  acceptance  operatee 
ipso  facto  as  an  authority  to  his  Banker  to  pay  me  bill 
on  his  behalf  when  it  falls  dne,  and  to  charge  him  (the 
customer)  vrith  the  amount  so  disbursed. 

Bills  of  Esohange  are  oommonly  drawn  "  to  the  order  " 
of  the  drawer,  or  of  some  other  party  nominated  by 
the  drawer.  The  employment  of  such  words  involves 
the  "  endorsement "  of  the  bill  by  such  "  payee,"  just  as 
was  explained  to  be  the  CE»e  with  reference  to  a  Cheque 
when  drawn  "to  order."  An  endorser  may,  if  he  so 
desires,  indicate  on  the  back  of  the  bill,  when  endorsing 
it,  the  name  of  a  person  to  whom  he  wishes  to  direct 
payment  of  the  bill  to  be  made,  and  this  direction  in  turn 
necessitates  the  endorsement  of  the  bill  by  such  other 
person.  This  process  of  "endorsing  over"  a  3ill  of 
Kxohangfl  from  one  payee  to  another  is  vei^  prevalent 
in  commerce,  especlaUy  when  a  bill  changes  bands  many 
times  in  tbe  course  of  its  short  life,  and  the  successive 
endorsements  frequently  occupy  the  whole  of  tbe  back 
of  the  bill  as  well  as  a  further  slip  of  paper  (called  an 
"  Allonge  ")  which  bas  to  be  gummed  to  the  hill  in  order 
to  accommodate  further  endorsements.  It  must  be 
remembered  that  the  drawer  and  all  the  successive 
endorsers  are  each  of  them  liable  to  pay  the  full 
amomit  of  the  bill  if  it  should  be  dishonoured  by  tbe 
acceptor  at  maturity.  A  good  Bill  of  Exchange  con- 
taining the  signatures,  in  one  capacity  or  another,  of 
several  firms  of  established  reputation  furnishes  a  triple, 
quadruple,  or  even  greater  combination  of  guarantors  for 
ue  payment  of  the  amount  of  tbe  bill  at  maturity.     The 
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favour  witih  ^riiieh  Bamkers  regafd  good  biSs  as  a  cemnsri]- 
ent  form  of  temporary  liquid  iDveBtment,  is  thus  easily 
ootnprehenaible.  It  will  also  be  obvious  lo  1die  etudant 
that  the  Bill  of  EiEchange  offers  asimplfl  itnd  efGcaeiaiB 
device  for  finfotaiiig ' commercial  transaotioos,  the  afioe|itor 
t£  the  bm  freqoea^y  having  the  i^portcmity  d  setiiug 
the  goods  against  '«^<^  the  bill  Ib  diaTii  before  he  bas 
to  provide  for  the  paymeat  of  it. 

Oie  ordinary  fomi  of  sn  "  Iidand  "  Bill  of  Eixtshange  <t^ 
one  dra-WB  ior  use  in  tbis  conntry)  is  given  on  page  19S. 

Tbis  biH^onld  fall  due  on  November  30,  1906  {allow- 
ing {or  tha  three  "  days  of  grace "),  aod  would  used 
ertdorsement  by  Messrs.  Heytvood  &,  Flatts. 

The  oircumstanoBB  out  of  which  such  a  bill  mi^t  be 
assumed  to  arise  woold  be  tiiat  Mr.  John  Haiman,  lra«ing> 
as  the  result  of  some  transaction,  become  libe  debtor  of 
Messrs.  Heywood  &  Platts,  the  latter  bave  "^drawnnpon" 
him  for  the  amoiiKt  due  by  means  of  a  t»ll  as  ilhisb^ted. 
In  due  course  Me.  John  Haiman  will  "  accept "  the  bill 
by  writing  his  signature  across  it,  with  or  wit^KOit  the 
word  "  accepted." 

On  ma^mty  the  bill  will  be  presented  by  "tiie  holder 
of  it  '(ususjiy  through  the  Bankers  of  studi  iholder) 
wherev-er  M  'has  been  made  payable  by  :tbe  drawee.  If 
the  sicceptor  has  made  the  acceptance  payal)le  >at  his 
Bankers,  ^but  an  its  maturity  has  not  irafficieut  funds 
with  the  latter  to'mest  the  IhU,  they  will  refuse  to  pay  it, 
and  the  trill  win  consequently  beanatoroed '"disboODnred" 
&>  the  bolder.  Befere  being  rebimed,  it  'will  be  bauddd,  in 
flie  E^seace  Of  instructions  to  incur  no  charges,  iy  the  ct4- 
Isctiu'g  Banker  to  a  Notary  Public,  in  order  that  the  latter 
may  huuself  re-preaeat  the  bill  to  the  bauk  in  qirostion,  and 
may  f<»rmal}y  i^oord  the  fact  of  its  having  been  dia- 
bonoured.  The  Notary  Public,  in  such  a  oase,  attaches  a 
small  gummed  ticket  to  the  bill,  containing  his  name,  a> 
note  of  his  charges  (usually  a  few  sbiUings)  for  "notia,^' 
non-payment,  togstiier  with  the  reason  given  for  «uch 
non-payment  upon  presentation  of  the  bill.  The  holder 
of  the  bill  is  allowed  one  clear  day  in whiohto endeavour 
to  obtain  payment  from  any  of  the  pajrties  to  the  bill,  it 
subsequently  desired,  the  Notary  is  than,  after  the  aJ>0ve 
lormalities,  in  a  position  to  draw  up  a  formal  document, 
a  ".Pretest,"  setting  forth  that  the  bill  baa  not  been 
met  at  maturity;  in  the  case' of  aninlond  bill,  iheextara 
ffspense  entailed  by  this  procedure  is  vary  seldom  deemMl 
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necessary,  except  in  oases  where  legal  action  to  enforce 
the  bill  is  oontemplated.  "  Foreign "  bills  (t.  e.  bills 
drawn  or  payable  abroad)  are  almost  invariably  "pro- 
tested" as  well  as  "  noted,"  as  the  formal  protest  beoomes 
legally  necessary. 

Upon  the  dishonoar  of  a  bill,  the  holder  con  call  upon 
the  drawer  or  any  of  the  endorsers  to  pay  it,  but  any 
person  hable  by  reason  of  bis  signature  appearing  on  the 
bill  can,  if  he  honours  it  himself,  recover  the  money  from 
any  of  the  other  persons  liable  on  the  bill  previously  to 
himself,  e.  g.  an  endorser  honouring  a  bill  can  recover  the 
money  from  any  other  endorser  whose  signature  appeared 
upon  the  bill  prior  to  his  own,  or  from  the  drawer  of  the 
bill,  or  from  the  Exceptor  himself.  Similarly  the  drawer, 
if  called  upon  to  pay  the  bill,  can  recover  from  the  ac- 
ceptor. The  holder  of  a  dishonoured  bill  must,  immediately 
upon  its  dishonour,  give  notice  of  the  fact  of  such  dis- 
honour to  all  persons  liable  upon  the  bill  (except  the 
acceptor)  as  otherwise  they  may  become  legally  reheved 
from  iiatiihty  to  pay  the  bill. 

The  charges  for  noting  must  be  paid  by  the  holder  of  a 
dishonoured  bill  to  his  Banker  in  the  first  instance,  but, 
together  with  the  amount  of  the  bill  itself,  they  can  be 
thereafter  recovered  from  the  persons  liable  on  it. 

A  dishonoured  bill  is  frequently  "  renewed,"  in  whole 
or  in  part,  i.  e.  a  fresh  bill  for  the  amount  agreed  upon  is 
given  between  the  original  parties.  This  fresh  bill  ranks, 
however,  for  book-keeping  purposes,  as  a  new  transaction. 
E'oreign  bills,  i.  e.  bills  drawn  in  one  country  but  be- 
coming payable  in  another,  resemble  inland  bills  in  their 
main  characteristics,  but  are  the  subject  of  certain  special 
circumstances  In  practice.  Foreign  bills,  e.  g.  bills  drawn 
in  Japan  upon  a  merchant  in  London,  are  frequently  dis- 
oounted  by  their  drawers  with  foreign  Banks  directly  after 
they  have  been  drawn  and  before  they  have  been  aoc^ted, 
the  Banks  relying  in  these  cases  upon  the  reputation  of 
Qit  drawer,  and  upon  his  ability  to  pay  the  bill  if  it  is 
subsequently  returned  to  them  unpaid.  Such  bills  are 
truismitted  by  the  foreign  Banks  to  their  bankiDg  corre- 
^londents  in  this  eonntiy  for  presentation  on  their  behalf 
to  the  British  firms  «.pon  whom  they  are  drawn.  If,  yih&i 
a  bill  so  reaches  London  for  acceptance,  the  person  uptrn 
whom  it  is  drawn  refuses  to  accept  it,  the  same  conse- 
quences ensue  as  if  the  bill  had  been  dishonoured  at 
maturity,  i.  e.  the  drawer  beoomes  immediatoly  liable  to 
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pay  it,  uid  the  eDdorBors  (if  any  than  he)  also  become 
liable  to  bocour  it,  DotwithstBJiding  the  laot  that  its 
nocaioal  due  date  has  not  yet  arrived,  and  tbe  bill  paeies 
atooce  to  a  Notary  for  "aottng"  and  "proteit" 

A  British  merohant  upon  whom  a  bill  has  been  drawn 
by  one  of  his  foreign  oiediton  caDDot  be  compelled  to 
acoept  tbe  bill  by  the  Bank  holding  it,  bnt  his  refouJ  to 
accept  it  %tou1X  id  ordinary  ciroomstaaoea,  be  detri- 
meat&l  to  the  credit  of  the  foreign  drawer.  If,  ai  between 
tuba  drawer  and  himself,  there  is  a  general  arrangement  for 
the  acoeptaoce  of  bills,  refusal  to  oairy  out  such  an 
arrangetoent  renders  the  British  merohont  liable  to  be 
sued  lor  damages  to  tha  extent  of  the  loss  entailed  to 
the  foreign  drawer. 

Foreign  bills  are  oeoasionally  drawn  in  duplicate,  or 
even  in  tripliosle,  this  precaution  being  effeotad  in  caae 
one  of  the  set  of  bills  should  become  lost  in  transit  to  this 
country.  The  practice  of  drawing  foraigit  bllli  Id  sets  is 
not  eo  prevalent  as  in  former  yesars,  except  perhaps  in 
the  ease  of  Bnssio.  The  regularity  and  Tali(d>ility  of 
tha  modem  postal  services  have  rendered  such  pre- 
cautionary measures  less  necessary.  In  caaes  where  a 
hill  is  duplicated  the  drawee  will  only  "acoept"  one 
of  the  set  of  bills,  and  is,  of  course,  only  liable  upon 
the  one  he  accepts.  The  drawer  is,  however,  liable  upon 
each  of  the  duplicates  of  triplicates  in  the  event  of  ^ir 
being  fraudulently  separated  and  negotiated. 

Where  bills  are  drawn  in  duplicate  it  frequently  happens 
that  the  *' first "  of  the  set  is  presented  to  the  lUawee  for 
acceptance,  aud  that  the  "  seoond "  bears  the  endorse- 
ments ;  this  ooctirB  owing  to  the  fact  that  the  set  of  bills 
has  become  separated  at  some  period  of  its  ezistanoe 
for  safety  in  transmission.  In  such  a  case  the  "flrEt" 
and  "  second  "  together  constitute  one  complete  bill,  and 
the  fact  of  the  acceptance  and  the  endorsements  appear- 
ing on  separate  parts  of  the  bill  is  immaterial  to  its 
validity. 

When  a  merchant  abroad  ships  goods  to  this  country 
he  very  freqasntly  draws,  and  a^ls  to  hit  local  Banker,  a 
Bill  of  Exchange  drawn  upon  tibe  British  mcEchant  to 
whom  the  goc^s  have  been  dipped,  payable  after  a 
eertun  given  period  of  time,  such  bill  heong  drawn,  in 
many  cases,  for  the  full  invoice  price  of  thegoods,  and,  in 
other  cases,  for  a  portion  only  of  the  invoioe  price.  In 
Older  to  render  this  bill  acceptable  to  the  fca'eign  Bank  to 
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which  it  is  presented  for  purchase,  the  foreign  dniwei 
attaches  to  the  bill  the  "  bills  of  lEbding,"  repreeentiDg  the 
goods  shipped.  These  "BiUs  of  lading  "  are  the  "  negoti- 
able docnments,"  oonferricg  the  right  to  the  ownership  of 
the  goods  placed  on  board  the  vessel  employed  to  bring 
them  to  this  country.  In  so  receiving  &e  bill,  "  with 
documents  attached,''  the  Bank  also  secures  the  right  to 
deal  with  the  goods  against  which  the  bill  has  been  drawn, 
and  thus  a  valuable  and  tangible  security,  in  addition  to  the 
drawer's  personal  responsibility,  is  obtained  by  the  Banker 
when  dealing  with  bills  of  this  class.  If,  upon  reaching 
this  country,  the  bill  is  dishonoured  by  non-acceptance, 
the  British  agent  of  the  foreign  Banker  can  at  once  sell 
the  goods  on  behalf  of  the  foreign  Banker  on  the  British 
market,  and  the  deficit  then  apparent  (if  any)  can  be 
recovered  abroad  by  the  foreign  Banker  from  the  drawer 
of  the  bill. 

Such  bills  are  termed  "  Documentary  bills,"  and  a  very 
considerable  part  of  the  settlements  for  goods  imported 
into  this  country  is  effected  in  this  way.  Where  the 
British  drawee  of  each  a  documentary  bill  is  of  established 
reputation  the  Bank  holding  the  bill  will  freqaently 
snrrender  to  him  the  bills  of  lading  (t.  e.  release  to  him 
the  goods  previously  held  as  security  against  the  bill)  on 
receiving  back  the  bill  duly  accepted;  if,  however,  the 
drawee  is  not  considered  to  be  financially  strong,  the 
British  Banker  holding  the  bill  will  retain  both  the  bill 
(when  accepted)  and  Uie  goods,  releasing  to  the  drawee 
portions  of  the  latter  in  exchange  for  cash,  as  and  when 
received,  or  permitting  the  drawee  to  redeem  the  bill  in 
cash  .(and  obtain  the  goods)  at  any  time  before  its  actual 
due  date,  subject  to  an  allowance  to  him  of  interest  on 
such  prepayments. 

The  payment  of  a  bill  before  it  is  legally  due  is  styled 
"taking  up  a  bill  nnder  rebate,"  and  the  allowance  of 
interest  upon  such  prepayments  is  termed  "Bebate." 

A  form  of  foreign  bill  drawn  in  triplicate  is  given  on 
the  oj^site  pEige. 

Tb^  period  of  time  after  the  expiration  of  which  a  bill 
falls  due  is  termed  its  "Tenor,"  and  the  following  are 
some  of  the  principal  tenors  employed — 

"On  Demand"  means  that  the  bill  is  to  be  paid  im- 
mediately on  presentation  to  the  drawee,  without 
the  usual  days  of  grace. 

**  At  Sight "  has  the  same  significance  as  "  on  demand.' 


CHEQUES  AND  BILLS  OF  EXCHANGE    197 
FOREIGK  SILL  OF  EXCHAKGE  IK  A  SET. 


,ia^rf-<^  .itfy.^...^ar.._,    ...^     /e.-j-y-.     g..,^.,.^     ^^_.v.^.     ft 


^.^  L/V^J**^  l>^/^**^ 


J/y^,'il>KJii 


in-^iLr^  .A^-^^jU,.  i^  jSU^* 


198       BOOK-KEEFINB  AND  ACCOUNTS 


IF 


£i.    S  .IS 

a'2  £     'T'  S  s'f 


.£2  S 

lo||2  li    :^'      "  ■' 


I    a-e  So  e 


lilitlMilllIrl 


8l3j|  I  iiflllp  ^lii 

®  S  «>  Si*g  ?  =■  ^  *  o  « 

::  ::  I  I 


"■sail 


III 

-il 
III 


s|i 


1  i  I  -  If 


|H 

\ 

i  1 

1    &  i 

It 

ill 

X       /^ 

1    .= « 

'  il 

^t 

i 

p:h»Google 


Uou  tad  coBdiUosa  it  FmI  btnoT  tn  tLi  liL* 
^3'**-£^         fiilli  s(  Uiliii(  >U  of  Ibu  Udm 


1(1  Aim  l»jrni.(.^«(f 


-  tl  tMi>,  UCM^  CIM  Jt-r  » 


ivGoti^le 


p:hy  Google 


CHEQUES  AND  BILLS  OF  EXCHANGE    199 

"Hum  Itontlu  Aft«T  Ihtt«"  means  that  the  bill  be- 

oomes  due  three  months  after  the  date  appearing 

upon  it,  subjeot  to  the  allowanoe  of   the  three 

"  days  of  grace,"  as  already  explained  (page  26).* 

"At  Sixty  Dayi'  fiigfat,"  or  Sixty  Sa^s  After  Sight, 

means  that  the  bill  is  payable  sixty-three  days 

(inolading  the  three  days  of  grace)  after  it  has 

been  presented  to  the  drawee  for  acceptance. 

Bills  payable  at  sight  or  in  three  to  seven  days  are 

termed  " Short  Exchange"  whilst  those  at  sixty  days  or 

upwards  are  oallad  "Long  Exchange  "  Bills, 

As  between  diETerent  oonntries  oertdn  definite  periods 
of  time  have  become  reo<^nized  as  the  oastomacy  tenor 
for  bills  drawn  between  sach  ooontries;  in  these  cases 
the  customary  period  of  time  is  termed  the  "TTsaoM" 
for  bills  drawn  between  those  partioulai  countries.  The 
nsanoe  omrrent  between  any  two  particular  oountries 
depends,  of  coarse,  upon  the  nature  of  the  transaotions 
between  their  respective  meiohants,  upon  the  average 
time  necessary  to  transmit  goods  and  letters,  and  upon 
other  similar  oircumstanoes,  e.g.  the  "  Usance"  between 
the  United  States  of  America  and  London  is  "  sixty  days 
after  sight."     Soo  Notes,  p.  204. 

Two  types  of  bill  which,  although  not  nnoommon,  are 
not  popnuir  in  financial  circles  are-— (1)  "  Aeoonuaodatlon 
Bills"  (familiarly  known  as  "Kites"),  and  (2)  "HonM 
Bills  "  (picturesqaely  described  as  "  pig  on  pork  ").  The 
former  bills  are  merely  expedients  for  obtaining  loans, 
and  are  drawn  for  the  accommodation  of  one  or  other, 
or  both,  of  the  parties  thereto,  and  do  not  represent 
any  genuine  "  value  received."  The  latter  are  bills  drawn 
by  a  firm,  or  limited  company,  on  itself  as  between  different 
blanches  or  agencies.  Both  these  forms  of  bill  are  drawn 
solely  for  the  purpose  of  being  discounted  by  one  or  other 
of  the  parties  thereto  in  order  to  obtain  the  use  of  the 
resulting  proceeds. 

In  contrast  to  the  legitimate  trade  facilities  afforded  by 
the  Bill  of  Exchange  in  its  genuine  form,  these  latter 
types  of  bill  illustrate  the  dangers  attached  to  instni- 
mente  of  credit  which  can  be  created  for  speculative 

*  Tbe  sre»t  nuijority  of  ialand  trada  billa  &re  dated  on  Iha  firit 
of  a  moiSh,  and  fftll  due  thereCore  on  the  fourth  of  a  month.  So 
pi'CTalent  hu  thii  practioe  become  that,  in  tbe  yearl;  uialyais  of 
the  London  ClaarinK  Home,  the  figotM  lor  tbe  fonrth  day>  ot  eaoh 


ringt 
month  are  teparate^  8t«ted. 


hyGoogle 


200         BOOK-KEEPING  AND   ACCOUNTS 

purposes  and  without  real  produce,  or  any  genuine  trading 
transaotions,  behind  them. 

The  ad  valorem  etamp  duty  payable  on  Bills  of  Exchange 
18  as  follows — When  the  amount  due 
Does  noil  exceed  £5,  the  stamp  required  is  . 

Exceeds  £5    and  does  not  exceed  £10    . 
,,       £10        „  „        „         £26     . 

„       £26        „  „        „         £60    . 

„       £50        „  „        „         £76     .    9d. 

„       £75        „  „        „        £100    . 

and  Is.   tor  every  £100   and   every  fractional  part   of 
£100  when  the  bill  exceeds  £100. 

Bills  of  any  amount  payable  "  At  sight,"  "  On  demand," 
"  On  presentation,"  or  within  "  three  days  after  date  on 
sight,"  neod  only  a  twopenny  stamp. 

If  the  bill  covers  interest  as  well  as  principal,  the  stamp 

need  only  cover  the  latter,  unless  the  actnal  amount  of  the 

interest  ts  included  in  the  amount  of  the  bill,  in  which 

case  a  stomp  to  cover  the  fall  amount  must  be  affixed. 

Pbomissobt  Notes 

One  other  form  of  "  negotiable  instrument "  which  is  to 
be  met  with  in  commeroiu  practice  requires  brief  mention, 
viz,  the  Promissory  Note. 

A  form  of  Promissory  Note  is  given  on  page  193,  and 
its  nature  can,  to  a  large  extent,  be  gathered  from  the 
wording  employed  in  the  document  itself. 

A  Promissory  Note,  drawn  as  above,  is  a  "  negotiable 
instrument,"  and  legal  title  to  it  can  be  acquired  by  a 
porchaser  in  good  faith  and  for  value,  just  as  is  tjie  case 
with  a  Bill  of  Exchange. 

A  Promissory  Note  tlwt  is  made  payable  "  to  order  "  (as 
above)  requires  endorsement  in  the  usual  manner  by  the 
person  to  whom  it  is  expressed  to  be  payable.  Promissory 
Notes  are  not  usually  drawn  "  to  bearer  "  except  in  the 
case  of  bank-notes;  a  bank-note  is,  in  its  legal  aspect, 
a  Promissory  Note  payable  to  bearer  on  demand  issued 
by  a  Bank,  and,  being  payable  "  to  bearer,"  does  not,  of 
course,  need  an  endorsement. 

The  legal  position  of  all  parties  whose  names  appear 
on  a  Promissory  Note,  as  regards  their  liability  to  pay 
it  to  a  third  person  holding  it,  corresponds  with  the 
position  of  the  Gke  parties  in  the  case  of  a  Bill  of  Exchange. 
The  "  maker  "  of  the  Promissory  Note  corresponds  with 
the  "  acceptor  "  of  a  Bill  of  Exchange,  the  "  payee  "  of  a 
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Promissory  Note  with  the  "payee"  of  r  bill,  and  bo  forth. 
The  rales  set  out  above  as  to  "  dishoiuor,"  "  noting," 
and  "  protest "  apply  also  to  Promissory  Notes. 

The  employment  of  Promissory  Notes  as  commeroial 
paper  in  this  country  is  restricted,  and  documents  of  this 
nature  are  rarely  nsed  in  the  payment  of  commercial 
obligations.  Very  commonly  the  amount  covered  by  a 
Promissory  Note  is  payable  by  instalments,  upon  each 
of  which  three  days  of  grace  are  allowed. 

Promissory  Notes,  like  Bills  of  Exchange,  require  an 
ad  valorem  stamp  based  upon  the  amount  of  the  note. 
There  is  one  dinerenoe,  however,  between  the  rates  of 
duty  payable,  viz.  a  Bill  of  Exchange  payable  "on 
demand  '  requires  a  two- penny  stamp  whatever  be  the 
sum  payable,  whereas  a  Promissory  Note,  payable  on 
demand,  requires  to  be  impressed  with  a  stamp  based 
upon  the  sum  for  which  the  note  is  created. 

EXERCISES 

12a. 

Cheques. 

1.  Define  %  Cheque. 

2.  Explain  whj  payment  hy  Cheque  ha«  attained  k>  great  b 
v<^ue  in  this  countrj.  ControBt  the  advantagea  of  a  Cheque  as 
compared  with  those  of  a  bank-note. 

3.  What  is  the  difference  between  a  Cheque  drawn  "  to  order" 
and  one  drawn  "  to  bearer  "  t 

4.  Give  a.  form  of  Cheque  drawn  by  V.  Montaomery  on  the  United 
Banking  Company  of  Great  BriUin,  Ltd.,  London  for  £1,048  19<.  4if. 
dated  May  1,  1909,  payable  to  the  order  of  H.  Milei. 

5.  What  is  a  negotiable  inaCniment  T  Contrast  the  poeition  of  a 
person  who  has  issued  a  docoment  undertaking  to  pay  a  aum  of 
money  to  a  specified  person — (t)  when  this  document  ia  a  negotiable 
instrument,  (2)  when  the  document  ia  not  a  negotiable  instrument, 
aBsumins  in  each  case  that  the  document  in  question  has  been  duly 
endorsed  and  has  been  subsequently  stolen. 

6.  Mention  five  different  types  of  negotiable  instruments. 

7.  Is  a  Cheque  drawn  to  the  order  of  J.  Jones  and  endorsed  by 
the  latter  a  negotiable  instrument?  Isa  "Bearer"  Cheque  anegotl- 
able  instrument  T 

8.  Explain  the  general  form  and  uses  of  a  "  Crossed  Cheque. " 

9.  What  difference  esisU  as  regards  the  legal  effect  between  a 
Cheque  crossed   "Coutta  ft  Co."  and  a  almuar  Cheque  croaaed 
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10.  DoeB.tha  hct  tiiat  the  wonU  "aot  D^DtmUB"  ippear  on  a 
Cbeaoe  abaolutel;  forbid  its  being  trangfetTsd  hg  ooe  perBOO  to 
BOWHier  T    To  what  eitentdo  lh«ee  words  affect  trauBfera  ol  Cheques 


2.  What  stamp  is  oeceuarf  upon  a  Cheqna 


ff  hat  legal  steps  must  be  immediately  taken  by  the  holder  of 
a  uneque  that  is  dishonoured? 

4.  Explain  the  following  terniB  wvitten  by  Bankers,  upon  occasioD, 
OD  Cheques  presented  to  them — 

"R/D";  "N/S";  "Account  closed." 

5.  Explain  the  following  terms— 

"Effeeta  not  clewed";  "Words  and  fignrea  diffiar." 

6.  "Upon  Aie  happening  of  what  events  may  a  Bankernpon  whom 
it  is  drawn  refuse  to  hononr  a  Chei^  &lthongh  gtrfficient  money  to 
pay  it  IS  standing  to  the  credit  tif  hu  customer^  account? 

7.  Eimlain  to  what  extent  a  Cheque  and  a  Bill  of  Exchange 
poBscBa  tbe  mme  characteristics,  and  to  what  extent  the;  differ  la 
form  and  use. 

S.  Is  it  possible  to  "cross"  b  Bill  of  Bxchaage  or  a  Promissory 
Nfite-! 

9.  Is  it  neceesary  that  Cheques  shonld  invariably  be  drawn  upon 
Hio  engraved  forms  supplied  by  each  Bank  to  its  customers  ? 

10.  'Give  a  form  of  Cheque  which  includes  a  form  of  receipt  to  be 
signed  at  the  Foot  fay  Hie  payee  of  the  Cheque.  Briefly  discuss  the 
advantages  of  Cheques  of  this  type. 

12c. 
Buxa  OF  ExCEAHflB. 
I.  De&te  a  BHl  of  Biobat«e. 

!.  Bxfdain  brieiy  why  BiBs  of  Eiehaige  are  used  to  bo  large  an 
extent  in  tbe  settlement  of  commercial  transactioos,  stating  the 
benefits  obtained  by  the  drawer  and  the  drawee  when  using  this 
method  of  discharging  the  obligations  between  them. 
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CBEQVSS  ^yi>  SILLS  OF  ETCSA29&E   SOS 

■honimr— (1)  (4  an  M«>d  bill,  (2)  of  »  fomgn  biD  dmna  opca  a 

BWTcbKDt  in  tUa  'coiuttiy  I 

fi^  Bxplaiu  tbelikbifity— (1)  of  anaeoaplor  <A  a  bill,  (^  ot  tlM 

drawer,  (3)  of  the  andorsera.     Compare  the  poaitianB  of  thai  penoDi 

—  Tesar^  li^iHty  -npmi  the  bflL 
0.  Wbati«<meanttn'a'"docaiiieiitaTf  "'billt  Whjiait fre^aavUr 
K«t  to  dixMOitt  «  aooninsitaiy  tall  witli  a  Baiilcar  ttan  it  ia  M 


discoant  a  similar  bill  without  ' '  documents  attached 

7.  WflKuitCo.ofCUoattaonMajl,  t90>,BeUaDdibn>ltoBrtnrD 
Srotihecs  of  Lnndon  iby  as.  Soegiy  a  iniantftj  of  jnte  hr  £1,000. 
AgakiaC  tMB  wbipiieM  Uiay  draw  m  bul  ^iqtou  Browa  finOSien  at 
three  moDthe'  date  for  £600,  "witii  dtKjamBiita  attetdiod  "  in  farout 
of  the  National  Bank  of  India,  and  diacount  the  bill  with  the  National 
Baob  of  India,  Calcutta,  for  £885.  Explain  the  nature  of  thla 
trangaction,  give  the  form  of   the  bill,  and   abow  the  entries  (is 

rands  sterling)  requisite  to  correctly  record  the  matter  in  WilsoD 
Co.'s  books. 

8.  Show  the  entries  requisite  to  record  in  Brown  Brothers'  books 
the  various  trangactiouB  set  forth  ID  Qoestion  7,  iocludlDg  payment 
of  the  bill  at  maturity. 

9.  Explain  the  functions  of  a  "  Notary  "  so  far  as  they  relate  to 
Bills  of  Exchange. 

10.  What  is  meant  by  the  terms  "  uiance"  and  "tenor  "  bs  ap- 
plied to  Bills  of  Exchange!  £x{>l»ia  the  following  terma  used  in 
connection  with  Bills  of  Exchange — 

"At  sight," 
*  On  demand," 
"  Sixty  dajB  after  sight," 
"  Three  months  after  Date,'* 
What  are  "  days  of  grace  "  t 

12d. 

BlUU  «F  EXCHANOX  AND   PkOMISSORT  tiCffSR. 

1.  What  stamp  duty  ia  payable  npon  Inland  Bi&  'of  £>chaitgB 

drawn  for  the  following  snniB— 

£7S ;  £100 ;  £100  \bs.  ;  £2,000  ;  £3.461  ISs.  2<i 
May   "postage  and  inland   revenue  stamps"   be  used    for  tliese 
billa! 

2.  What  stampdnty  is  payable  upon  the  following — 

(1)  A  Bill  of  Exchange  for  £1,000  drawn  payable  "on  demand," 

(2)  A Promisaory  Not*  for  £1,000  made  payable  "on demand  !" 

3.  What  is  a  "  Promissorj-  Note  "  t 

4.  Give  a  form  of  Promissory  Note  for  £500  signed  by  Owen 
Meredith,  payable  three  months  after  date,  dated  June  1,  1909,  to 
the  order  ot  Rhja  Brothers. 

5.  Compare  (1)  the  charactcriatica  and  (2)  the  modem  commercial 
use  of  Promissory  Notes  and  Bills  of  Exchange. 

6.  Is  a  Promissory  Note  a  negotiable  inatrumentT    Is  a  Bill  ol 
Exchange  a  negotiable,  instrument!    To  what  extent  do  the  re- 
spective liabilities  of  the  various  parties  to  a  Bill  of   Exchange 
compare  with  their  liabilities  if  a  Promiasory  Note  had  been  used  in  , 
the  place  of  a  Bill  of  Exchange  1 

7.  Define  a  "bank-note,"  Does  a  Bank  of  England  note  require 
an  endorsement  T 
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8.  Upon  a  Bill  of  Exchange  being  dishoDoured  by  the  acceptor, 
and  bemg  paid  by  the  laat  endoraer  to  the  holder  of  the  bill,  what 
remedies  has  Enich  laat  endorser  against  the  other  persona  whose 
□amea  appear  on  the  bill? 

9.  Defiae  "  Acooniinodation  Bllli"aDd  "  House  Bills,  "and  explain 
the  circumBtances  out  of  which  the;  uaually  arise.  Are  such  billa 
regarded  by  Bankers  with  the  same  d^ree  of  favour  as  other  Bills  of 
Exchange  ! 

10.  Why  are  good  Bills  of  Exchange  regarded  with  such  fav 


Th«  lenn  "Usani!*"  is  raplilly  becom 
nd  •'  D»jB  oC  OracB"  ate  pr«dti™ily  » 
hortl;  dtaippear  Id  this  countrf ,  as  tlie] 

ing  obsolete,  and  tables 
Tare  !diwdj^tn  many"" 

will  probabl; 
intrlts. 

Noil 

iB 

For  the  pnrpoie  of  Bnancing  the  war 
Moimts  in  tho  form  of  rr,«.*ry  BUI.. 

ID  eltsot,   ue  promlBBorj 

r  aot«e  of  ths 

inteiFst  equlTalaul  tor  purchasen.  Tbus,  if  the  olTlcial  d»Ioni 
i»  fl  %  p.*.,  the  ooat  of  a  twelve  iiioiitha'  TreaaiiiT  Bill  tor  £ 
£940,  and  OD  maturily  tlis  Tiessury  would  cash  the  bill  for  £1,000. 
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CHAPTER  XIII 

SnfOLE   EHIBX   BOOK-EBBPINO 

It  was  pointed  out  to  the  student  in  Chapter  I  that  no 
Bystem  of  oook-keeping  can  be  deemed  satisfactory  which 
does  not — (a)  furnish  a  continuous  record  of  transactions ; 
(b)  show  at  any  time  the  amoants  dae  to  and  &om  the 
varions  persons  dealt  with;  (c)  show  clearly  the  values 
placed  npon  the  assets  and  property  employed  in  the 
Dueinesa,  together  with  the  additions  thereto,  and  the 
wastages  in  value  which  take  place  from  time  to  time; 
and  (a)  provide  the  means  of  ^ouping  together,  at  any 
time,  the  totals  of  the  transactions  recorded,  so  that  the 
trading  result  for  any  given  period,  and  the  financial 
position  at  its  close,  may  be  readily  ascertained. 

The  only  method  of  book-keeping  which  can  claim  to 
fulfil  these  requirements  aatisfactoruy  is  the  Double  Entry 
system.  The  Single  Entry  system,  which  it  is  the  purpose 
of  this  present  chapter  to  consider  brieSy,  even  at  its  best 
quite  fuls  to  satisfy  the  laet  condition  set  ont  above  (d) ; 
for  this  reason,  if  for  no  other,  its  rejection  as  a  satisfac- 
tory system  for  a  business  man  to  employ  is  inevitable. 

The  so-called  system  of  "  Single  Enti^  "  is  difficult  to 
explain  to  the  student,  as  no  fixed  rules  or  scheme  can  be 
formulated  where  no  reliable  underlying  theory  exists,  as 
is  the  case  with  "  Double  Entry  "  book-keepiog.  In  fact, 
in  almost  every  case  where  books  are  Kept  by  some 
method  other  than  "  Double  Entry,"  they  are  said  to  be 
kept  npod  the  "  Single  Entry  "  system  ! 

Single  Entry  book-keeping,  or,  to  be  more  strictly  accur- 
ate. Single  Entry  book-keeping  plus  a  modicum  of  Double 
Entry  methods,  is  still,  unfortunately,  to  be  found  some- 
what extensively  employed  in  many  small  businesses 
where  but  little  attention  is  paid  to  the  books ;  and  faulty 
though  these  methods  undoubtedly  are,  they  consequently 
need  some  brief  examination  both  from  the  student's  and 
the  practising  accountant's  point  of  view. 
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Pure  "  Single  Entry"  book-keeping  scarcely  exists  in 

Eractice,  the  system  usually  niet  with  under  that  name 
^ing  a  compound  of  Single  and  Double  Bntry.  The  former 
system  deals  only  with  accounts  having  a  personal  aspect, 
and  in  pure  Single  Entry  book-keeping  the  only  book  kept 
would  be  a  Ledger  containing  personal  accounts  opened 
for  the  parties  with  whom  the  trader  deals ;  such  a  Ledger 
would,  as  regards  form,  correspond  with  the  ordinary 
"  Personal "  Ledger  as  used  in  Double  Entry  book  keeping. 
Only  one  entry,  i.  6..  the  one  necessary  in  the  personal 
account  of  the  party  dealt  with,  would  be  made  upon 
tfa«  ofieunrence  oi  each,  traosaction. 

It.  will  be  obvious  that,  iik  the  majprity  of  businesses 
using  Single,  Entry  methada,,  this  pecaojitJ  Ledger  would 
not  lumiSi  an  aldequate,  record  even  for  trhe  barest, 
neoassitiea  of  a  smaU.  business;  aa  iji&sion  of  Double- 
Slntry  methods K  albeit  a  partial  one,  i^  therefore  added' 
to  the  Single  Entry  system  pure  and  simple,.  A  Gash- 
Book,  kept  as  in  Double  Entry,  is  an  indispensable  neces- 
sity, andlt  isi.tberefore,  included  in  tbis^ composite  Singte 
Entry  system,, altbough  methodical  posting  from  the  Gash 
Book  to.the  Ledger  £es  not.  take  place  in  every  instance. 

A  Personal  Ledger  is.  kept,  as  in  pure  theoretical  Single 
Entry.  Entries  in,  the  Cash  Book  referring  to  personal- 
aooounta  {i.  0.  moneys-  received  from  debtors  and  paid  ta 
creditors),  are.  posted,  from  the  Gash  Book  to.  the  accounts 
in.  tlie  Person^  Ledgenjust.  as  is  the  case  in  Double  Entry 
book-keying..  Cash.  Book  entries  rating  to  accounts 
other  thsji  personal  ones  («.  g.  those  relating  to  nominal 
aecQunia  such,  as  "  Machinery,"  "  Salaries,"  etc.)  are  not. 
posted  to:  any  Ledg^  accounts.  Ko  "  nominal "  accounts 
whatever  are  kept  with  the  exception  of  the  Ca.sli  Book, 
nor,,  with  the  exception  of  the  debtors,  are  any  accounts. 
kept,  to  record  the  assets  owned  b,y  or  used  in  the, 
business. 

"Purchases."  Books. and  "  Sales"  Books  are  practical' 
necessities  for  any  business,  which  conduct*  any  part  o£ 
its.  operations  upon  credit,  and  these  books  are  conse- 
aoently  included  in  the  composite  Single  Entry  system ;. 
toe  puEchases  and  sales  effected  fu;e  posted  to  the  credit 
or  dJeblt.  of  the.  relative  cxeditor'S  or  debtor'^  personal 
OGcoucts.  in  the  Lei^er ;  but  the  Furcbases  and  S&les 
books  are  rarely  added  up,  and  even  iii  cases  where  the 
additions  have  been.  maSe,  the  total  arrived  at  is  not 
posted  anywhere  hoc  made:  use.  ot  in.  any  praotioal'  way. 
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Thftatadentnill  hftTft  QotiedbfaalitlMLOoinsoaileKv^alled 
Siagls  'EittiKf  BTstem  tbns  iUuatmled  proviaaB  th«  ioUonr- 
ing  aitasaaiaom  oid.y  wbk  ngutd  to  tbfr  MstiTtt  voting 
of  kbe  andflitekiBg — 

1.  A  raeard  of  Cttth  Beoa|)tB  udi  Faymanta  (Caah 
fio«ik>. 

S.  A  reoDEii  of  detkliaoi  vitfat  penDm  (Ledger). 

a.  fieoQcds  of  93ods  Dongfai  aad  sold  on  ovedit  ("  Pur- 
ohases"  Book  and  "Ssles"  Book). 
lUtmt  TOQords,  hnwever.  an  not  liokad  togatfaar  into  ooo 
^^atem.  and  Uw  w^o^  nalhod  16  diqoicted  and  iDOOBiflete. 

The  tntdiag  raemlta  attBtned  )sj  any  hsBJiieu  is  whi^ 
tiio  bocAa  ar»  kept  bj  Sioglo  Eatey  can  only  be  anived 
tX  tigr  tiH  wade  preeeBS  of  comparmg  tbe  tm^x'a  proMBt 
Dfife  worth  vith  iiis  fiuamaal  poHtiou  as  at  tomft  pcoviooa 
given  d^e;  tkedifFerence  between  the  two  "not  wortha" 
npreseatHig  the  net  gam  or  th»  oet  lota  en  tradiag  over 
tii«  ioleoted  period. acoording  as  the  preseDt  "^net  worth  " 
exceeds  the  jffeviooa  "  net  worth  "  or  fsJie  sborl  of  it. 
The  trader's  "net  worth,"  or  "  Cajntal,"  at  any  given  date 
IB  arrived  at  by  preparing  a  Balance  Sheet,  or  Statement 
of  Affairs.  For  this  purpose  the  trader's  books  ara  em- 
ployed as  far  as  ^w  go  (i. ».  for  ea^,  debtors  and 
creditors),  and  ttie  trader's  memory,  or  any  memoranda 
he  may  posaesa,  must  be  relied  upon  lor  particulars  of 
the  remainder  of  his  AsBets  ifi.g.  land,  boildiDga,  carts, 
horses^  etc.).  It  will  be  obvious  that  in  cases  where 
finaocial  atlatements  are  prepared  upon  sack  inchoate 
informatioQ  th^e  is  a  considerable  risk  of  error,  and  the 
omission  ci  various  material  kerns  threngh  forgetfulness 
is  by  oo  means  unlikely.  If,  in  either  of  the  twa  state- 
ments used,,  for  the  purposes  of  comparison,  there  is  any 
inaccuracy,  the  Profit  (or  Losaj  figure  arrived  at  by  means 
of  the  comparison  of  the  two  capitals  shown  in  them  is 
■pro  tanto  incorrect.  The  unscientific  nature  and  inherent 
weakness  of  this  method  of  preparing  Frofii  and  Loss 
statnoents  ia  thas.  evidant.  Xheare  exists  aisa,  in  this 
proeed^ue  a.£uxth«r  serious  defect,  which  ia,  however,  un- 
avoidable, in.  that  the  amouait  of  the  Frofiti  or  Losa  is 
necessarily  arrived  at  aa  a  single  net  figuxsv  al&SBiing 
no  detailed  information  whatever  as  to  how  tbe  trading 
result  has  adaen^  and  giving  no  useful  detaila  as  to  the 
varioQS  expenses  ioGurceii  in  carrying  on  the  business; 
the  sonroe  of  the  increase  or  detnjcase  in  the  Profit  or 
Losa  for  the  period  therefore  cannot  be  ascertained;  it 
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will  be  needleBS  to  point  out  that,  for  proctio&l  commercial 
purposeB,  atatements  prepared  in  Uiis  maimer  are  im- 
measurably inferior  as  compared  with  the  complete  and 
detailed  information  afforded  by  a  "  Trading  and  Profit  and 
Loss  Account "  compiled  under  Double  Entry  methods. 

In  Single  Entry,  owing  to  the  fact  Uiat  two  statements 
are  needed  in  order  to  ascertain  the  trading  result  (viz. 
one  at  the  beginning  of  the  period  and  one  at  the  end),  it 
will  be  obvious  that  the  certainty  of  error  is  involved  if 
the  former  of  the  two  statements  haa  not  been  properly 
prepared;  in  such  oases  it  becomes  necessary  for  the 
trader  to  endeavour  to  estimate,  after  a  considerable  lapsd 
of  time,  his  financial  position  at  the  previous  given  date. 
It  will  be  needless  to  further  emphasize  the  fact  that 
trading  results  arrived  at  upon  such  a  basis  cannot, 
under  any  oircom  stances,  be  regarded  as  reliable. 

By  way  of  illustration  two  Statements  are  set  out 
below,  showing  the  method  of  arriving  at  the  profits 
made  by  John  Smith,  whose  books  are  kept  by  "  Single 
Entry,"  for  the  year  ended  December  31, 1909 — 


JoHH  Smith. 
STATEMENT  OF  AFFAIRS,  December  31 

1908 

IdutUTiia. 

Smiiliy  CrMlltan... 
B.l»i«e(c»pi«l)-. 

£ 

• 

!' 

Michinery    and 

£ 

: 

d. 

OfflM  Fdtnlture,... 

Stoct  on  himd 

Sundry  Dehton.... 
CutiatBaDk 

% 

fi||l.60S 

• 

" 

l,eo<i 

" 

" 

During  the  year  1909  J.  Smith  drew  out  of  the  busi- 
ness, on  private  account,  £250,  and  at  the  close  of  the 
year  his  position  was  found  to  be  as  follows — 

John  Shith. 
STATEMENT  OF  AFFAIRS,  December  31,  1909 


LliWUTIH. 

SondiT  Cisditon... 
B»luiM(«»pltal)... 

£ 

8» 

0 

d. 

Hachin«7    and 

■   £ 

.. 

d. 

Stock  on  h»nd 

8uodi7  D-bWia.... 
CaahatBank 

440 
2.01B 

-7 

0 

^ 

a.MB 

« 

- 

0 
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The  inorease  in  the  "  Balance,"  or  Capital,  on  December 
31,  1909,  as  oompared  with  the  previoas  year,  is  £511. 
In  order  to  obtain  a  true  figure  of  profit  the  £250  drawn 
ont  of  the  buBiness  on  private  account  during  the  year 
must  be  added  to  this  increased  "Balance,"  aB  this  sum, 
bad  it  been  left  in  the  business,  would  have  increased 
the  Assets  to  this  extent.  In  this  way  we  get  at  the 
Profit  figure  for  the  year  ended  December  31,  1909,  viz. 
£544  -t-  £250,  i.  e.  £794. 

That  this  is  a  clumsy  and  ansatiefactory  method  of 
arriving  at  the  trading  profits  for  the  period  will  need  no 
further  demonstration.  No  details  are  available  for  com- 
parative purposes,  and  there  is  no  finality  about  the  iiesults 
arrived  at,  owing  to  the  impossibility  of  bringing  the  books 
kept  on  this  system  to  a  "  balance."  It  will  be  obvious 
to  the  student  also  that,  under  these  circumstances,  fraud 
is  more  easily  committed,  owing  to  the  absence  of  the 
various  salutary  checks  imposed  by  the  Double  Entry 
system. 

If  a  trader  has  kept  hie  books  upon  tbe  Single  Entry 
principle,  and  has  followed  the  methods  described 
above,  so  far  as  they  extend,  with  a  reasonable  degree 
of  exactitude,  it  is  possible,  by  various  adjustments,  to 
convert  his  incomplete  Single  Entry  book-keeping  records 
for  a  given  period  into  a  complete  Double  Entry  system. 

In  carrying  ont  the  practice  of  posting  the  personal 
items  from  the  Cash  Book  in  the  Single  Entry  system  to 
the  Ledger  we  have  already  seen  a  modicum  of  Double 
Entry  methods,  and  the  conversion  of  the  remainder  of 
the  books  from  the  one  system  to  the  other  consists  of 
the  extension  of  this  rule. 

Assuming  that  the  Cash  Book,  Personal  Ledger,  Pur- 
chases Book  and  Sales  Book  have  been  kept  (with, 
possibly,  Returns  Books  and  Bill  Books),  the  process  of 
conversion  from  Single  Entry  to  Double  Entry  proceeds 
upon  the  following  lines — 

1.  A  Nominal  Ledger  is  procured,  and  tbe  balances 
appearing  in  the  Statement  of  Affairs  prepared  at  the 
commencement  of  the  selected  period  are  entered  in  it, 
with  the  exception  of  the  cash,  debtors  and  creditors,  tbe 
necessary  records  of  which  already  appear  in  the  Cash 
Book  and  Personal  Ledger. 

The  opening  balances  are,  in  this  manner,  brought  into 
line  with  Double  Entry  principles. 

2.  In  the  Single  Entry  book-keeping  which  has  already 
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been  accam{diBhed^  sueb  ibUDs  kt  tbe  Cash  BckA  as  tetate 
to  piaBonai  accocntts,  haT&  been  diriy  posted  in  tbe  P»aonfil 
Le^BT.  lib  remams,  tbeWor^  to>  ge  ear^uUj  tturoucfa 
tbe  Gmk  Bode  and  to  posi  bo  appropriate  aeeounts;  to  m 
OfieiKdia  Id^  Nmiiiitat  Lodgerall  the  "  ituperewMil "  €a8fa 
Book  it«sis.  Ihe  Gash  Book  tlius  betumea  an  ordinoiy 
Double  Eotnr  Casb  Book,  and  the  kams  iiB  U  axe.  ds^ 
posted  aocoEoiaiF  t<3  Double  Satrir  methods. 

3.  Id  the  Single  Entry  work  tibeady  cairied  out,  tha 
Futchases  Bonk;  Sales  Bck^:  (amd,  po^libly.  the  BetBms 
aod  BiU  Books,  if  tba  samo  faaye  beeci  kept)i  have  beem 
enteved  up  and  posted  to  tlti&  Personal  Ledges  tvccoxnats 
k^  ^E  lb»  persona  wiJih  wkom  the  traaaaetioBS  vers 
effected.  TheaBbooksmayoFmaiyiiothavebeeaarddedup;, 
if  not.alrsadlyoompieted,  tiim  addltiasB  must,  be  made,  ancl 
the  totals  tkos  arriTed  »fe  m^sb.  be  posted  ia  the  Nominal 
Ledg^  to  ^ipropriate  ftecoiui.ta,  just  aa  Is  the  e!^e  in 
OTdioary  iWble  Entry  book-keeping,  e.  g.  the  Sales  Book 
must  be  added  up  and  the  total  of  the  sales  for  tbe  period 
posted  ta  tfae  cmdit  of  tito  ''Sales  Account,"  and  so  on. 
In  this  nanEnes  the  Double  Entry  for  tW  sa^,  purdlafies, 
etc-,  ifl  duly  sobieved,  ajid  these:  bodis  are  eonsequ^itLy 
^0'  brought  into  harmony  with  Double  Ehbry  pDiDcifJee. 

i.  Many  isolated  items  wiQ  probably  be  feiuid  In  tba 
"Single  Entry"  PeFBooalljedgeiiior  which  no  corapeosat- 
ittg  pcratinf^  has  been  effected,  soch  as  "  discount "  aJlowed 
Kid  received,  "returns"  inwards  and!  outward^ "" allew^ 
•ncee,"  "  transEars,"  from  one  ascount  to  anotker,  and  sa 
iorth.  Before  any  "  badanee  "  of  the  boQk&  cam  be  airi.'Md 
at,  it  is  neceraary  t&atr  tba  compensating.  BouUe  Statvy 
for  all  these  items  shall  be  com^ted.  Itema  of  this 
elBfifl  must,  thtttxtfotey  be  oaretully  pitted  out  from;  the 
^mjifms  acBennts.iD  Idie  Lectgeiri.and.eolla«ted  and.  analyzed 
ioto  ie^ia  upon  ^sheets  cd  papec  aecorddog  to  theli:  iiatu£» 
^.  ^  all  di^Huds  w4uch  have  been  allowed,  most  b<t 
picked  out  from  the  Ledger  upon  a  sheet'  headed  "  Dis- 
e<»uitK  ^loTReiS"X  The;  total  ^  eada  damt  of  item,  when 
ssoertainedr  mast  be  posted  to  Itft  ap;^opiriate:  aeoouat,  in 
the  Ledger^  and  upon  the  oonrect,  sid^  oS  that  wtsouat,  o.  rft- 
1^  total  of  "discoantaailow.ad,!'  arrived  at  by  thepioaeaa 
of  exttaotion  from  tbe.  Ledgw  described  above,,  must'  ba 

Eosted  to  the  debit  of  the  "  Disoouat  AoQ<»int."  If  pre- 
irredi,  tira  Be' entcias  can:  also,  o£  eonxeei.be' passed  thxeugh 
a  journal  if  it  is  desired  to>  a^roximata  to  Dgubte  £nl»j 
hoek^i^g  in  wary-  d^ni^ 
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5.  Any  oUiev  esbriaa  spctwriag  in-  tbe  '"  Kagl»  Enti^  " 
hocMa,  and  not  prerionaly  dealt  with  xxaSsr  one  or  other 
of  the  above  rm^s,  must  ha  brQoghb  ihto;  Double  Ikdiij 
aesal^kiaee  in  Ui:o  muui«:. 

Tbe  Eorogoin^  :3e*Biir«a  Karrine  besn  CE»neA  thnragb,  it 
will  be  reconiizod  that  their  comhined  efieot  is  to  oon^lete 
thfi  Double.  Entry  in  evety  ease^^-arfing  with.  the.  opeitixig 
bijaaeea  and  coatiniiuig;  Uurough  evo^  tianaa«tioB  to 
the  close  of  the  year  under  review.  A  complate  DoaMe 
Bbtry  system  haviog  t&us  been  broo^W  rnta  existence 
wheie  only  a  Singia  Entry  system  existed'  previously,  a 
'SJaaX  B&lance  caB  now  be  prepared,  foilowedby  a Bab^Mi 
Sheet  and  a  Profit  and  Ijoss  Account  prepared  in  A« 
ordinary  way. 

,The  "  Single  Entry  "  system  o(  bootrteeiahg  must  not 
be  confused  by  the  student  with  the  "  Single  Accooiat" 
method  otprepairifig- a.  Bailsnoe  Sheet.  ExaminatioEi  i»n- 
didates  not  inflre<^eBtly  confuse  the  two  terms,  which  are 
by  no  means  synonymous. 

As  the  student  will  loam  at  a  later  stage  of  his  career, 
BaJance  Sheets  are  sometimes:  prepared,  ia  aocordaooe 
with  the  requirements  of  certain  statutory  forms,  in  two 
or  more  sections,  and  the  name  given  to  this  method  of 
accounting  is  "the  Double  Account  System."  In  order 
to  distinguish  this  "  Double  Account  '  Balance  Sheet 
from  the  common  form  of  Baltua^:  Sheet  prepared  in  one 
single  statoiueat,  (Iik»  thoaa  SJaistsatedL  orii  page  122)^.  the 
term  "  Single  Account  System  "  is  sometimes  employed ; 
but  this  designation  has  no  ref^rMics-  ^atever  to  book- 
keeping by  Single  Entry  methods.  As  has.  been  previously 
indicated,  a  proper  Balance  Sheet  prepanedl  on  the  "Single 
Account  System"  ahnost  invariably  pte-at^poses  book- 
keeping by  Doubl&  Entry. 


1.  What  ia  aadwsUKid  by  pun  Single'  SDbi:y,  twok'-keepiiigT    Is 
it  eier  fauml'.  in  practice! 

2.  Wliat  form  <d  bodc-kec^ing  in  mod«i7i  usa.gpaa  bj  the  rsaxae  of 
" EingU Ealmy  book-keeping"?    Ib  this  desiguMkHi strictly  corT«ct'! 

3.  Explain  to  what  extant  (if  («;)  tii»  foUowing  books  are  used 
in  modem  Single  'Boixs  baok-k^^iag:— 

CaehBook, 

Sale*  Book, 

Bille  Bmeivable  Book, 

Returni  Bnok. 
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4.  What  ara  (I)  the  diiadviuitageB,  &)  the  advontagas,  of  Single 
Gntrybook-keeping  as  compared  with  the  Double  Entry  gystemt 

B.  How  can  a  trader  who  keeps  his  booka  by  "Single  Entry" 
ascertain  his  profits  for  a  given  period! 

6.  Compare,  from  the  Btandpomt  of  efficiency,  the  methods  of 
ttscertaining  profits  under  Single  Entry  and  Double  Entry  bock- 
keeping  principles. 

7.  Eiplaiii  how  a  trader,  having  kept  his  books  accuratfiiy  upon 
Sin^e  Bnt»-  principles  (as  far  as  that  system  extends)  can  convert 
his  Single  Entry  book-keeping  for  a  given  period  into  Double  Entry 
book-keeping. 

8.  Diacuaa  the  following  proposition — "The  accuracy  of  profits 
ascertained  from  books  kept  upon  Single  Entry  principles  depends 
to  so  large  an  extent  upon  the  trader's  memory  that  the  Single 
Entry  system  of  arriving  at  profits  can  only  be  regarded  as  most 

9.  Discuss  the  foUowtng  statement—"  Book-keeping  by  Double 
Entry  is  worthy  of  being  called  a  aytlem ;  book-keeping  by  Single 


Entry  amounts  to  nothing  more  than   a  series  of   disconnected 
memoranda." 

10,  Difterentiate  between  the  t^nns  "Single  Entry  System  "  and 
"  Single  Account  System  "  as  used  in  book-keeping. 

13b. 


Cash  at  the  Bank           .        .         .         .  412  10    < 

Stock  of  soods  on  hand          .        .         .  1,009    0    ' 

Plant  and  machinery    .         .         .         .  80    0    < 

Debtor— 0.  Joneo 124    0    ■ 

CreditoT—Y.  Murray     .         .         .         .  609    5    ■ 
The  following  transaotiona  took  place  during  January— 

1909.  £.  $.   d 

Ja.D.  2.     Drew  from  the  Bank  for  office  cash  .  10    0    ' 

Sold  to  0.  Jones  goods  on  credit       .  16    0 
Bought   goods  from   V.   Murray  (on 

credit} 139    6 

Received  from  O.  Jones  by  Cheque   .  135    0 

Allowed  him  discount    ■                  ■  6    0 
Drew    Cheque     for    sundry     office 

expenses 4  16 

Paid  from  office  cash,  salaries    .         .  3  10 
Bought  goods   from   V.  Murray  (on 

credit) 6    5 

Sold  to  Wilkinson  b  Co.  goods  (on 

credit) 532  16 

Received    from    Wilkinson    &    Co. 

Cheque 630    0 

R(«eived  from  Wilkinson  &  Co.  goods 
returned  as  unsnitable,  invoiced  to 

them  at 2  16 

Paid  V.  Murray  by  Cheque  on  account  600    0 
Paid  from  office  cash  for  stationery 

and  postage  stamps       .         .         .  I  10  1 
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IHW.  £    t.  d. 

Jkn.  12.     Sold  to  Morriaon  ft   Co.  goods  (on 

credit) 346  ]9    3 

„  13.     Paid  v.  Murray  b;  Cheque  further 

on  account 100    0    0 

Note. — All  cheques  received  are  banked  on  the  suno  daj,  and  all 
payments  are  made  by  Cheque  nnlesB  otherwiae  stated. 

f^om  the  above  details  write  up  John  Higgins's  books  by  Single 
Entry,  and,  including  the  matters  set  out  hereunder,  prepare  state- 
menta  showing  John  Uicgina's  poBition  as  on  January  13,  1900,  and 
theproGt  made  to  that  i^te. 

The  stock  on  hand  as  on  January  13, 1900,  iraa  valued  at  £362 13i.4(i. 
Plant  and  machinery  on  hand  was  valued  on  January  13,  1909,  at 
£79.  The  stock  of  stationery  and  poat«Ke  stamps  on  band  on 
January  13,  1909,  u  to  be  valued  at  £1  2).  6i. 

13c. 

Richard  Hylton,  who  is  a  trader  in  a  small  way  of  business,  keeps 
his  books  by  Single  Entry,  but  now  finds  that  it  is  necessary  for  him 
to  ascertain  his  profit  for  the  period  December  31,  1905 — December 
31,  1908,  in  order  to  obtain  reduction  of  an  over-aasi  '      '  '  " 

has  been  made  upon  him  for  Income  Tax. 

He  furnishes  the  following  details  as  to  his  position 
31.  1905— 

Balance  at  Bank  to  his  credit  (as  per  pass-book) 
Stock  of  goods  on  hand  estimated  at 


Shop  fixtures  and  fittings  (valued  at  coat) 

Sundry  debtors 

Sundry  creditors 


I   his  position  on 


Overdrawn  balance  at  Bank      .        .         .         .  10    5  9 

Stock  of  goods  on  hand 392    1  5 

Shop  fixtures  and  fittings  valued  at  .         .         .  30    0  0 

Sundry  debtors 342    1  9 

Sundry  creditors 475  11  9 

During  the  three  years  he  has  withdrawn  from  the  business  in 

casb  £12  on  the  last  day  of  eaoh  month  for  hiaownprivateexpenses. 

Prepare— (1)  Richard  Hyston's  Balance  Sheet  as  on  December  31, 


(2)  A  statement  showing  what  profit  has  been  made  for 
the  period  December  31,  1906— December  31,  190S, 

13d. 
Upon  being  question^  the  Mr.  Hyston  mentioned  in  the 
proiiding  exercise  (c)  admits  that  his  memory  is  not  always 
reliable,  and,  upon  further  inveetigatioh,  the  foUowing  facts  are 
brought  to  light  in  regard  to  the  statements  furnished  by  him  in 
the  preceding  question — 

■^       le 
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A.  In  tb«  gdatemeDt  of  the  position  as  on  Dec^niber  31,  IVXi 

1.  Stock  of  good*  on  hand  BboLild  'haire  Iteen  £210. 

2.  Sundry  creditors  should  have  been  £319  ITs.  5d. 

3.  The  value  oi  aeart  and  horse  (£35)  owned  b;  Mg:.  Hyatol; 

baa  been  enUrely  omitted. 

B.  In  the  atatement  of  the  position  as  on  December  31,  1908  : 

1.  Shop  fittings  and  fiittures  are  worth  only  £20,  not  £30  as 

stated. 

2.  Of  the  sundry  debtors  <f  342  Is.  9d.)  Sebts  amounting  "to 

£25  la.  6d.  rcre  absdlutelj-  bad  ;  in  addition  to  this  a 
■reaarve  ot  50  per  cent,  df  their  face  vatne  muBt  tejiro- 
vided  on  debts  amounting  to  £22109.  id.  ;  the  TemHTbder 
of  the  book  delita  are  good. 

3.  The  value  df  tbe  cart  ajid  liorse  meationed  above  Tni,y  now 

be  taken  a*  £30,  and  an  additional  horse  -bought  -and  paid 
for  during  the  three  yeare,  and  estimated  to  be  'WOTtli 
£25,  must  be  taken  into  account  as  on  December  31, 1908. 

4.  During    the    six    months    ended    December    31,    1007, 

R  Hyston'fl  drawings  were  ot  the  rat«  of  £14  per  month 
instead  of  £12  per  month  as  previously  stated ;   fSie 
figure  of  £12  per  month  holda  good  for  all  the  other 
mon^s  during  the  three  years  under  reWew. 
n.  On  December  31,  1908,  the  sum  of  £A  is.  Vd.  was  in  the 
shop  till,  but  was  omitted  from  the  statement  furnished, 
and,  in  addition,  the  till  contained  an  I.O.U.  lor  £1  lent 
to  a  carman,  which  sum  had  not  been  included  in  the 
sundry  debtors. 
From  tbe   foregoing   partioulara  prepare   amended   sttuteaents 
showing  (I)   R.   Hyat^n's  position  se  on  December  SI,  1908,  and 
(2)  the  net  profit  made  during  the  three  years  Decenbir  31,  1B06 — 
DecenberSi,  1908. 

-13b.  Net  Profit,  £86  6s.  9ii. 
13c.  Net  Profit  for  the  three  years,  £553  7s.  3d. 
13d.  Net  Profit  for  the  three  years,  £538  53.  Hi. 
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CHATTES  XIV 
CoNSTQNUXNT  AcconMrs 

CUBBEBT  ACCOirnTB  BETWEEN  UEBCBAtfTB 

A  TRADER  frequenUy  ahipB  goods  to  an  ageat  abroad, 
far  «ale  by  the  laliler  on  his  (tbe  trader's)  aoooiuit ;  aaoh 
■  of  goods  «r«,  in  eammarcial  parlance^  t«rmed 


In  oases  whsra  gooda  taa  so  dEspaticiiad  they  do  oot 
became  die  pn^ierby  of  trbe  agent  to  whom  tixey  are 
oonsignad  tor  sale.  ThBDe  is  no  queetioii  of  a  «ala  having 
bean  e&cted  as  betweeo  tlio  trader  and  bis  agent,  snd  h 
ill  only  whon  tifae  agent  has  aotoally  sold  the  goods  om  the 
trader's  behalf  that  they  oeose  to  be  the  latter's  property. 
A  pn  forma  "invoiOB"  is 'samBtDinei  SEmt  by  ^a  trader 
to  tbe  agent  upon  the  despatefa  to  faim  of  the  goods,  but 
tilts  practice  is  merely  fonoai,  its  object  being  to  give  the 
agent  instrnotioaB  as  to  the  minimum  prices  at  whioh  he 
may  sell  the  gcK>de,  and  ttie  pooition,  from  tbe  aooonnting 
poixit  oi  Tiew,  ia  not  affected  thereby. 

In  rstnm  ior  his  servioes  in  dispasing  of  the  goods 
oonsigQed  to  him,  the  agent  is  remunerated  by  rooaois  of 
a  -"  oommisBsaa,"  t^e  amount  of  whicdi  is  UBually  based 
upon  lihe  money  product  obtained  by  means  of  tbe  sale  d 
t^e  goods  cono^ed.  Snce  tiie  agent  seUs  the  goods 
only  OB  agmi  on  behalf  of  the  shipper  and  not  upon  his 
CPira  aaoomit,  it  follows  ikak,  in  oonnectkin  with  any  sales 
Bnde  by  fais  agent  on  cndit,  ttie  shifter  mnst  run  all  tbe 
attendEuat  risks  and  must  bear  tbe  loss  arising  oat  of 
iBfloh>eney-<m  the  pari  of  any  ^icbaser,  should  it  occur, 
avsn  tiioagh  he  may  not  eveti  fanow  tdia  name  of  su<^ 
purohasor.  In  Older  to  avoid  losses  of  this  description  it 
iB  Ireijsently  arxanged  between  the  home  trader  (^ 
"Ooangnor")  and  tba  agent  to  whom  goods  are  sent 
(ibe  "CoBS^Kee  ")  that  any  tosses  arising  in  consequence 
oj  tiiB  subsequent  inacdvenoy  trf  pmrchaaere  sball  be  home 
by  ithe  consignee  instead  of  by  lihe  consignor — the  rate 
of  cotnmi&aion  payaide  in  these  cases  ^ng  proportion- 
ately higher.  3^B  arrangement  is  termed  "  Sel  Ciederc." 
The  "Dei  Oredere"  commission  is  frequeittly  ahown 
219  -  . 
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separately  from,  and  m  addition  to,  the  ordinary  "  BelUng" 
commission. 

Consignments  despatched  by  a  borne  trader  to  an 
agent  for  Bale  on  bis  (the  trader's)  bebalf  are,  ae  regards 
the  home  trader's  books,  termed  "  Consignments  Out- 
wards " ;  in  the  books  of  the  agent  they  are  called  * '  Coa- 
signments  Inwards,"  and  obviously  the  book-keeping 
methods  of  dealing  with  a  consignment  require  explana- 
tion both  as  regards  the  books  of  the  "  Consignor  "  and 
the  books  of  the  "  Consignee," 

In  thus  consigning  goods  to  au  agent  abroad,  the  con- 
signor is  temporarily  deprived  of  a  portion  of  his  working 
capital,  until  such  time,  in  fact,  as  the  proceeds  obtained 
by  the  sale  of  the  goods  are  received  by  him.  If  the 
goods  consigned  are  of  the  consignor's  own  manufacture, 
tbey  represent  money  already  expended  by  him  in  raw 
materi^  and  wages,  and,  if  purchased  by  him  in  a 
manofactnred  state,  tbey  represent  a  liability  which,  in 
due  course,  he  wiU  have  to  meet. 

To  avoid  this  inconvenience  to  the  consignor  a 
particular  kind  of  bill  called  a  "  SMomentary  Bill,"  is 
brought  into  play.  The  consignor  draws  upon  the 
consignee  a  Bill  of  Exchange,  due  some  mouths  ahead, 
in  anticipation  of  the  proceeds  of  the  consignment, 
and  attaches  to  it  the  "  Bill  of  Lading "  {i.e.  the  docu- 
ment of  title  issued  by  the  shipping  company  in  exchange 
for  the  goods),  and  sells  ("  discounts ")  the  Bill  of 
Bxchange  (with  the  Bill  of  Lading  attached  thereto 
aa  security)  to  a  banker  having  a  branch,  or  agency, 
in  the  consignee's  city.  This  Bill  of  Exchange  is 
usually  drawn  for  a  sum  considerably  less  than  the 
real  value  of  the  goods,  in  order  that  the  banker  who 
buys  it  and  the  conaigoee  who  subsequently  pays  it  may 
be  amply  secured. 

The  banker  who  has  bought  a  bill  of  this  description 
sends  it  to  his  agent  in  the  consignee's  city,  and  the 
consignee  can  thereupon  secure  the  liberation  of  the 
whole  of  the  goods  on  paying  the  amount  of  the  bill 
(under  a  "  rebate  allowance  "  for  prepayment) ;  or  be  has 
the  option  of  taking  delivery  of  the  goods  piecemeal  on 
paying  proportionate  instalments  of  the  bill ;  or,  if  the 
consignee  be  a  trader  of  undoubted  financial  stability,  the 
local  bank  holding  the  bill  vrill  frequently  deliver  to  him 
the  Bills  of  Lading  in  exchange  for  his  acceptance  alone 
written  on  the  bill. 

When  the  goods  have  been  sold  and  the  consignee  in 
due  course  remits  the  proceeds  of  the  consignment  tol&is 
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principal,  he,  of  course,  deducts  the  amount  of  any  bills 
he  may  have  accepted  agaiuet  such  proceeds. 
The  Consignor's  Books 

When  goods  are  despatched  "  on  consignment  "  they      ,    y 
must  not  be  debited  to  ^e  consignee's  Personal  Account,     l/ 
for,  as  has  been  previously  es^ined,  he  is  not  in  the    ^ 
position  of  a  debtor  to  the  consignor  until  the  goods 
consigned  have  been  actually  sold  by  him. 

The  goods  comprised  in  the  consignment  should  be 
debited,  at  cost  *  price,  to  a  special  Ledger  account  opened 
for  the  particular  oonsignmenl^  headed  "  Consignment  to 
A.B."  (the  agent's  name  being  inserted),  and  credited  to 
"  Consignments  Outwards  Account."  In  businesses 
where  oonsigameots  are  numerous  a  "  Couiignment 
Ledger  "  is  usually  kept.  To  the  account  opened  for  each 
consignment  should  be  debited  all  charges,  e.  g.  freight, 
insurance,  duty,  etc.,  disbursed  by  the  consignor  in  con- 
nection with  the  sliipment  of  the  goods.  The  net  pro- 
ceeds of  the  goods,  as  and  when  they  are  sold  by  the 
consignee,  are  credited  to  the  Consignment  Account  and 
debited  to  the  Personal  Account  of  the  consignee,  because 
he  naturally  becomes  responsible  for  the  resulting  pro- 
ceeds immediately  he  has  sold  the  goods.  By  the  term 
"net  proceeds"  used  in  this  connection  is  meant  the 
gross  selling  price  of  the  goods  less  all  the  charges 
disbursed  by  the  consignee,  and,  of  course,  less  &e 
consignee's  commission.  A  statement  termed  an 
"Acconnt  Sales"  is  rendered  by  the  consignee  to  the 
cons^or  (sometimes  as  and  when  parcels  of  the  goods 
have  been  sold,  and  sometimes  at  the  close  of  the  trans- 
action), in  which  these  details  are  set  forth.  A  specimen 
"  Account  Sales  "  will  be  found  on  p.  218.  Any  remit- 
tances received  from  the  consignee  are  credited  to  his  Per- 
sonal Account  in  the  ordinary  way,  and  any  drafts  drawn 
upon  the  consignee  in  aoticipation  of  the  proceeds  of  the 
consignment  are  similarly  credited  in  the  same  account. 

When  preparing  the  annual  accounts  of  the  consignor, 
the  balance  of  the  Consignment  Outwards  Account  is 
transferred  to  the  credit  of  the  Trading  Account,  and 
such  consignment  accounts  as  may  remain  open  at  the 
date  when  the  books  are  balanced,  which  represent  un- 
realized goods  "on  consignment,"  should  be  brought  into 
the  accounts  as  Assets  at  the  cost  price  only  of  such 
goods,  together  with  any  charges  paid  thereon  to  date. 

*  The  goods  are  taken  at  cost  because,  antil  aold,  they  merel;  . 
represent  bo  mucli  stock  transferred  from  one  place  to  another.     14  I C 
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In  oases  where  the  goode  represented  by  the  oonsign- 
meat  are  partiy  sold,  each  aooount  must  be  treated  upon 
its  merits.  The  charges  paid,  if  they  cover  the  whole 
of  the  consigrunent,  will  need  careful  apportionment  as 
between  the  goods  sold  and  those  which  remain  unsold. 

The  method  of  the  treatment  of  consignments  in  the 
consi^or'B  books  as  described  above  is  illustrated  in  the 
subjomed  example — 

E>tamt>lt.  —On  Jaanary  1, 1909,  Wilsoo  Bros,  ehip  upon  consimmeiit 
to  DenoistoD  &  Co.,  of  Durban,  for  ukle  hy  the  latt«r,  upon  Wilsoa 
Bros.*  account,  50  caaas  of  Mancheater  gocda  invoioed  pro  forma 
it  T£15  10a.  per  oase.  A  commission  of  2}  per  cent,  ia  payable 
oa  sales,  plus  an  additional  charge  of  1  per  cent,  upon  sales  for  Del 
Credere  commiasion. 

WilsoD  Bros,  pay  in  connection  with  this  consignment :  Freight 
£S4  lOf.  and  Insurance  £6,  and  draw  on  Denntston  k  Co.  at  three 
months'  slsht  few  £600  fkgMUSt  the  shipment,  aelling  the  bill  to  the 
Nfttal  Bank. 

Denniston  t  Co.  sell  for  cash  on  March  24,  20  oasea  of  goods 
at  £22  &.  per  case  ;  on  April  8,  21  cases  at  £21  per  case ;  and 
on  the  9th  of  Apn\,  9  oasea  at  £25  per  case.  They  accept  Wilson 
Bros.'  draft  on  Febrnary  1,  1909,  luid  obtain  immediate  deliver? 
of  Che  goods  from  the  Bank.  Thej  forward  to  Wilson  Bros,  an 
"Account  Sales"  on  April  15,  deduoting  therein  the  commisaioa 
due  to  them  at  the  agreed  rates  ;  their  disbursements  on  account 
of  the  consignment  are :  landing  Cbai^i,  £4  ;  Storage,  Insnrance, 
and  SoDdries,  £14  55.  They  remit  a  Bank  Draft  for  1^54  16s.  Id.  to 
_!___  .!._  .. .■__   ... ... 1  -■  jtefagi  being  waived  on  eaoh 


3  section  dealing 
with  the  oonaignee's  aooonnts  the  transactions  are  again  shown  M 
they  would  appear  in  Denniston  4  Co. 'a  books. 
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In  the  hooks  of  the  ooDaignee  the  method  of  raoording 
the  history  of  the  conBignmeiit  is  oomparatively  simple. 

TTpon  receipt  of  the  coDaignment  and  the  pro  Jorma 
invoice  accompanying  it,  no  entry  in  the  boots  of  account 
ia  nutde,  inasmuch  as  the  goods  do  not  become  at  any 
time  the  property  of  the  oonmgnee,  and  he  is  only  con- 
cerned therefore  in  accounting,  in  due  course,  for  the 
proceeds,  as  Emd  when  obtained  by  the  sale  of  the  goods. 
An  entry  recording  the  receipt  of  the  consignment  and 
the  various  details  regarding  it  is  made  in  a  Memorandum 
or  Statement  book  kept  by  the  consignee.  Books  of  this 
description  are  ustialty  termed  "  Coniignmentii  Book  In- 
wards "  or  "  Outwards,"  according  as  the  entries  recorded 
therein  affect  the  keeper  of  the  book. 

Any  drafts  which  may  be  drawn  by  the  consignor 
against  the  proceeds  of  the  consignment  and  accepted 
by  the  consignee  are  debited  by  the  latter  in  the  Personal 
Current  Account  kept  by  the  consignee  under  the  name 
of  the  consignor. 

n,3t,7=^- In  Google 
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All  the  charges  diBbnrsed  by  the  ooneigiiee  od  the 
consignor's  behalf  in  ootmection  with  the  consigmnent 
are  also  debited  to  this  account.  The  proceeds  of  the 
consignment,  whether  sold  for  cash  or  upon  credit,  are 
credited  to  the  Personal  Account  of  the  consignor,  the 
corresponding  debit  being  to  "  Cash,"  or  to  the  Personal 
Account  of  the  purchaser  of  the  goods,  according  aa  the 
Bales  have  been  for  cash  or  upon  credit.  Any  payments 
or  remittances  of  the  resulting  proceeds  mack  by  the 
consignee  to  or  on  account  of  the  consigaoi  are  debited 
to  the  latter's  account. 

The  above  principles  are  illustrated  in  the  subjoined 
e^mple,  wherein  the  transactions  appearing  in  Denniston 
h  Co.'s  (the  consignee's)  books  relative  to  the  oonsign- 
ment  set  out  previously  in  this  chapter  are  passed 
through  their  books,  their  account  with  Wilson  Bros, 
(the  consignors)  being  shown. 

DENNISTON    &    CO.'S    LEDGER 
Wilson  Bros.,  London  (re  coosicnnient  ex  ss.  Doric  Cmatle) 


The  following  terms  are  frequently  used  in  preparing 
Account  Sales  in  connection  with  quantities  or  parcels 
of  goods,  via.  "  Gross  Weight,"  "  Tare "  and  "  Net 
Weight,"  and  it  may  be  useful  to  explain  them  here 
briefly — 

The  "  Grow  Weight "  or  "  Grosa  "  is  the  weight  of 
goods  or  commodities  as  packed,  t.  e.  including  the 
weight  of  the  cask,  crate,  box  or  material  in  which 
they  are  contained. 

D,£,,t,7P- by  Google 
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"Tan"  signifies   the  weight  of   the    crate,  oask, 
box  or  material  coDtainiDg  the  goods  if  weighed 
separately  from  the  goods  themselves. 
The  "Net  Weight"  or  "Net"  is  obtained  by  de- 
ducting the  "Tare"  from  the  "Gross  Weight," 
fuid  represents  the  actual  weight  of  the  goods 
themselves. 
E,g.\i  in  connection  with  a  consignment  of  coffee  the 
weights  are  thus  stated,   viz.   Gross,   100   cwt. ;   Tare, 
S  cwt. ;  Net,  97  cwt.,  the  interpretation  is  that  97  cwt, 
of  coffee  were  contained  in  a  package  weighing  3  cwt., 
the  total  weight  of  the  goods  and  packing  thus  being 
100  cwt. 

In  dealing  with  goods  sold  on  consignment  the  student 
should  always  be  carefol  to  work  out  any  requisite  figure 
of  proceeds  on  the  basis  of  the  "  Net "  weight,  as  obviously 
the  purchaser  cannot  be  expected  to  pay  for  compara- 
tively inexpensive  packing  materials  at  the  prices  of 
valuable  goods.  The  value  of  packages  is  usually  ignored 
in  examination  questions. 

OOBEBNT   ACCOTJNTB  BETWEEN   MeECHANTS 

In  cases  where  considerable  balances  may,  from  tima 
to  time,  be  owing  as  between  merchants  and  their  foreign 
agents,  it  is  customary  tor  interest  to  be  allowed  by  tba 
one  par^  to  the  other  upon  the  current  balance  of 
account  between  them.  In  this  manner  the  party  who 
is  tbe  creditor  in  the  transaction  obtains  some  com* 
pensation  for  tlie  temporary  loss  of  the  use  of  tbe  moneys 
allowed  to  remain  by  hitn  in  his  debtor's  bands,  and  vtca 
versa. 

Many  methods  of  chai^ng  this  interest  exist,  but, 
owing  to  considerations  of  space,  it  is  deemed  to  be 
necessary  only  to  illustrate  here  one  of  the  most  usual 
systems. 

It  will  be  remembered  that  the  interest  for  any  given 
time  upon  any  sum  of  money  may  be  calculated  according 
to  the  following  formula — 

Principal  x  number  of  days  x  rate 
„       .     , ,  ,        ,  per  cent,  per  annum 

Eeqmred  Interest  = '^ lOOx  3B5 

In  working  out  the  total  interest  upon  a  number  of 
consecutive  daily  (or  other  periodical)  balances  it  is 
sufficient  to  multiply  each  balance  (Principal)  by  tha 
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period  of  time  for  which  it  esiets  unaltered,  aod  to  add 
together  the  products  so  obtained ;  the  multiplication  ot 
this  total  of  products  by  the  rate  per  cent,  allowed,  and 
its  subsequent  division  by  36,600,  will  produce  one  figure 
of  interest  in  sterling,  and  this  resulting  figure  represents 
the  total  interest  upon    the  whole  of    the  sncceBsiye 


This  method  of  calculating  interest  upon  the  cnrrent 
balance  of  an  "Account  Current"  is  customary  amons 
bankers,  in  whose  Ijedgera  extra  columns  are  provided 
for  (1)  the  insertion  of  the  dajly  or  other  periodical 
balances,  (2)  the  number  of  days  for  which  such  balance 
has  remeined  unchanged,  and  (3)  the  product  obtained 
by  multiplying  together  the  number  of  pounds  in  the 
balance  and  the  number  of  days.  Column  No,  3  (Pro- 
duct oo1umQ),is  added  at  the  end  of  any  given  period, 
and  by  multiplying  thia  total  by  the  rate  per  cent,  per 
annum  aUowed,  and  by  its  division  by  36,500,  a  net 
figure  of  interest  is  obtained  which  represents  the 
necessary  allowEince  to  the  customer. 

This  system  may  also  be  adopted  as  between  merchants, 
but  it  obviously  neoessitates  the  exteoeioo  of  each  daily 
balance  on  a  separate  statement.  It  is  customary, 
therefore,  in  commercial  practice,  to  calculate  interest  in 
a  way  which  may,  at  first  sight,  appear  more  cumbersome, 
but  which  produces  the  same  result  without  involving 
the  tedious  extraction  of  daily  balances.  Instead  of  each 
daily  balance  being  multiplied  by  the  number  of  days  for 
which  it  remains  unchanged,  each  item  on  either  side  of 
the  account  is  multiplied  by  the  number  of  days  elapsing 
between  the  date  of  its  happening  and  the  starting  date 
of  the  account  (or  the  date  up  to  which  interest  was 
last  calculated  upon  the  account  being  ruled  off  and 
balanced).  The  total  of  the  products  thus  obtained  on 
the  Debit  side  ot  the  account  is  offset  against  the  total  of 
the  products  obtained  on  the  Credit  side  of  the  account, 
and  the  diEEerence  between  the  two  total  products  is 
subjected  to  the  same  process  of  multiplication  by  the 
rate  per  cent,  per  annum  and  the  division  by  36,500  as 
in  the  "daily  balance"  mei^od  explained  above.  The 
net  figure  of  interest  SO  obtained  in  sterling,  a[f)e&ring 
on  the  Debit  or  Credit  side  according  as  the  case  may 
be,  is  the  net  amount  to  be  allowed  or  charged  to  the 
customer  by  the  merchant  in  whose  books  the  aeeoont 
in  question  is  ruiming. 
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A  speoimen  form  of  an  aocotint  current  between  two 
mercbants,  whereon  interest  is  mnniDg  at  5  per  cent 
per  annum,  appears  on  p.  223,  It  must  be  noted  that 
m  such  accounts  balances  are  brought  down  trnder  the 
date  of  the  olosiug  day  of  each  period  (e.  g.  April  30  and 
June  30),  and  not,  according  to  the  more  oiietomary  usage, 
under  the  date  of  the  opening  day  of  each  succeeding  period 
^e.  g.  May  1  and  July  1).  This  precaution  is  necessary 
m  order  that  a  day's  interest  may  not  be  omitted. 


1.  Uxplain  briefly  the  nature,  objects  aod  methods  cuatomary  in 
couDection  with  "  cmuigmnentB "  of  goods  from  one  merchutt  to 
another. 
■»      %  Difierentiate  between  "8al«s"and  "CoQnguinent8,"eiplain- 
log  the  prinoipal  feature*  of  each. 

3.  What  IB  a  "  Del  Credsn  "  oommUsion  T  What  benefit  accrues 
to  the  conaignor  through  its  paTinentT 

4.  What  IS  an  "  Account  Sales  "  ! 

5.  What  is  the  l^^l  position  of  a  conaignee  as  regards  goods 
shipped  to  hiiD  "  on  conaignment " !  Are  such  goods  his  property  at 
any  time  during  the  transaction  ! 

6.  Eiphiin  what  is  meant  hj  a  conaignor  "  drawing  a  bill  upon 
bis  consignee  against  the  goods  consigned."  What  happens  to  anch 
a  bill,  and  wherein  does  the  consignor  derive  benefit  from  the  pro- 

7.  Explain  the  entries  made  by  a  oonsigiiee  in  his  books — 

(a).  On  the  receipt  of  the  consignment, 
(6)  On  the  sale  <^  a  portion  of  it, 

(c)  On  i:«mitting  to  the  consignor  the  net  proceeds  of  the 
sale  of  the  goods. 

8.  How  should  consignment  aacouute  which  are  still  open  at 
the  date  of  balancing  be  dealt  with  in  the  books  of  a  consignor  ? 

9.  Explain  the  working  of  a  current  account  between  merchants 
in  which  interest  is  to  be  worked  on  the  account  from  day  to  day. 

10.  Explain  the  terms  "Gross  Weight,"  "Tare,"  and  "Net 
Weight "  as  nsed  in  an  account  sales. 

14b. 

Arabi  Kaid   It  Co,   of  Smyrna   forward  to  H.   Hope  k  Co.  of 

London  a  consignment  of  100  half  bales  of  coffee  marked  "  A.  K.  ft 

Co."  for  aale  on  commission  (including  Del  Credere)  of  1^  per  cent. 

on  the  proceeds. 

The  weights  of  the  coffee  were— 

Croaa  .       .  154  cwt.  3  qra.  14  lb. 

Tore 8  owt.  0  qrs.  14  lb. 

The  Goflfee  was  sold  at  6U.  per  cwt.,  leas  1  per  oenU  diwioaikt  lot 
cash.    Hope  &Co.'s  charge*  were  Mfol^wB— 
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£  ».  d. 

Brokerage,  \  per  oent. 2    4  19 

LoDdiog  CborgeB 6    9  Ifl 

Fire  InBuiance 2  10    0 

Rent 10    9    1 

Mftrine  Insurance 4    2    8 

CominisBiun  and  Del  Credere,  I^  per  oent.  on  Sales. 
From  the  above  partioalarH   prepare  the   Account  Sales  to  be 
tendered  under  date  Juae  1,  1908,  by  Hope  k,  Co.  to  Arabi  Koid 
iCo. 

140. 
Pollock  Bros,  of  Swansea  purchaaed  and  consiened  on  June  1, 
1909,  2,000  tons  of  Welsh  Steam  Coal  to  Greioaud  Fr^ree  of  Mar- 
seilles, per  aa.  Loviae,  the  coal  being  invoiced  at  lOs.  per  ton,  this 
being  the  cost  of  tbeeoal  to  Pollock  Bros. 

Against  this  coDsignment  Pollock  Bros,  drew  a  draft  at  thirtj' 
days  date  upon  Gremaud  Fr^res  for  £600,  the  draft  being  dated 
June  2,  1909.  Tbia  draft  waa  sold  to  the  Comptoit  National 
d'Esconipte  de  Paria  in  I^ndon  for  £498. 

Pollock  Bros,  paid  the  following  charges  on  the  consignment — 

£     I.    d. 

Freight,  2,000  tons  at  I),  per  ton    .         .  100    0    0 

Insurance,  £1,100  at  2f.  per  oent.  .  12    0 

Loading  and  dock  charges  at  Swansea  .         10    4    9 

Railway  charges  to  Swansea,  6rf.  per  ton        .         60    0    0 

Gremaud  Fr^rea  reoeived  the  consignmeat  of  coal  on  JuDe  8  and 

effected  the  following  sales  for  cash — 

1,000  tons  at  fee.  20  per  ton 20,000 

1,000  tons  at  fra.  21  per  ton 21,000 


41,000 


Gremaud  Frirea  rendered  on  June  10  an  Account  Sales  for  the 
above  proceeds,  including  the  following  charges- 
Dock  charges  at  Marseilles 636 

Sundry  DisbursemeuU S66 

Gremaud  Pr^res'  commission  on  sales,  2  per  cent.  .        820 

frs.    2,000 

Gremaud  Frfres  accepted  Pollock  Bros.'  draft  for  the  equivalent 
in  francs  of  £600,  i.  e,  fra.  12,500,  and  remitted  a  draft  on  London  for 
the  equivalentt'of  the  net  proceeds  of  the  consignment  after  deduct- 
ing the  £500  draft,  as  under- 
Gross  proceeds  of  consignment        ....    41,000 
Deduct  charges 2.000 

39,000 
Deduct  £500  acceptance 12.500 

Draft  on  London  obtained  for  £1,060,  eqnivalent 

of frs.  26,500 

NoU. — Twenty-five  frauM  have  bees  t«keaM  the  eqnivalent  at£l. 
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Show  the  transactioiiB  relating  to  the  foregoing  contignmen 

1.  Id  the  books  of  Pollock  Brotp.  (in  pounds  aterlin^. 

2.  In  the  books  of  Gremaad  Frires  (m  fraoca). 


Show  the  following  transactions  in  the  form  of  an  Account  Current 
bearing  intereat  at  5  per  cent,  per  annnm,  to  be  rendered  by 
Murpby  &  Co.  of  London,  to  Gellibrand  Bros,  of  Cape  Town,  made 
uptoJuneSO,  1009. 


Dec.  31.     Debit  Balance  owing  to  Murphy  & 

1909.  Co.by  OoUibrandBroa. 

Jdn.    IS.     Murphy     ft    Co.    paid    R,    Joi 
for  account  of  Gellibraud  Bros 
Mar.  24.     Gellibrand  Bros,  remitted  Murphy 

&.  Co.  by  Bank  Draft   . 
April  15.     Murphy    ft    Co.     sold    Gellibrand 

Bros,  goods  invoiced  at 
May     3.     Murphy  ft  Co,  paid  on  account 
Gellibrand  Bros.— 
To  W.  Hemes     , 
„  R.  Herriea 
„   Mrs.  H.  Herries 
June   9.     Murphy  ft  Co.   paid  on  account  of 
Gellibrand  Bros.— 
To  the  Northern  Weaving  Co.,  Ltd. 
,  Union   Castle  Mail  SS.  Co. 


June  11. 


brand  Bros,  for  sale  on  the  latter's 


0    0 


148.  Net  proceeds  after  deducting  all  charges  and  commisHOiv 
£411  lU  6d. 

14c.  Pollock  ft  Co.'s  books:— Net  Profit  en  consignment, 
£398  139.  Zd.  Totals  of  Consignment  Account,  £1,GS0  Os.  Od.  Gra- 
maud  Frires  :— Totals  of  Consignment  Account,  41,000  frs. 

14d.  Credit  Balance  of  Account  at  June  3D,  1908,  £179  2a;  9dl 
Interest,  debit,  £ie  111,  Sd. 
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CHAPTER   XV 

PABTNEB&HIP   ACCOUNTS 

Ths  Btndent  may  probably  have  ooted  that  the  accotmts 
previoDaly  iUnstrated  in  this  treatise  relate,  for  the  most 
part,  to  cases  where  the  undertaking  la  the  eole  property 
of  one  i>ereon  trading  on  his  own  account. 

In  small  business  undertakings  the  "  sole  trader  "  is 
generally  the  only  person  who  has  any  stake  in  the 
concern ;  on  the  other  band,  large  private  mercantile 
businesses  more  fre<juently  belong  to  a  number  of  joint 
proprietors,  trading  in  common  with  a  view  to  mutual 
profit,  and  jointly  sharing  in  the  direction  of  the  under- 
taking. This  trading  relation  is  known  as  a  Partner- 
ship, and  the  joint  owners  are  known  as  Partners. 

The  Partnership  Act,  1890,  defines  partnership  as  being 
"  the  relation  which  sabsists  between  persons  carrying 
on  a  bnaineas  in  common  with  a  view  of  profit." 

Under  the  provisions  of  the  Companies  (Consolidation) 
Act,  1908,  section  1,  no  partnership  may  be  formed 
consisting  of  more  than  twenty  persons,  unless  it  is 
registered  as  a  company.  In  the  case  of  banks  the 
partners  may  not  exceed  ten  in  number,  unless  registered 
under  the  Companies  Acts. 

The  accounts  of  a  business  which  is  the  property  of  a 
partnership  naturally  differ,  as  regards  the  capital  accounts 
and  the  division  of  profits,  from  the  accounts  of  a  sole 
trader,  although,  as  regards  the  detailed  transactions  re- 
cording the  trading  side  of  the  business  (i  e.  the  purchases, 
sales,  expenses,  etc.),  they  are  identical  with  those  of  a 
sole  trader,  as  already  described  in  previous  chapters. 

The  main  characteristics,  so  far  as  they  concern  us 
here,  of  an  ordinary  partnership  are  as  follows — 

1.  All  the  partners  in  a  firm  are  individaally  liable 
for  the  whole  of  the  partnership  debts. 

Note. — Partnerships  in  which  the  habilih'  of 
one  or  more  of  the  members  may  be  limited  to 
a  certain  specified  sum  can  now   be   formed 
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under  the  "  Limited  Partnership  Act,  1908," 
bat  are  not  very  Irequently  met  with. 

2.  All  partners  contribute,  as  a  rule,  "  Capital "  to 

the  common  fund,  although  tbeir  contributions 
may,  and  frequently  do,  differ  in  amount. 

3.  All  partners  share  in  profits  and  share  the  losses ; 

the  proportions  in  which  they  divide  may  differ 
or  vary  as  between  different  partners,  and  may 
or  may  not  be  calculated  according  to  the 
proportionate  amount  of  the  capital  contributed 
by  each  partner. 

4.  All  partners  are  entitled,  in  the  absence  of  any 

agreement  to  the   contrary,  to  share  in  the 
direction    of   the    undertaking,    but    are    not 
entitled,   in  the  absence  of   a  special  agree- 
ment,  to  any  salary  for  so  acting. 
These  matters,  and  others  which  do  not  concern  us  for 
present  pmposes,  are  detailed  in  an  agreement  called  a 
Deed  (or  Article!)  of  Fartneriliip,  which  is  signed  by  all 
the  Partners  constituting  the  firm,  and  forms  the  basis  of 
tbeir  rights,  and  duties  inter  se.     Articles  of  Fartn^^bip 
are  advisable  but  not  compulsory. 

Every  properly- drawn  Deed  of  PartuOTship  contains 
ciuuses  dealing  with  the  undermentioned  matters  affecting 
the  partnership  accounts — 

(a)  The  Capita!  arrangements  of  the  partnership,  the 
proportionate  shares  in  which  it  is  to  be  con- 
tributed, and  any  agreement  there  may  be  as  to 
whether  such  contributions  are  to  be  "  fixed  "  in 
amount. 
(&)  The  agreed  arrangements  as  to  the  drawings  of 

the  Partners. 
(c)  The  agreed  division  of  profits  and  losses,  both  of  a 

"  Capital  "  nature  and  otherwise. 
{d)  The  terms  agreed  upwi  as  to  the  allovronce  of 
Interest  upon  Capital  ^if  any)  and  the  oharging 
of  Interest  upon  Drawings, 
(e)  Partners'  salaries  (if  any). 
(/)  The  i^reement  arrived  at  as  to  Goodwill  (if  any), 

especially  in  case  of  retirement  or  deatJi. 

Ig)  Provision  for  the  preparation  of  prc^r  annual 

accounts. 

In  casesof  dispute,  where  no  mutual  agreement  can  be 

amved  at  by  the  Partners  upon  any  points  which  are 

inadequately  covered  by  the  Deed  of  Partnership,  the 
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BrOTiBionfi  of  the  FartneriMp  Act,  1890,  and  the  lesal 
deoisiona  oFtBiag  therennder,  will  be  applied  to  settle  toe 
matters  at  issue.  In  cases  of  dispute  the  appointment  of 
an  arbitrator,  if  agreed  to  by  aJl  parties,  is  usually  tbe 
best  course  to  pursue. 

In  oases  where  there  is  no  Partnership  Dsed,  and 
where  no  mutual  ^reement  can  be  arriv^  at  between 
the  partners,  the  Partnership  Act,  1890  (sec.  24),  provides 
that— 

1.  Partners  are  entitled  to  share  equally  in    the 

capital  and  profits  and  must  contribute  equally 
to  the  losses,  whether  of  Capital  or  otherwise. 

2.  Partners  are  entitled  to  receive  out  of  the  under- 

taking interest  at  the  rate  of  5  per  cent,  per 
annum  on  any  advances  they  may  make  apart 
from  Capital. 

3.  Partners  are  not  entitled  to  be  credited  with  in- 

terest on  the  balances  of  their  Capital  Accounts 
prior  to  the  ascertainment  of  profits. 

4.  Partners  are  not  entitled  to  any  salary  for  acting 

in  the  partnership  business. 

The  Capital  of  a  partnership,  in  almost  every  instance, 
is  contributed  by  more  than  one  individual,  and  it  is 
consequently  necessary  to  recognize  this  fact  in  the 
pEurtnership  books.  The  combined  Capitals  of  all  the 
partners  in  a  partnership  correspond  to  the  single  Capital 
Account  of  a  sole  trader  in  that  they  both  express  and 
represent  the  excess  of  the  Assets  of  the  business  over  its 
'Liabilities;  it  must,  however,  be  pointed  out  that  the 
liability  for  business  debts  either  in  the  case  of  a  sole 
trader,  oc  in  that  of  an  individual  partner,  extends 
beyond  the  amotmt  of  whatever  Capital  he  may  have  em- 
barked in  the  business,  and  that  the  whole  of  his  private 
property  (if  any)  is  subject  to  the  satisfaction  of  his 
business  obligations. 

The  amount  of  a  sole  trader's  Capital  is,  as  has  been 
ah^ady  explained,  credited  in  his  books  to  his  "  Capital 
Account."  In  the  case  of  a  partnership  the  Capital  of  each 
individual  partner  is  credited  in  an  aualc^ous  manner  to 
sucji  partner's  separate  Capital  Account,  and  he  is,  for 
book-keeping  purposes,  regarded  as  a  creditor  of  the  firm 
for  the  amount  of  such  capttal.  At  the  end  of  each  trading 
period  the  net  profit  (or  the  net  loss)  as  shown  by  the 
firm's  Profit  and  Lose  Account  is  divided  among  the  part- 
ners in  the  proportions  prescribed  by  the  partnership  agree- 
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ment  (or  in  default  of  any  such  agreement  m  eqoal  eharea 
among  them),  and  the  share  of  each  partner  under  such 
division  is  transferred  to  his  "  Current "  or  "  Drawings" 
Account,  either  to  the  credit  of  the  account  in  the  case 
of  a  profit,  or  to  its  dehit  in  the  case  of  a  loss. 

It  is  customary  for  pB,rtners  to  he  authorized,  under  their 
deed  of  partnership,  to  withdraw  agreed  yearly  sums  from 
the  business  by  instalments,  at  such  periodical  intervals 
as  may  be  agreed  upon,  in  anticipation  of  the  shares  of 
profits  to  which  they  will  be  entitled  when  the  firm's 
annual  accounts  are  prepared  In  due  course.  These 
periodical  withdrawals  are  termed  SrawingB. 

In  earlier  days  it  was  customary  to  debit  partners' 
drawings,  aa  they  occurred,  to  their  Capital  Accounts  : 
the  modern,  and  more  convenient,  method  is  to  open  two 
separate  accounts  for  each  partner,  viz.  (a)  a  Capital 
AooouiLt,  and  (b)  a  Current,  or  Drawiiig:8  Aooount.  The 
purpose  of  the  former  is  to  record  the  amount  of  capital 
contributed  by  the  partner,  and  this  will  remain  unaltered 
unless  some  change  takes  place  in  the  agreed  capital  of 
the  partner.  The  Current  Account  is  used  to  record 
particulars  of  all  other  transactions  between  the  firm  and 
the  partner,  such,  e.  g.  aa  (1)  the  amounts  withdrawn  by 
the  partner  and  the  interest  chargeable  thereon,  (2) 
interest  on  capita),  (3)  share  of  profit  or  loss,  (4)  partner- 
ship salary  (if  any),  (5)  goods  withdrawn  by  the  partner 
(if  any),  and  the  like. 

Theae  accounts  are  kept  precisely  as  though  the 
partners  were  outside  persons  dealing  with  the  firm. 
Any  balances  remaining  to  the  credit  of  partners'  Current 
Accounts  are  carried  forward  to  the  nest  financial  period, 
and  partnership  deeds  usually  provide  that  such  credit 
batauces  shall  carry  interest  at  an  agreed  rate  until  with- 
drawn. If  a  debit  balance  ia  shown  on  a  partner's 
Current  Account,  it  must  he  treated  as  a  debt  due  to  the 
firm,  and  be  set  out  separately  in  the  B./8.  as  an  asset. 

The  two  main  reasons  for  the  modem  practice  of  keep- 
ing separate  Capital  and  Current  Accounts  are  i^-first, 
that  the  confiictii^  opinions  which  have  arisen  out  of  the 
Partnership  Act,  1890,  have  caused  "  fixed "  capital 
contributions  to  become  increasingly  popular  under  deeds 
of  partnership,  and,  secondly,  the  obvious  advantage  of 
keeping  the  Capital  Accounts  free  from  cumberaome  detail. 

When  answering  examination  questions,  the  candidate 
will  be  well  advised  to  follow  the  modem  practice. 
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It  is  a  common  ocoturanoe  to  find  in  a  partnership 
agreement  some  sncli  provision  ae  the  following : — 

"  Partners  shall  be  credited  at  the  end  of  eaoh  year 
with  interest  at  the  rate  of  5  per  cent,  per  annum 
npon  the  amount  of  their  capitals  at  the  beginning 
of  each  year,"  or,  "  upon  the  current  balances  of 
their  Capital  Accounts." 

This  custom  of  allowing  interest  to  partners  upon  their 
capital  is  a  general  one,  although  the  "  Interest "  (so- 
cked) is  not  in  the  ordinary  aense  interest  which  has 
been  earned  by  the  business  as  such;  it  is  merely  an 
appropriation  to  the  credit  of  each  partner  of  a  preliminary 
share  of  the  firm's  profits  based  upon  the  unount  of  his 
Capital  Account,  and  can  only  be  termed  "Interest" 
as  a  matter  of  convenience. 

In  oases  where  the  Capital  employed  in  a  firm  is 
contributed  in  unequal  shares  by  the  various  partners,  it 
is  an  obvious  matter  of  equity  that  the  claims  of  those 
partners  who  contribute  the  lai^er  share  of  the  Capital 
should  be  recompensed  by  the  ^o^anoe  of  interest  at  a 
fised  rate  upon  the  credit  balance  of  all  the  partners' 
Capital  Accounts.  In  this  manner  any  inequality  of  the 
contributions  of  capital  by  the  partners  is  fairly  adjusted 


Interest  so  credited  to  partners  upon  their  Capital 
must  perforce  be  debited,  as  if  it  were  an  ordinary 
payment  of  interest,  in  the  Profit  and  Loss  Account  in 
the  customary  process  of  its  compilation.  The  effect  of 
this  debit  is  to  diminish,  to  the  estent  of  such  interest, 
the  balance  shown  npon  this  account  as  representing 
"Net  Profits,"  and  (in  cases  where  interest  on  Capital  is 
so  charged)  the  "  Net  Profits  "  shown  do  not  form  the 
whole  of  the  actual  trading  profit  earned  by  the  business, 
bat  only  the  residuum  which  is  left  after  allowing  the 
partners,  out  of  profits,  an  assumed  rate  of  interest  on  the 
money  they  have  embarked  in  the  concern. 

As  has  I>een  pointed  out  above,  if  the  partners'  capitals 
are,  as  frequently  is  the  case,  disproportionate  to  the 
shares  of  profits  taken  by  them,  the  charging  and  allowing 
of  interest  upon  the  Capital  Accoimts  of  the  partners  to  a 
certain  extent  compensates  for  these  inequalities,  e.g.  it 
ia  possible  to  conceive  of  a  partnership  of  two  persons 
where  the  capital  of  one  partner  was  £10,000  and  that  of 
the  other  £1,000,  and  where  both  partners  contributed 
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ftn  equal  amount  of  work  aod  ability  and  were  entitled  to 
an  equal  share  of  the  profits.  In  such  &  ease  it  will  h» 
ohvious  that,  if,  before  aecertainiDg  profits,  the  larger 
Capital  Account  is  to  receive  interest  at,  say,  5  pet  cent, 
per  annum  on  £10,000,  and  the  smaller  that  npon  £1,00(^ 
the  excess  of  capital  contributed  by  the  one  pajiner 
receives  due  compensation. 

In  cases  where  one  of  the  partners  in  a  firm  devotes 
a  lai^er  share  of  his  time  to  the  affairs  of  the  partnership, 
or  possesses  greater  skill  or  experience  than  his  co- 
partner, it  is  not  unusnal  for  such  a  partner  to  be  paid  &■ 
salary  in  recognition  of  mioh  services,  such  salary  to  be' 
charged  against  the  profits  of  tile  firm  prior  to  djviiaioa. 
These  salaries  are  called  PartaerBhip  Sal&riea. 

The  practice  of  allowing  interest  upon  cubital  at  fixed 
rates  of  interest  also  has  the  effect  of  demonstrating  to 
the  partners  the  extent  to  which  they  have  derived 
additional  profit  by  placing  their  money  in  a  trading 
concern,  as  compared  with  tbe  return  which  they  would 
have  obtained  hiui  they  merely  invested  their  capital  in- 
ordinary securitids,  and  drawn  the  intereri  or  dividends 
accruing  from  their  investments. 

The  "  Net  Profits  "  of  a  firm  represent  (if  interest  upon 
capital  has  been  charged  at  a  reasonuble  rate)  the- 
additional  income  obtained  by  the  partners  1^  engaging 
in  trade  over  and  above  the  return  which  they  would 
have  received  as  investors.  The  liability  of  an  ixeve&txa 
may  be  limited  to  the  amount  be  has  staked  in  any  one- 
venture  or  company,  while  tbe  liabiUty  attaching  to  & 
partner  in  a  private  business  is  unlimited ;  by  charging 
interest  upon  capital  in  their  Profit  and  Loss  Account' 
the  partners  in  a  firm  are  therefore  enabled  to  ascertaiu 
whether  the  additional  income  thus  accruing  to  l^m. 
compensates  them  adequately  tor  the  increaaed  risks  and 
liabihties  they  have  assumed. 

Interest  is  frequently  chwged  upon  the  sums  withdrawa 
by  partners,  just  as  it  is  aUowed  upon  the  Ca^atol  standing 
to  their  credit.  Thia  practice  is  the  more  equitable  method 
of  accounting  in  cases  where  there  are  no  stated  dates 
or  limits  fixed  for  partners'  drawings,  or  where  sucb 
drawings  are  unequal  in  amount.  In  cases  where  interest 
is  charged  on  drawings,  inner  colninns  are  provided  in 
tbe  partners'  Current  Accounts,  as  shown  in  the  spec^ 
men  account  on  p.  3^,  in  order  to  record  the  inteT«^ 
iriutrgeable.    Theoretically-,  when  each  entry  of  interest  is 
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made,  a  journal  entry  should  be  passed  debiting  the 
partners' Current  AcGountB  and  crediting  Interest  Account. 
In  practice,  however,  a  journal  entry  is  made  at  the 
close  of  the  year  of  the  totals  of  the  interest  charged 
to  the  different  partners,  the  aggregate  amount  of  the 
entries  being  credited  to  Interest  Account.*     Thus : — 


It  has  already  been  explained  that  the  modern  practice 
is  lo  collect  all  partners'  transactions  with  the  firm  in 
their  Current  Accounts.  The  following  worked  example 
illustrates  the  procedure. 

Example.— Robert  and  Joho  Smith  are  partners.  Their  respective 
capitals,  on  January  1,  were  :— Robert  Smith  £12,000  ;  John  Smith 
£10,000.  The  partners  were  entitled  to  5  per  cent,  interest  on 
capital,  aod  were  chargeable  with  5  per  cent,  interest  on  drawings. 
John  Smith  was  entitl^  t«  be  crediteil  at  the  close  of  the  year  with  a 
partnership  salary  of  £300  per  annum.  Profits  were  divisible  as  to 
two-thirds  to  Robert  Smith  and  one-third  to  John  Smith.  The  profits 
for  the  year  ending  December  31,  after  providing  for  interest  and 
the  partnership  salary,  amounted  to  £4,380.  During  the  year,  John 
Smith  drew  the  fallowing  sums.  viz.  :  May  30,  £200  ;  Aug.  27, 
£100 ;  Oct.  1«.  £50 ;  Oct.  26,  £300 ;  Deo.  31,  £100  ;  and  he  also 
withdrew  goods  from  the  firm  to  the  value  of  £98.  Prepare  John 
Smith's  Capital  and  Current  Accounts  as  on  Dec.  31. 

*  In  the  somewhat  rare  cases  where  the  partners  of  a  firm  have 
<M>ntributed  the  Capital  equally,  and  take  their  periodical  drawings 
in  exactly  the  same  proportion  oa  they  share  the  profits,  there  is 
obviously  no  urgent  need  to  make  any  provision  for  interest  either 

rn  Capital  or  Drawings,  except  for  the  purpose  of  showing  how 
income  derived  from  trading  compares  with  the  interest  product 
which  would  arise  from  investing  the  same  amount  of  capital  in 
ordinary  securities. 
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If,  is  the  above  example,  John  Smith  had  been  entitled 
to  draw  bis  partDership  ealary  of  £300  per  anDiim  in  cash 
at  stated  intervals,  no  entry  would  appear  in  his  Current 
Account.  The  periodical  payments  would  be  credited  in 
the  Cash  Book  as  they  occurred,  and  from  thence  would 
be  posted  direct  to  the  debit  of  a  "Partnership  Salary 
Account,"  the  total  of  which  would  be  transfe^ed  to  the 
debit  of  Profit  and  Loss  Account  at  the  close  of  the  year. 

Examination  experience  suggests  the  advisability  of 
drawing  particular  attention  to  the  following  points  in 
this  place : — 

(1)  When  preparing  the  Profit  and  Loss  Account  of  a 
partnership,  it  is  always  advisable  to  present  the  account 
in  two  sections.  The  first  section  should  show  clearly 
the  total  amount  of  the  divisible  net  profit  earned  by  the 
firm.  This  should  be  carried  down  to  the  second  section 
and  there  divided  between  the  partners.  If  the  account 
is  prepared  in  this  way,  the  net  profit  for  the  year  is 
clearly  shown  as  a  sejiaraU  figure.  Many  candidates 
close  a  partnership  Profit  and  Loss  Account  as  fctllows : — 


PROFIT  AND  LOSS  ACCOyNT 


This  method  is  not,  of  course,  incorrect,  but  it  Is  not  in 
accordance  with  the  usual  practice.  It  makes  it  necessary 
to  add  together  the  individual  shares  of  the  partners  in 
order  to  ascertain  the  total  net  profit  for  the  year,  and  so 
wastes  the  time  of  those  seeking  this  information. 

Some  partnership  firms  make  it  a  practice  to  esclnde 
from  the  first  section  of  the  Profit  and  Loss  Account  all 
partnership  items  such  as  Interest  on  capital  and  drawings, 
partnership  salaries,  etc.,  and  set  them  out  in  a  second 
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section,  the  balance  of  wbich  is  brongbt  down  to  a,  third 
section  and  there  divided.  This  method  has  the  advan- 
tage of  showing  the  actual  trading  profit  earned,  apart 
from  partnership  adjustments,  and  also  facilitates  the 
preparation  of  income  tax  returns  in  which  partners' 
salaries  and  interest  are  "  added  back  "  to  arrive  at  the 
liability  for  assessment. 

(2)  Strange  as  it  may  aeem,  many  candidates  make  the 
serious  mistalie  of  debiting  parttiers'  drawings  to  the 
Profit  and  Loss  Account.  It  is  necessary,  therefore,  to 
warn  students  against  this  error  of  principle.  The 
partners  in  a  firm  cannot  know  the  amount  of  profit  to 
which  they  will  become  entitled  at  the  close  of  the  year, 
and,  usually,  it  is  inconvenient  for  them  to  wait  until  the 
accounts  for  the  year  have  been  made  np.  Arrangements 
are  therefore  nude  by  which  each  partner  periodically 
withdraws  specified  sums  on  account  of  profits  which 
it  is  assumed  are  being  earned.  Considered  in  this  light, 
it  is  seen  that  partners'  drawings  are  merely  payments  on 
account  of  profits,  and  in  no  sense  a  charge  against  profits. 
Indeed,  if  no  profits  are  made,  the  amounts  withdrawn  by 
the, partners  during  the  year  are  debts  due  to  the  firm. 
In  1^1  cases  they  must  be  treated  as  debits  against  the 
Current  Accounts  of  the  individual  partners,  not  chaises 
against  the  firm's  profits. 

The  subject  of  "  Goodwill "  is  dealt  with  later  on  in 
this  treatise,  but  it  is  so  intimately  associated  with  many 
questions  of  partnership  accounting  that  it  requires  at 
least  some  brief  consideration  in  this  place,  particularly  in 
the  light  of  the  relations  which  arise  as  between  partners 
in  regard  to  it. 

Qoodwill  is,  as  hag  been  previously  stated,  an  intangible 
asset,  hot  it  ia  none  the  less,  in  many  cases,  a  very  real 
one.  It  may  be  defined  as  the  "  benefit  arising  from  con- 
nection and  reputation,"  t  and  although  it  is  not  an  Asset 
which  a  trader  can  take  into  the  market  and  sell  immedi- 
ately, or  upon  which  be  can  readily  raise  a  loan  hrom  his 
bankers,  the  question  of  Goodwill,  and  the  price  to  be  paid 
for  any  share  in  it,  frequently  assumes  important  propor- 
tions in  negotiations  between  the  existing  memb^s  of  a 
firm,  or  the  existing  owners  of  an  established  "  Goodwill," 
and  proposed  incoming  partners.     A  prospective  partner 
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QpOQ  his  beoomii^  an  actual  parbier  acquires,  by  virtne 
of  such  iiartnership,  the  right  to  a  proportionate  share  ol 
the  existing  Goodwill,  and  to  the  profits  derived  from  its 
use  and  possession,  and  it  is  only  equitable  that  the  former 
owners  of  the  Asset  shall  claim  adequate  compeneation 
for  sarrendering  a  portion  of  these  beoefita.  Upon  the 
dissolution  or  liquidation  of  a  partnecahip  the  sale  of  the 
Goodwill  produces,  in  many  cases,  a  sum  of  money  which 
is  available  for  division  among  the  partners,  and,  in  such 
oases,  similar  questions  arise  ae  to  its  equitable  distribution. 
A  partner  upon  joining  an  easting  firm  usually  pays  to 
the  former  members  a  certain  sum,  known  as  a  "  fre- 
minm,"  for  bia  admission ;  thia  "  premium  "  ia,  as  far  as  the 
new-comer  is  ooncemed,  an  admission  fee  entitling  him  to 
a  ahare  of  the  Goodwill  of  the  business  and  of  the  profits 
arising  out  of  its  possession.  The  new  partner  frequently 
pays  this  sum  direct  to  the  former  partners  as  a  matter 
entirely  outside  the  business,  and,  in  these  cases,  there  is 
no  occasion  to  record  the  transaction  in  the  books  of  the 
new  firm. 

Ecamplt. — If  A.  B.  (an  inoaming  partner)  pays  to  C.  D, .  the 
former  sole  owner  of  the  business,  £1,000  by  waj[  of  a  premiom  for 
adinUaioa  na  a  partner  in  C.  D.'s  busineBB,  and  in  addition  brings 
in  £500  m  cash  into  ths  business  as  his  oapital.  A.  B.'s  Capital 
Account  only  requires  to  be  credited  with  the  £500  placed  in  the 
coEfets  of  the  new  firm,  the  £1,000  paid  to  C.  D.  being  a  Private 
mMtei  between  A.  B.  and  0.  D.  vith  which  the  records  of  tne  firm 

Occasionally  payments  made  by  an  incoming  partner 
to  the  existing  members  of  a  firm  in  respect  of "  premium  " 
are  passed  through  the  firm's  banking  account  for  the 
sake  of  convenience,'  but  they  are  not  credited  to  the 
incoming  partner  as  is  the  case  with  his  capital  contribu- 
tion. It  is  the  account  of  each  recipient  oE  the  money, 
i.  e.  of  each  existing  partner,  which  is  credited  with  bia 
share  of  the  premium  received,  and  the  "  premium  "  thus 
credited  to  him  may  be  allowed  to  stand  to  bis  credit  as 
additional  capital  or  be  withdrawn  by  him  as  may  be 
arranged  between  the  parties  to  the  agreement.  The 
main  point  to  be  remembered  in  this  connection  is  that 
the  incoming  partner  has  no  further  interest  in  or  control 
over  the  premium  he  pays  for  admission  after  having 
parted  with  it. 

It  is  necessary  for  the  student,  in  dealing  with  part- 
nership accounts  and  the  admission  of  new  partners  into 
an  existing  firm,  always  to  bear  in  mind  the  essentia] 
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difference  which  exists  between  sums  paid  by  an  incomiDg 
partner  by  way  of  "premium"  for  admisBion,  and  any 
oontribntion  which  may  be  made  by  blm  to  the  firm's 
existing  capital.  With  the  former  amount  the  new-comer 
has  httle  or  no  concern  after  having  parted  with  it,  since 
what  he  pays  under  tbie  head  becomes,  as  has  been 
indicated  above,  the  absolute  private  property  of  the 
persons  to  whom  it  is  paid.  With  the  latter  amount, 
however,  he  is  permanently  concerned,  because  it  repre- 
sents his  share  of  the  new  firm's  capital.  The  division, 
as  between  the  existing  partners  in  a  firm,  of  sums  paid 
to  them  by  an  incoming  partner  in  respect  of  his  share 
of  the  Goodwill,  takes  place  ordinarily  upon  the  same 
basis  as  that  upon  which  they  share  profits,  and  not  upon 
the  basis  of  the  amount  of  tbeir  respective  capitals.  Thie 
procedure  arises  out  of  the  fact  that  the  payment  for  a 
share  of  the  Goodwill  is  a  compensation  paid  to  existing 
partners  for  a  share  of  future  profits  surrendered  by  them 
to  the  incomer,  and  requires  to  he  divided  according  to 
the  basis  upon  which  profits  are  dealt  with. 

The  principle  explained  above  is  exemplified  in  the 
following  case — 

Example,  — J.  Roberts  and  0.  Owen,  trading  as  Roberts  b  Com- 
pany, and  posaeaaing  respectively  capital  amounting  to  £2.000  and 
fl.OCio,  and  sharing  prosta  as  to  two-thirds  to  J.  Roberta  and  aa  to 
one- third  to  0.  Owen,  decide  to  admit  W.  Brown  as  on  December  31, 
1908,  as  a  partner.  W.  Brown  is  to  bring  in  £1,000  as  his  capital, 
and  is  to  pay  £1,600  to  Che  preexiatiog  parcoera  for  liia  share  of 
the  Goodwill  (i.  e.  by  way  of  premium  on  admisaion),  and  the  aharea 
of  profits  aa  between  the  partners  are  then  to  be  as  follows  :  J. 
Roberte  i,  G.  Oven  and  W.  Brown  i  each. 


Assuming  that  these  transactions  have  been  duly  carried  ofit,  and 
that  the  £2,500  has  been  paid  by  W.  Brown  into  the  firm's  banking 
account,  from  which  the  old  partners  have  withdrawn  tbeir  propor- 


..     .       le  payment  ft 
It  firm's  books. 

No  Goodwill  Account  exists  in  the  books  of  the  old 
firm,  nor,  in  a  question  of  the  above  character,  need  any 
Goodwill  Account  be  opened.  The  occurrence  of  the 
words  "  for  his  share  of  the  Goodwill "  must  not  be 
allowed  to  mislead  the  student  into  crediting  Goodwill 
Account  with  the  j£l,500  paid  by  way  of  premium  for 
admission,  in  view  of  the  fact  that  this  sum  goes  absolutely 
to  the  old  partners. 

The  £1,000  paid  in  by  W.  Brown  as  his  capital  is  of 
quite  a  different  nature,  and  must  be  credited  to  his 
Capital  Account.    The  £1  £00  paid  in  by  htm  as  premium 
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for  admissioD,  if  tecordad  in  the  books  at  all,  would  be 
credited  as  to  two-thirda  of  it  (£1,000)  to  J.  Boberts,  and 
as  to  the  remaining  one-third  of  it  (£500)  to  0.  Owen, 
the  entries  being  passed  through  their  respective  Capital 
Accoitnta  for  the  sake  of  convenieQce.  The  withdrawal 
of  the  £1,500,  when  effected,  would  be  debited  to  the 
former  partners'  Capital  Accounts  in  the  ordinary  way. 
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Upon  the  admission  of  a  new  partner,  in  cases  where  it 
IB  desired  to  give  the  former  partners  some  compeosation 
for  such  admission  without  obliging  the  incomer  to  pay 
them  any  cash  premium,  it  is  frequently  arranged  that  a 
"Goodwill  Account,"  i.e.  an  "Asset"  Account,  shall  be 
opened  in  the  books  of  the  new  firm  for  an  agreed  sum, 
the  corresponding  credit  for  which  shall  be  placed  to  the 
old  partners'  respective  Capital  Accounts.  In  this  way 
the  Capital  Acconnts  of  the  old  partners  are  augmented 
by  a  certain  snm,  as  compared  with  any  cash  capital  which 
may  be  introduced  by  the  incoming  partner.  Further- 
more, since  the  new  partner  obtains,  in  exchange  for  any 
cash  capital  he  may  bring  in,  a  proportionate  part  only  of 
the  Assets  (incln£ng  the  intangible  asset  of  Goodwill 
now  brought  into  the  books  at  the  agreed  figure),  this 
plan  obviously  operates  to  his  detriment  and  for  the  benefit 
of  the  previous  partners. 

Bieample.—A.  B.,  trading  as  A.  B.  &  Co.  with  e.  capital  of  £1,000, 
represented  by  cash  £600  and  stock  £500,  and  having  no  liabilities, 
decides  to  admit  C.  D.asapartneraaon  Januarj' 1, 1900  ;  the  liitter 
is  to  brin^  in  £1,000  as  caiji  oajiital,  and  a  "  GocniwUl  Account " 
is  to  be  raised  on  the  books  for  £1,500,  which  is  to  be  credited 
to  A.  B. 

Prior  to  C.  D,'b  admission  a  Journal  entry  is  passed  through  the 
books,  debiting  Goodwill  Account  with  £l,o00  and  crediting  a  like 
sum  to  A.  B.'a  Capital  Account ;  the  latter  account  ia  thereby  raised 
to  £2,500.  0.  D.^s  £1,000,  when  paid  into  the  bank,  i8;credited  to 
his  Capital  Aocnant  in  the  ordinary  way. 

The  effect  of  these  transactions,  and  the  position  of  A.  B.,  before 
and  after  their  occurrence,  will  be  gathered  from  the  aubjoined 
Balance  Sheets. 
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It  will  be  noted  that  whereaB  A.  B,  previously  had  a. 
capital  of  £1,000,  repreeented  entirely  by  tangible  aBsets,  he 
poasesBes,  after  the  admisBion  of  C.  D.,  a  capital  of  £2,500, 
represented  by  bis  share  in  the  AssetB  of  the  new  firm. 
The  latter  amount  to  £3,500,  including  the  intangible 
aeset  of  "  Goodwill "  amounting  to  £1,500,  and  this  im- 
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proTement  in  A.B.'a  position  has  been  effected  without  any 
cash  contribution  whatever  on  his  part. 

For  various  reasons  partnerships  are  sometimes  dis- 
solved and  liquidated,  all  the  Assets  of  the  firm  being 
realized,  and  all  the  creditors  paid  off;  a  process  which 
is  to  a  great  extant  similar,  is  necessary  when  a  business 
belonging  to  a  private  partnership  is  sold  to  a  hmited 
oompasy  formed  for  the  purpose  of  acquiring  it. 

In  the  event  of  a  partnership  dissolution  the  Partner- 
ship Act,  1890,  provides  that  the  Assets,  upon  realization, 
shf^l  be  apj;.hed  in  the  following  order —    ' 

1.  In  discharge  of  the  debts  due  to  outside  creditors. 

2.  In  repayment  of  loans  from  partners, 

3.  In  repayment  of  partners'  capital. 

i.  The  surplus  (if  any)  to  be  distributed  in  the  same 
proportion  in  which  profits  are  divided. 

If  the  Assets  should  prove  to  be  insufiSciont  to  repay 
claims  1  to  3  as  set  out  above,  it  is  obvious  that  a  loss  must 
have  resulted  upon  realization,  and  that  such  loss  must  be 
made  good  in  order  that  the  claims  of  the  partners  inter 
semaybe  adjusted.  In  the  event  of  bankruptcy  it  is  only 
the  debts  due  to  the  outside  creditors  which  Bj:e  allowed  to 
rank  as  claims  against  the  assets  of  the  firm,  and  one  type 
of  creditors'  claim  is  deferred  to  the  rest  of  the  creditors'— 
viz.  loans  advanced  to  a  firm  the  interest  upon  which  varies 
with  the  profits  made,  or  in  return  for  which  a  share  of 
profits  is  taken  in  lieu  of  interest  Upon  a  loan  of  this 
nature  no  dividend  can  be  claimed  until  all  the  other 
creditors  of  the  firm  have  been  paid  in  full. 

Upon  the  commencement  of  a  partnership  liquidation 
all  the  Assets,  except  cash,  belonging  to  the  firm 
are  transferred  to  an  account  styled  a  "SealizatioB 
Aooonnt " ;  to  this  account  the  various  amounts  of  cash 
realized  by  the  sale  of  the  Assets  are  credited,  and  when 
all  the  latter  have  been  disposed  of  there  usually  remains 
a  balance  either  to  the  debit  or  to  the  credit  of  the  Beal- 
izatiou  Account,  representing  the  Loss  or  the  Surplus, 
as  the  case  may  be,  arising  out  of  the  realization. 

This  balance  of  Profit  or  Loss  is  transferred  to  a  "  Profit 
and  Loss  on  Bealization  Acoonnt,"  and  is  there  divided 
among  the  partners  In  the  ordinary  way,  according  to  the 
proportions  in  which  they  share  profits  or  losses,  unless, 
of  course,  any  other  basis  of  division  is  laid  down  in  the 
Articles  of  Partnership.    The  payment  of  the  creditors' 
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claims  is  recorded  by  creditdDg  Gash  with  all  some  bo 
disbursed,  and  debiting  the  individual  creditora'  accounts 
in  the  customary  manner.  After  these  preliminary  steps 
have  been  carried  out  the  balance  of  Cash  in  hand 
should  tally  exactly  imbh  the  total  of  the  partners' 
Capital  AocouQts  after  the  respective  share  of  Profit  or 
Lobs  on  realization  (as  the  case  may  be)  has  been  trans- 
lerred  to  the  Capital  Account  of  each  partner.  If  the 
loss  on  realization  proves  to  be  heavy  it  sometimes  hap- 
pens that  the  Capital  Accounts  of  one  or  more  partners 
disclose  a  debit  balance  owing  to  the  fact  that  the  share 
of  the  loss  on  Eeahzation  Account  chargeable  to  them 
is  greater  than  the  previous  credit  balance  of  such 
partner's  Capital  Account.  This  unfortunate  result  in- 
dioates  that  the  partners  concerned  must  contribute  to 
the  firm's  banking  account  a  sum  sufScient  to  restore 
the  equilibrium  of  their  Capital  Accounts.  After  this 
adjustment  has  been  effected  the  available  cash  balance 
will  exactly  equal  the  total  amounts  standing  to  the 
credit  of  those  partners  whose  Capital  Accounts  show  a 
balance  on  the  right  (i.  e.  the  credit)  side. 

These    principles    are    illustrated    in    the    subjoined 
Example: — 


P.  Qnaritch  and  R.  Smith,  trading  in  ] 
Smith,  agree  to  dissolve  the  same  and  to  . 
on  BecemlMF  31,  190S. 

Their  Balance  She«t,  aa  at  that  date,  w 
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VLeBBBB.    QtTARITCH   A   SuiTH. 

BALANCE  SHEET,  December  31,  1908 
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Profits  are  shared  oqnally  between  the  partners.  The  "Sundry 
Asaeta  ''  upon  being  sold  realized  only  £2,000  in  cash.  The  liquida- 
tion eipensea  amounted  to  £100  (paid  in  cash).  Show  the  result  of 
the  liquidation,  the  same  being  concluded  on  February  1, 1909  ;  any 
deficiency  on  either  partner'a  Capital  Account  is  to  be  paid  in  iu 
cash,  and  the  balance  of  oa«h  then  available  being  distributed. 
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Or.  p.  QUARITCH,  Capital  Acconnt 


To  liiir-abiin 


II     £    \i.<L 


Dr. 

R.  SMITH 

Capital  Account 

Cr. 

I^b.1 

To  luiU-«h>» 
or  Lorn   iHt 
BesUtttion 

£ 

£     I 

Dec  SI 

„    CbbIi,    de- 

IsFi 

£ 

£ 

700 

0 

•* 

Dr. 

SUNDRY  ASSETS 

Cr. 

1808. 
DscBl 

ToB.Unce 
broiixbt  for- 

£ 

3,3€0 

0 

L 

1009. 
JhlI 

By    TmuBfer 

18.800 

fi'Usoo 

0  0 

8,800 

" 

" 

0  0 

Dr. 

REALIZATION  ACCOUNT 

Cr 

J«D.l 

To  anndry 
Auets 

/ 

■* 

£ 
8,800 

J. 

IMO. 
Feb.1 

£ 

s,ow 

1,800 

« 

• 



9,»00 

° 

" 

'■" 

• 

" 

Dr. 

SUNDRY 

CREDITORS 

Cr 

1M». 
Fob.1 

ToCBh 

£ 

1.000 

•■ 

t 

= 

'S"^' 

^ 

£ 
1.000 

0 

i 
0 

1,000 

" 

0 
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Or. 

PROFIT 

AND    LOSS   OH 

ACCOUNT 

REALIZATION 

r. 

reb.1 

To    LOH    on 

]l»Blla.tKHi 
oTAaMits.... 

£ 

i,«o;o 

F.b.1 

to  p.  Ouir- 
llch'i  6.Ft. 

£ 

Ji 

"r.  Smltli'i 
CipLtil  Ac- 
eoDDt.  h*lt- 

ts;'-...-.' 

J« 

ojo 

190B. 

£ 

*L 

1909. 

* 

^ 

DeaBt 

T^BIMIM... 

100 

' 

F«b.l 

8t  SnndrT 
Creditor).... 
„  Pioat  «id 

1.0TO 

0 

Aueta. 

„  K.  SnUtli-i 
Qipit.1  A«. 

^tl^<!r'p.id 

£ 

t,000 

0 

... 

aaidatlon 

it«u'.  6ipi- 

tmlAocount, 
bnlmcs  dus 
to  him 

100 
1,S00 

• 

2,«I0 

* 

a,*™ 

"1 

It  will  be  noted  th&t,  in  the  above  esample,  the  loss  and 
expenses  arising  out  of  the  liquidation  were  heavy,  and 
that,  after  the  realization,  B.  Smith's  Capital  Account 
showed  a  debit  balance,  a  deficiency  of  £200  being  apparent, 
while  tbe  other  partner's  Capital  Account  showed  a  credit 
balance  of  £1,300.  The  cash  remaining  on  hand  amounted 
to  £1,100.  Upon  R.  Smith  paying  in  the  deficiency  of  £200 
due  upon  his  Capital  Account,  tbe  avaUable  cash  balance 
was  raised  to  £1,300,  which  amount  was  duly  paid  to  P. 
Quaritoh,  being  tbe  balance  due  to  him  as  shown  by  bis 
Capital  Account.  If,  as  sometimes  occurs,  some  of  the 
partners  in  a  dissolving  firm  take  over  certain  specified 
Assets  at  an  agreed  vaToation,  instead  of  taking  the  same 
sums  in  cash,  no  difference  in  principle  arises  in  the  method 
of  accounting.  The  Assets  taken  over  are  debited  to  the 
Oapital  AcoountB  of  tbe  partners  concerned  at  the  agreed 
figure,  just  as  though  cash  had  passed  in  the  ordinary  way. 
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■uently  c 

the  previi 


2.  Compare  the  position  of  a  partner  in  a  private  firm  with  that 
of  a  shareholder  in  a  limited  liability  company. 

3.  Explain  tba  custom  of  allowing  utere»t  on  the  Cupittd  Aoooouts 
of  partnen. 

i.  What  numerical  limits  are  legally  assigned  as  regards  the 

5.  DiacDBs  the  qnestioii  of  Goodwill  in  connection  with  partner- 

6.  When  a  new  partner  is  admitted  iut^i  an  existing  firm  he  fre- 
"ently  contributes  capital,  and  pays,  in  addition,  a  premium  to 

B  previous  partners  Kir  hie  admiasion.  DIbcush  the  meaning  of 
tneae  two  contributions  and  show  bow  their  method  of  treatment 
in  the  books  differs. 

7.  Explain  the  tfirms 

Current   Account, 
Realization  Account, 
in  relation  to  partnerships. 

8.  A.andr   "  -  ' *--- 

to  admit  C.  a  ^       _ 

able  to  oonCribute  any  money,  either  as  capital  or  byway  of  premium 
for  Bdmiasion  ;  nor  will  the  financial  condition  of  the  buainess  permit 
immediate  cash  withdrawals  by  A.  and  B.  By  what  arrangement 
can  A.  and  B.  be  benefited  and  C.  be  penalized  out  of  future  profits 
withont  upsetting  the  arrangement  that  A.,  B.  and  G.  are  to  share 
profita  equally! 

9.  Upon  the  dissolution  of  a  partnership  how  are  the  assets  of 
the  firm  applied  under  the  Partnership  Act,  1890  ! 

10.  What  are  the  provisions  of  the  Pai-tnerabip  Act,   1890,   as 

1.  Interest  on  partners'  capital, 

2.  Interest  on  loans  by  partners  to  the  firm, 

3.  Partner's  salarieB ! 

15b. 

Henry  and  Robert  James  are  trading  in  partnership  as  James 
Bros.,  Henry  James's  capital  on  January  1,  1909,  being  £10,000,  and 
Robert  James's  capital  on  the  same  date,  £400. 

The  partnership  deed  provides  (I)  that  proper  accounts  are  to  be 
prepared  half-yearly  ;  (2)  that  interest  on  oapital  is  to  be  allowed 
every  half-year  upon  the  balance  shown  by  each  partner's  Oapital 
Account  at  the  commencement  of  the  halt-year,  at  6  per  cent,  per 
annum  ;  (3)  that  Robert  James  is  to  be  entitled  to  a  salary  of  £200 
per  annnm,  payable  half-yearly  out  of  profits  ;  (4)  that  the  divisible 
profits  are  to  be  shared  between  the  partners  in  the  proportion  of 
three-quarters  to  Henry  James  and  one>quarter  to  Robert  James. 

The  profits  for  the  half-year  ended  June  30,  1909,  before  pro- 
viding for  the  above  adjustments,  araoooted  to  £950. 

Robert  James  withdrew  £180  On  June  30,  1909 ;  apart  from  this 
no  partners'  drawings  have  taken  place. 

Show  the  partners'  accounts  as  they  would  appear  in  the  firm'» 
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Thomaa   Inwood,    tmding   under  the  name   of  Inwood  &  Co., 
finda  that  on   December  31,  1908,  hU  booke  ebow  the  following 


LiuiLiiila. 

BuniiiT  Credfton 

T.    lawood,    Capital 

S.000 

] 

; 

CaahattbaBank 

£■ 
8,600 

! 

■*. 

£<,000 

' 

0 

£4.000 

» 

» 

He  decides,  w  »t  the  above  date,  to  admit  Hubert  Boonnan  aa 
partner  apon  the  followiiiK  tenna.  H.  Boorman  is  to  paj  into  the 
firm's  banking  account  £2,000,  of  which  £600  ia  to  be  his  capiUl, 
and  £1,500  in  payment  for  his  share  of  the  goodwill  of  the  buiiness. 
T.  Inwood  ia  to  i^aw  out  £600  of  this  £1 ,500  and  to  leave  the  balance 
in  the  businesB  08  a  loao  to  the  new  firm  for  three  years  at  6  per 

H.  Boorman  is  to  receive  k  lalary  of  £100  per  annum,  payable 
out  of  piufita.  Fartnera'  capital  accounts  are  to  bear  interest  at 
5  per  cent,  per  amiDm, 

Profits  are  to  be  divided  as  to  two-thirds  to  T.  Inwood  aad  aa 
to  one-third  to  H.  Boonnan. 

Assuming  that  the  foregoing  trananctioDB  were  dniy  carried  oat 
on  January  I,  1909.  that  no  partners'  drawings  took  place  dnringthe 

Kar,  and  that  the  profits  tor  the  year  1909  amounted  to  £1,800 
fore  allowing  for  any  of   the  adjustments  set  forth  above,  you 
are  requested  to  prepare  the  partne    ' 


name  of  Edwards  &  Steel,  profits  being  shared  as  to  two- thirds 
[.  Edwards,  and  as  to  one-third  to  L.  Steel,  their  Balance  Sheet 
n  December  31,  1908,  being  aa  follows-^ 


Aoeonnt...... 

L.      St«il,      Capital 

1,000 
900 

« 

d 

^™ 

£ 
18.800 

0 

d. 

BandryAewtB 

" 

Bundrr  CndOon 

£18.000 

• 

' 

£18,000 

" 

0 

Aa  on  January  1.  1909,  they  admit  B.  Mervyn  as  a  partner  in  the 
business  on  the  following  terms— 

(a)  Profits  are  to  be  divided  as  to  three-sixths  to  H.  Edwards. 

as  to   two.aiiths   to  L.    Steel,   and  aa  to   one-sixth   Ui 

B.  Mervyn. 

(i)  B.  Mervyn  is  to  bring  in  £500  in  cash  as  his  capital. 

(c)  A  Goodwill  Account  latc  "■  — "-"    -  "■- "---' -"' 


o  be  raised  on  the  booki  under  date 
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January  1,  1909,  for  £900 ;  this  sum  is  to  be  creditetl  to 
the  previous  partners  in  the  same  proportion  in  which  they 
shared  profits  prior  to  B.  Mervyn's  admisBioii. 

(d)  H.  Edwards  is  to  be  at  liberty  to  withdraw  £200  of  hiB 

capital  on  January  1 ,  1909. 

(e)  R  Merryn  is  to  have  a  salary  of  £200  a  year  out  of  profits. 
(/)  Interest  is  to  be  allowed  on  partners'  Capital  Accounts  at  the 

rate  of  5  per  cent,  per  annoni ;  no  interest  is  to  be  charged 

on  drawings,  each  partner  is  to  be  at  liberty  to  withdraw 

£20  a  month  in  anticipation  of  profits,  or  (in  the  case  of 

B.  Mervyn)  in  anticipation  of  profits  and  salary. 

Assame  that  the  torching  traneaotions  relating  to  the  change  in 

the  constitotion  of  the  hrm  have  been  duly  carried  out,  and  that 

eoeb  partner  has  regularly  drawn  .£20  at  the  end  of  eooh   month 

during  the  year  1909.     The  profits  for  1909,  before  making  any 

allowance  for  B.  Mervyn's  sal^,  or  for  interest  on  partners' capital, 

amounted  to  £1,25S.      Show  the   partnei 

Accounts  as  they  would  appear  in  the  firi 

the  year  1909. 

-        16E. 
A.  Brown  and  Robert  Hicks,  trading  in  partnership,  decide,  as 
on  December  31, 1909,  to  dissolve  partnership  and  Uquidatothe  busi- 
ness.    Their  BsJance  Sheet  as  at  that  date  was  as  under — 


Capital  and   Current 
Ledger  at  the  close  of 


LtABlUTlES. 
CipiUl    AccODDt,    A. 

£ 

1,000 
!,000 

I 

D 

AsaiM, 
Cm* _. 

£ 

\ 

d. 

C^i^^A«=ou«t,  R. 

" 

Sundry  Crediwrs 

£».8«. 

*a,8M 

" 

° 

Profits  are  shared  between  the  two  partners  in  the  propoitlMi  of 
three-fifths  to  A.  Brown  and  two-fifths  to  R.  Hicks.  - 

The  "Other  Assets,  £2,850,"  realized  only  £1,S50,  and  the  Good- 
will was  disposed  of  for  £100.  The  expenses  of  the  Liquidation 
amounted  to  £50. 

Show  the  process  of  realization  as  it  would  appear  in  the  firm's 
Ledger,  and  the  position  of  the  two  partners  as  regards  the  disposal 
of  the  balance  of  caah  remaining  after  tatiafying  the  firm's  liabilities. 

15b.  Credit  Balances  of  Capital  Accounts,  June  30.  1909 :  H. 
James,  £10,000 ;  R.  James,  £400,  Credit  Balances  of  Current 
Accounts  :  H.  James,  £692  lOi.  Od.  ;  R.  James,  £77  10s.  0^. 

15c.  Credit  Balances  of  Capital  Accounts  :  T.  Inwood,  £2,000  ; 
H.  Boorman,  £500.  T.  Inwood,  Loan  Account,  £1,000.  Credit 
Balances  of  Current  Accounts ;  T.  Inwood,  £1, 170  ;  H.  Boorman, 
£630. 

15d.  Credit  Balances  of  Capital  Accounts  :  H.  Edwards,  £1400  ; 
L.  Steel,  £1,200;  B-  Mervyn,  £S00.  Credit  Balances  of  Current 
Accounts ;  H.  Edwards,  £280  ;  L.  Steel,  £120  ;  B.  Mervyn,  £135. 

15e.  Cash  Balance  at  close  of  liquidation,  £400.  Divisible — A. 
Brown,  £130 ;  R.  Hicks,  £270. 
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CHAPTER  XVI 

JOINT   BTOCE  COUPANIES  AND  THBIS  ACOOCNTS 

The  accounts  of  Joint  Stock  Companiee,  whatever  the 
particular  business  may  be  in  nbioh  they  ore  engaged, 
are,  of  course,  as  regiu:ds  their  trading  aspect,  precisely 
bbe  same  as  the  accounts  of  a  partnership,  or  tfaoae  of  a  sole 
trader,  engaged  in  a  business  of  a  like  nature ;  but  as  re- 
gards the  accounts  which  are  kept  to  record  the  poBitioa 
bi  tlie  proprietorate  (i.  e.  the  shareholders),  and  the  trans- 
actions of  a  "  Capital "  nature  between  them  and  the 
Cou^Nuiy,  the  books  of  a  Company  present  special 
features  vAti^  require  detailed  explanation. 

An  "Incorporated  Company"  consists  of  a  body  of 
persms  united  for  certain  definite  purposes,  under  wyai 
&r  legislativa  sanction,  in  such  a  manner  that  they  form  a 
"  corporate  body,"  t.  e.  a  fictitious  person  rec<^ized  by 
the  law  as  a  legal  Mitity  capable  of  nolding  property  and 
incurring  obligations. 

Companies  may  be  incorporated  (1)  by  the  direct  en- 
actment of  a  special  statute,  e.g.  the  varioas  British 
Railway  Companies,  (2)  by  Boyal  Charter,  e.  g.  the  Boyal 
Mail  Steam  Packet  Company,  or  (3)  by  the  r^stration 
of  a  form^  document,  called  a  "  Hemorandam  of  Asnoia- 
tlon,"  with  a  GoTemment  ofQcial  (the  "  B^ettar  of  Joint 
Stock  Companies  ")  appointed  under  the  Compaiiies  (Con- 
soUdation)  Act,  1908.  The  great  majority  o£  commercial 
companies  aro  incorporated  by  the  simple  process  of 
registration  with  the  Begiatrar  of  Joint  Stock  Companies. 

The  chief  advantage  derived  from  incorporation  is  the 
principle  of  "limited  liability."  Incorporation  also  facili- 
tates the  raising  of  fresh  capital,  and  the  extension 
or  amatf^uuation  of  businesses;  it  increases  borrowing 
powers,  and  permits  employees  eaeUy  to  acquire  an 
interest  in  the  business,  etc. 

It  a  Company  be  registered  with  a  memorandum  of 
association  containing  a  clause  stating  that  the  "  liability 
of  the  members  is  limited,"  no  member  of  the  Company 

'"  ;,lc 
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is  liable  to  be  oalled  upon  to  contribute  any  sum  beyond 
the  fs«e  value  of  the  actual  shares  he  has  c^eed  to  take 
or  the  capital  he  has  undertaken  to  contribute.  When 
he  has  paid  the  amount  due  upon  the  shares  subscribed 
for  by  him,  he  ia  entirely  relieved  from  the  possibility  of 
any  further  claim  to  contribute  towards  the  Company's 
liabilities,  and,  although  he  may  lose,  through  the  Com- 
.  pany's  ultimate  failure,  whatever  capital  sum  he  may  have 
invested,  he  cannot  be  made  liable  to  contribute  anything 
beyond  that  sum,  however  involved  in  debt  the  Company 
may  have  become. 

Companies  may  be,  but  are  rarely,  registered  "  with 
unlimited  liability,"  the  members  being,  as  regards 
liability,  much  the  same  as  the  members  of  an  ordmary 
partnership.  Two  or  three  private  banks  are  so  in- 
corporated. Companies  may  also  be  registered  where 
each  member's  liability  is  limited  to  the  amount  he 
guarantees.     These  also  are  rare. 

The  Companies  (^Consolidation)  Act,  1908  (Section  1), 
enacts   that   no  private   partnership  of  more  than    ten 

Krsons  shall  be  formed  to  carry  on  the  business  of 
nking,  nor  shall  any  partnership  of  more  than  twenty 
persons  be  formed  to  carry  on  any  other  business  having 
the  acquisition  of  ^in  as  its  object,  unless  it  be  registered 
as  a  Company.  Mining  Companies  within  the  stannaries, 
a  form  of  Company  much*  favoured  in  Cornwall,  and 
Companies  working  ^under  letters  patent,  or  a  special  act 
of  Parliament,  are  exempt  from  the  above  section. 

Any  seven  or  more  persons  may  combine  to  form  and 
register  a  Company  under  the  Companies  ^cts;  and 
in  the  case  of  a  special  class  of  limited  Companies  styled 
"  Private  Companies  "  two  persons  are  sufficient  for  the 
purposes  of  incorporation. 

In  addition  to  what  are  known  as  "  Public  Coi]^>aniea," 
that  is  to  say,  those  Companies  which  have  made  public 
issues  of  their  shares,  there  is  a  class  of  Company  known 
as  Private  Limited  Companies.  A  "Private  Company" 
is  defined  by  the  Companies  (Consolidation)  Act,  1908 
(Section  121),  as  one  which  by  its  articles  of  association — 

{a)  ReatriotB  the  right  to  transfer  aharea  ;  (6)  Limits  the  number 
of  its  members  (eicluaive  of  persona  who  are  in  the  employment  of 
the  Company)  to  fifty.     The   Companies  Ad,   1913,  eicludea   e- 
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This  olasB  of  Compuiy  is  freqnently  met  with  in 
pniotioe,  and  affords  a  great  convenience  in  the  case  of 
"  family  basineBses,"  enabling  a  testator,  whose  capital 
is  locked  np  in  bis  business,  to  divide  bis  estate  amongst 
hia  children  oi  others  without  disturbing  the  financial 
arrangements  of  the  business,  while  at  the  same  time 
limiting  the  liability  of  those  to  whom  a  share  in  the 
bnsiness  is  left. 

Private  Companies  have  also  the  advantage  of  exemp- 
tion from  the  necessity  to  file  annually  the  "  statement  m 
the  form  of  a  Balance  Sheet "  which  is  obtigaton'  on  other 
Companies  under  Section  26  of  the  Companies  (Consolida- 
tion) Act,  1908.  The  capital  of  Private  Companies  is  very 
frequently  held  almost  entirely  by  one  individual,  henoe 
the  term  "  One-man  Company." 

The  fundamental  regulations  of  most  Companies  contain 
a  statement  of  the  amount  of  the  Company's  capital, 
coupled  with  a  note  of  the  number  of  separate  fractions 
or  "Shaiei"  into  which  such  capital  is  divided;  e.g. 
"  the  Company's  ca^atal  shall  be  £10,000,  divided  into 
10,000  ordiiiary  shares  of  one  pound  each."  The  figure 
so  fixed  is  in  reality  nothing  more  than  the  amount  of 
capital  which  the  Company  at  its  inception  takes  power 
to  issiie,  and  is  called  the  "Authorized  Capital";  the 
Companies  Acts  require  the  amount  of  the  authorized 
capital  to  be  stated  in  the  Memorandum  of  Association 
in  the  case  of  all  Companies  incorporated  by  registration 
under  these  Acts,  partly,  doubtless,  because  a  stamp 
duty  based  upon  the  amount  of  the  "  authorized  "  capit^ 
is  payable  upon  registration.  Authorized  Capital  is  also 
called  ITominal  or  B^;utered  Capital 

Although  a  Company  may,  an^  frequently  does,  take 
power  in  its  memorandum  of  association,  or  other 
document,  to  issue  a  certain  sum  of  capital  or  a  certain 
nmnber  of  shares,  it  does  not  follow  that  it  is  always 
either  expedient  or  possible  to  issue  at  once  the  whole  of 
suoh  capital.  Indeed,  it  frequently  happens  that  a  publio 
issue  of  shares  is  not  wholly  taken  up  by  investors,  the 
balance  of  the  shares  offered  in  such  cases  remaining 
unissued.  In  many  cases  therefore  the  amount  of  a 
Company's  "Authorized"  Capital  has  no  direct  con- 
nection vritb  the  amount  of  its  liability  to  its  shareholders 
for  capital  contributions. 

The  nominal  amount  of  capital  which,  at  any  given 
time,  has  been  taken  up  by  the  shareholders  is  called  the 
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"iMBftd"  or  "  SnbMiibed "  capital.  The  amount  of  a 
Company's  "Snbsoribed"  capital  th^efore  represent* 
the  total  amount  which  its  members  hare  E^reed  to 
contribute. 

In  addition  to  the  fact  that  it  will  be  frequently  found 
that  the  whole  of  a  Company's  shares  have  not  been 
issued,  or,  if  issued,  have  not  lieeu  taken  up,  it  is  a  very 
common  oocurrence  to  find  that,  upon  those  shares  which 
have  actually  been  issued,  a  portion  only  of  the  face  yahie 
has  been  paid  into  the  Company's  coffers.  A  Company 
has  no  legal  power  to  issue  its  shares  for  less  than  their  face 
value,  but  it  is  not  compelled,  unlessit  requires  the  money, 
to  call  upon  the  holders  of  its  shares  to  pay  up  at  the 
outset  the  whole  of  the  sum  they  have  contraoted  to  eon- 
tribute;  periodical  Calls,  as  they  ace  termed,  can  be  mad9 
of  one-half,  one-quarter,  or  whatever  other  prt^oortion  is 
deemed  advisable,  of  the  nominal  amount  of  each  share ; 


value  of  the  issued  shares  has  been  called  and  paid  up. 

The  total  amonnt  actually  contributed  in  cash  by  th« 
shareholders  at  any  particular  date  is  oalled  the  "Paid- 
up  C!(4>ital" ;  this  amount  may  obviously  ^Ser  both  from 
the  "  Authorized  Capital "  and  from  the  "  Subscribed  Capi- 
tal," e.g.  the  "Authorized"  capital  of  a  Company  may 
amonnt  to  £10,000,  divided  Into  aO,000  shares  of  £\  each. 
The  "Subscribed"  Capital  may  consist  of  5,000  shares  of  £1 
each,  i.e.  £S,000.  i^e  "  Paid-up"  Capital  may  represent 
10s.  per  share  on  each  of  the  S.OOO  £1  shares  sabscribedr 
i.e.  £2,500.  The  "Paid-up"  Capital  of  a  Company 
therefore  is  that  amount  of  the  Called-ap  Capital  whiak 
has  actuidly  been  paid  by  its  members. 

Companies  frequently  issue  more  than  one  type  of 
share,  the  various  classes  issued  possessing  varioua 
priorities  Eunong  themselves,  either  as  to  "  Capital "  or 
"  Dividend "  rights  or  both.  In  this  oonneotjion  the- 
following  definitions  may  prove  helpful,  althou^,  as 
between  different  companies,  shares  of  the  same  designa- 
tion may  possess  widely  different  rights. 

'* Preferenoe  Shares"  are  shares  possessing  some  pre- 
ferential rights  over  the  other  classes  of  shares  issued  by 
the  Company ;  it  may  be  that  (1)  they  are  entitled  to  a 
preferential  fixed  dividend  each  year,  if  soffioient  profits  are 
made  (these  shares  are  "preferential  as  regards  revenue"), 
or  that  (2)  in  the  event  of  liquidation  of  the  Company 


JOINT  STOCK  COMPANIES-  ACCOUNTS    251 

they  are  entitled  to  priority  of  payment  out  of  tha  asieta 
before  any  of  the  other  clasees  of  shareholders  (these 
eha^res  are  "preferential  as  regards  capital ").  In  many 
cases  preference  shares  are  "  preferential "  both  as  to 
Capital  and  Dividend. 

If  a  Preference  Share  is  also  deecribed  as  "  CiuniilatiTe," 
it  implies  that  the  arrears  of  any  fixed  dividends  due 
liereon  but  not  paid  in  any  one  or  more  years  (owing  to 
the  fact  that  idsuflicient  profits  were  made  out  of  which 
to  pay  them)  are  carried  forward  t-o  later  years  {i.e. 
"  Aeonmolated"),  until  sufQcient  profits  have  been  earned 
out  of  niiich  to  satisfy  them.  If  a  Preference  Share  is 
deecribed  as  "  H'on-caBiiilatiTe,''  it  indicates  that  eaoh 
trading  period  is  considered,  for  the  purpose  of  paying 
dividends  on  the  Preference  Shares,  as  a  matter  a^ui) ; 
and  that  unpaid  arrears  of  dividend  are  not  carried 
forward  to  future  years,  and  cannot  be  subsequently 
olaimed.* 

"  Ordinary  Shares  "  are  a  class  of  shares  entitled,  as  a 
general  mie,  to  the  whole  cd  the  profits  made  by  the 
Company  after  the  fixed  dividends  payaUe  on  the  Pref^- 
ence  Shares  have  been  duly  dischai^ed. 

Shares  of  the  "  Ordinary  "  class  have  no  fixed  rights  as 
to  dividends,  neither  have  they  any  claim  for  priority  of 
payment  in  case  of  liquidation.  To  counterbalance  the 
absence  of  these  advantages  they  are  usually  entitled  to 
the  larger  share  of  any  profits  mEkde  should  the  Company 
prove  Buooessful. 

Special  ol&sses  of  shares,  frequently  taking  a  deferred 
interest  in  the  profits  quite  disproportionate  to  their 
nominal  amount,  are  also  estensively  found.  These  sharM 
are  generally  called  "Deferred  Sharet,"  "Poaaden' 
ShaiM,"  or  "Management  Shares,"  and  are  frequently 
issued  to  the  originators  of  the  Company,  or  to  their 

*  The  studsnt  mnit-iiot,  however,  infer  from  the  above  that  the 
hddera  of  Flefereoce  Shiu-ea  are  ereditort  in  the  ordinary  seiiM  for 
any  dividends  which  may  be  in  arreAT  upon  their  Camulntive 
Preference  Shares,  They  do  not  become  active  olaimanta  until  the 
Company  earns  sufficient  profits  out  of  which  to  meet  the  arrears  a! 
Jividend.  Fc«  thia  reason  tiie  amount  of  Preference  dividend  which 
raty  be  ontotanding  at  an;  time  is  not  passed  thToa||h  the  acoouDte. 
It  IS,  however,  in  the  author's  opinion,  advisable  bo  insert  a  note  on 
the  face  of  the  Balance  Sheet  to  the  effect  that  arrears  of  Preferonoe 
dividends  exist,  stating  the  amonnt  due  to  date.  In  the  absence  of 
Buob  a  note  it  ia  coniwiTBble  that  a  person  contemplating  the 
puzohaae  of  the  Company's  Ordinary  Shares  might  be  niried. 
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In  cases  where  a.  patent,  or  other  speculative  property, 
is  acquired  by  a  company,  it  is  a  salutary  practice  thai 
the  vendor  shall  be  paid  largely  by  means  of  shares, 
the  dividend  upon  which  is  "  deferred  "  until  the  shares 
contributed  by  those  who  find  the  actual  cash  with  which 
.  to  launch  the  venture  have  received  a  certain  fixed  rate 
of  dividend.  lu  these  cases  the  balance  of  profit  re- 
maining, after  such  fixed  dividends  have  been  paid,  is 
frequently  divided  in  agreed  proportions  between  the  two 
classes  of  shares. 

The  advantages  of  limited  liability  attach  to  aU  classes 
of  shares  in  a  Limited  Liabihty  Company.  Dividends 
cannot  be  paid  to  any  class  of  shareholder  except  out  of 
the  profits  earned  by  the  Company;  the  question  as  to 
what  are  a  Company's  profits,  in  the  legal  sense  of  the 
term,  frequently  leads  to  considerable  confusion,  and, 
owing  to  somewhat  conflicting  legal  precedents  deal- 
ing with  the  matter,  great  difference  of  opinion,  uid  much 
controversy,  have  arisen. 

In  the  case  of  some  Companies  the  capital  is  not 
divided  into  "  so  many  shares  of  a  certain  money  sum 
each  "  but  into  so  many  pounds  sterling  of  a  specified 
"Stock"  of  the  Company.  "  Stock  "  in  almost  all  respects 
possesses  the  same  characteristics  as  "Shares";  the  rights 
as  to  dividend  and  priority  of  repayment  may  be  identical 
in  both  cases,  indeed  it  is  possible  for  Companies  if 
they  so  desire,  to  change  their  Capital  from  the  one  form 
into  the  other.  "  Stock  "  may  be  defined  as  capital  con- 
solidated into  one  mass  for  the  sake  of  convenience,  and 
is  truisferable  in  any  fractions,  except  where  otherwise 
stipulated. 

On  the  other  hand,  fractions  of  Shares  are  not  allowed 
to  be  transferred,  one  Share  being,  as  a  rule,  the  mLai- 
mum.  Every  "  Share  "  bears  a  distinctive  number,  while 
"  Stock  "  possesses  no  numbers. 

The  "  Share  Capital"  of  a  Company  is,  of  course,  the  pro- 
prietors' capital,  and  corresponds  to  the  partners'  Capital 
m  a  private  partnership.  In  addition  to  the  issue  of 
Share  Capital  Companies  frequently  raise  money  in  the 
shape  of  loans  for  fixed  periods,  interest  being  paid  on 
these  obligations  quite  Irrespective  of  whether  the  Com- 
pany's profits  are  sufficient  to  pay  them  or  not.  Borrowings 
of  this  nature  are  usually  secured  by  the  pledge  of  certain 
portions  of  the  Company's  property  coupled  with  a 
"General  chaise,"  under  which  the  whole  of  its  Assets 
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are  hypotheoated.  Loans  of  this  nature  are  sometimes 
secured  by  meaDs  of  separate  deeds  under  the  C!ompany'a 
seal  given  to  each  individual  lender,  known  as  "  Deben- 
tnres,"  setting  forth  the  amount  of  the  loan  and  its 
various  particulars. 

Id  other  cases  "  Debenture  Stock  "  is  issued  in  the  same 
manner  as  *'  Preference  "  and  other  Stocks  are  issued.  In 
oases  where  Debenture  Stock  is  issued  trustees  are 
appointed  to  act  for  the  holders  of  the  Stock,  and  to  hold 
the  charge  over  the  Company's  Assets  for  the  protection 
of  the  stockholders.  "  Debenture  Bonds,"  if  issued,  are 
usually  for  round  sums,  e.  g.  £50,  £100,  £200  and  so  on, 
and  they  may  be  espressed  as  payable  to  the  original 
lender  of  the  money  or  "  to  bearer,"  i.  e.  to  the  holder  of 
the  document  for  the  time  being. 

In  cases  where  "Debentnrea  to  Bearer"  are  issued  a 
sheet  of  interest  Coupons  is  attached.  This  sheet  consists 
of  a  number  of  smedl  "pay  orders,"  detachable  as  they 
mature,  and  representing,  in  each  case,  the  interest  due 
for  a  certain  half-year  or  other  period,  the  complete  sheet 
containing  coupons  covering  the  whole  "  life "  of  the 
Debenture  Bond. 

Each  coupon  when  due  is  detached  and  presented  for 
payment  (usually  through  a  banker),  as  and  where 
mdicated  upon  the  Coupon  itself. 

Debentuiea,  except  "Bearer"  Debentures  and  Deben- 
ture Stock,  are  usually  transferable  from  one  person  to 
another  by  deed.  The  transfer  of  Bearer  Debentures  is 
effected    by    the    simple    delivery   of    the     documentB 


Companies  are  usually  managed  by  a  small  number 
of  persons,  generally  shareboldei^,  called  a  "Board  of 
DireotoTB."  These  governing  bodies  appoint  such  managers 
and  other  officials  as  are  needful  for  the  proper  conduct  of 
the  Company's  business.  The  Boards  of  Directors  of 
reputable  and  well-conducted  undertakings  usually  consist 
of  influential  men  possessing,  in  many  cases,  expert  know- 
ledge of  the  Company'eparticular business;  unfortunately, 
the  same  cannot  be  said  of  the  le^s  desirable  type  of 
Company,  the  Boards  of  which  frequently  consist  largely 
of  individuals  placed  upon  the  direction  at  the  instance 
of  the  promoter  controlling  the  concern,  and  possessing 
neither  independence  nor  business  ability. 

It  is  customary  for  a  new  Company  of  standing  ta 
.make  an  appeal  to  the  public  to  subscribe  its  Capital. 
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The  document  setting  forth  the  details  of  the  Company's 
business,  the  amount  o£  Oapital  offered  for  subsoription, 
the  names  of  the  ofBciala  and  the  profits  efltimated  to 
arise  from  future  trading,  is  termed  a  "  ProspectM."  It 
is  usually  stipulated  that  the  Capital  offered  for  subscrip- 
tion, whether  in  the  ebape  of  Shares,  Stock,  or  Debentures, 
is  to  be  paid  up  by  the  applicant  in  instalments ;  a  deposit 
is  required  on  "  Applioation,"  a  further  payment  is  to  be 
made,  as  a  rule,  when  the  application  is  granted  by  the 
Board  (*.  e.  when  the  shares  are  "  Allotted  "),  and  further 
"  Calls  "  are  payable,  either  upon  the  dates  set  out  in  the 
prospectus,  or  as  and  when  deemed  to  be  desirable  by  the 
Board  of  Directors. 

Section  235  of  the  Companies  (Consolidation)  Act, 
1908,  defines  a  prospectus  as  "any  prospectus,  notice, 
circular,  advertisement,  or  other  invitation  offering  to 
the  public  for  subscription  or  purchase  any  Shares  or 
Debentures  of  a  Company."  Bvery  prospectus  must  state 
the  BEitumnm  Subaoription,  i.e.  the  smallest  number  of 
Shares  that  must  be  subscribed  before  the  Directors  oua 
proceed  to  allotment. 

In  order  to  record  the  capital  transactions  of  a  Company, 
entries  must  be  passed  through  the  ordinary  books  of 
account,  but,  in  view  of  the  l^ge  number  of  indiriduaj 
shareholders  of  which  a  Company  may  consist,  it  ie 
customary  to  record  the  nec^sary  entries  in  the  financial 
books,  as  far  as  possible,  in  totals.  Separate  statistical 
books,  styled  "  Bhaxe  (or  Debenture)  Bei^tera,"  are  used 
to  record  in  detail  the  holdings  of  individuals  with  the 
amounts  contributed  by  them  originally,  or  particulars  of 
the  shares  acquired  by  subsequent  purchase. 

All  sums  payable  to  a  Company  upon  its  making  a 
public  Issue  of  Shares  are  usually  payable  direct  to  the 
Company's  bankers;  and  it  is  with  the  receipt  by  the 
latter  of  an  Application  Form  for  Shares  coupled  with 
the  applicant's  cheqne  for  the  amount  of  the  af^lication 
deposit  that  the  entries  in  the  Company's  books  com- 
mence. 

The  deposits  received  upcm  applioation  are  debited  io 
detail  in  the  Company's  Cash  Book,  and  are  credited 
({nrefersUy  in  totcds  as  tar  as  posaible)  to  an  AccouDt 
styled  the  "^plioatua  and  Allotment  Aoeoant."  It  is 
conceivable  that  the  issue  of  Shares  may  be  over  applied 
for  by  the  public,  and  that  deposits  may  have  to  be 
retiuned  to  applicants  who  receive  no  aUobment;  again, 
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appiic&nts  may  receive  an  allotment  of  a  lees  number  of 
Shares  than  they  have  applied  for,  in  which  ease  any 
surplus  paid  on  application  is  usually  applied  in  reduction 
of  the  amount  payable  on  allotment,  tne  balance  only  of 
the  latter  instalment  then  becoming  payable. 

The  Board  of  Directors  go  through  the  "Liat  of 
Applloatioiu  "  and  decide  the  number  of  Shares  which 
shtUl  be  allotted  to  each  applicant ;  they  direct  the  secre- 
tary of  the  Company  to  issue  to  the  applicants  notices  of 
all  allotmentB  made  (styled  "Lettert  of  Allotment"),  and 
upon  these  letters  being  duly  posted  the  contract  between 
the  applicant  and  the  Company  becomes  complete;  there- 
after t^e  former  is  legally  bound  to  take  and  pay  for  the 
Shares  allotted  to  him  upon  his  application,  as  and  when 
called  upon  to  do  so.  On  the  other  hand,  prior  to  the 
posting  of  the  allotment  letter,  the  applicant  is  entitled 
to  withdraw  his  application  if  he  desires  to  do  so. 

Upon  the  "allotment"  of  a  block  of  capital  in  this 
manner  the  "  Application  and  Allotment  Account "  should 
be  debited  with  vaa  total  sum  payable  "  on  application," 
and  "  on  allotment "  on  the  whole  issue  of  the  Shares  so 
allotted,  and  this  sum  should  be  credited  to  the  "  Share 
Capital  Account."  When  the  instalments  due  on  allot- 
ment are  paid  they  should  be  credited  to  the  "  Applica- 
tion and  Allotment "  Account,  and  to  this  account  should 
be  debited  any  cheques  drawn  in  favour  of  those  applicants 
who  have  received  no  allotment,  or  amounts  remitted  to 
partly  successful  applicants,  in  order  to  return  any  deposit, 
or  excess  of  deposit,  which  they  may  have  paid  upon 
"  application."  When,  finally,  all  allotment  moneys  have 
been  duly  received  by  the  Company,  the  "  Application 
and  Allotment"  Account  should,  of  course,  show  no 
outstanding,  balance. 

The  crediting  of  the  total  of  the  allotment  moneys  in 
company  with  the  application  deposits  to  the  Share 
Capital  Account  before  the  cash  has  actually  been 
received  amounts  to  an  anticipation  of  events,  and  a 
reversing  entry  may  subsequently  be  needed  if  any 
shareholders  fail  to  pay  their  allotment  instalments. 

Under  the  Companies  (Consolidation)  Act,  1908  (Becti(»i 
92),  every  Company  is  compelled,  within  two  months  after 
the  allotment  of  its  Shares  or  Debentures,  or  within  two 
months  after  the  registration  of  a  transfer  of  Shares  or 
Debentures,  to  have  complete  and  ready  for  delivery  the 
certificates  representing  such  Shares  or  Debentures. 
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When  the  Board  of  Directors  deoidea  to  make  a  ' '  oaJl " 
apon  the  membetg  for  some  further  portion  of  the  capital 
remaiQing  unpaid,  formal  ooticee,  reqneetiiig  the  payment 
of  the  call  at  a  stated  fatnre  date,  are  eent  out  to  the 
members  of  the  GompaQy  by  the  secretary.  Upon  the 
call  faUing  due  an  entry,  crediting  the  ^hare  Capital 
Account  and  debiting  the  "  Gall  Account,"  is  made  for 
the  total  amount  receivable  in  respect  of  the  call  (this 
reaembles  the  procedure  in  the  case  of  the  "  Allotment" 
moneys).  As  the  various  shareholders  pay  to  the  Gom- 
wny's  bankers  the  sums  due  from  them,  the  Company's 
Cash  Book  is  debited  in  detail,  and  the  "  Call  Account" 
is  credited  in  one  or  more  totals ;  when  the  full  amount 
of  the  call  has  thus  been  received  the  Call  Account  in  the 
Ledger  closes  automatically. 

For  the  sake  of  convenienoe  many  Companies  arrange 
with  their  bankers  that  the  various  sums  received  on 
application  and  allotment,  and  in  respect  of  calls,  shall 
be  kept  separate  and  distinct  in  special  aocounte  under 
-appropriate  headings,  and  with  special  pass  books.  Erom 
these  special  accounts  sums  can  be  transferred  to  the 
Company's  General  Account  from  time  to  time  as  desired. 

In  the  case  of  a  Company  making  a  public  issue  as 
explained  above,  the  Shares  issued  to  the  public  must  be 
paid  for  in  cash.  The  law,  however,  permits  "  Fully  "  or 
"Partly  Paid"  Shares  to  be  issued  in  exchange  for  any 
kind  of  valuable  consideration  other  than  cash,  e.  g.  land, 
buildings,  plant,  machinery,  book  debts,  patent  rights, 
goodwUl,  and  even  persontd  service,  subject  to  certain 
^racial  formalities  being  compUed  with;  viz.  that  an 
agreement  between  the  Company  and  the  vendor  setting 
forth  the  nature  of  the  consideration  which  the  Company 
acquires  in  exchange  for  the  Shares  so  issued  shall  be 
executed  and  filed  with  the  Begistrar  of  Joint  Stock 
Companies  within  thirty  days  after  the  allotment  of  such 
Shares.  "  Fully  "  or  "  Partly  Paid  "  Shares  issued  in 
ithis  way  in  exchange  for  Assets  are  frequently  referred  to 
AS  "Shares  issued  credited  as'fully  (or  partly)  paid";  if 
issued  as  "  Partly  Paid  "  the  balance  due  upon  the  Shares 
must  be  paid  up  in  cash  as  and  when  the  Board  of 
Directors  may  c^  tor  it.  Debentures  can  sdmilarly  be 
issued  as  fully  paid,  and  in  their  case  a  "  consideration  " 
(e.  g.  assets)  is  not  legally  necessary. 

In  oases  where  a  Company,  specially  formed  for  the 
purpose^  takes  over,  as  a  going  conoem,  the  Assets  and 
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Liabilities  (incloiiing  the  Goodwill)  of  a  pre-eKisting 
ftartnership,  a  anbstantial  poEtion  of  tJia  purchase  price  ib 
frequently  satisfied  by  meaoB  of  an  isene  to  the  former 
owners  of  the  bosineas  of  an  amoonl  of  shares,  stook,  or 
debentures  oredHed  as  fully  paid  np ;  these  securities  may 
iouik  equally  with  similar  eeoUEities  issued  to  the  pubhc,  but 
if  "the  iatter  is  being  approaobed  for  the  subscnption  of  a 
large  aniit  of  money  there  is  more  probability  of  a  satis- 
iactmry  remonse  reaolting  if  tlw  vendors  take  secoritieB 
ranking  befaiod  those  offered  to  the  public.  She  announoe- 
ment  that  the  former  owners  have  agreed  to  take  a  large 
portion  of  the  purchase  priae  of  their  bnsineBS  in  "  Ordin- 
ary" or  "Deferred"  Shares  naturally  evidenceB  their 
faith  in  the  future  proapeots  of  the  undertaking,  and  begets 
public  confidence. 

In  cases  where  the  whole  of  the  purchase  consideration 
is  taken  in  Gash  or  in  Debentures  the  attendant  issue  of 
Preference  or  Ordinary  Shares  may  well  be  avoided  bj 
the  prudent  investor. 

In  a  typical  case  the  new  Company  takea  over  from 
the  formerowners  (the"  vendors  ")  certain  Assets,  together 
with  the  GoodwiU  for  a  stated  amount  of  naoney,  payable 
in  cash  or  shares  as  specified,  and  in  addition  assumes 
the  old  firm's  current  liabilities.  In  such  a  case  the 
purchase  price  does  not  consist  solely  of  the  amount  of 
cash  or  shares  issued  to  the  vendors ;  it  embraces  the 
latter  amount  plus  the  amount  of  the  Liabilities  assumed. 
Frequently  a  round  sum  is  mentioned  as  representing  the 
purchase  price  of  the  Assets  plus  the  Goodwill  and  minus 
the  liabilities,  the  detailed  purchase  price  of  the  indi- 
vidual Assets  and  of  the  Goodwill  not  being  specLficaDy 
mentioDed,  although,  if  a  public  issue  be  made,  thle 
purchase  price  of  the  goodwill  must  be  separately  stated 
in  the  prospectus.  In  the  circumstances  detailed  above, 
the  individual  Assets  taken  over  should  be  valued  at  a 
fair  price,  and  the  balance  of  the  purchase  money  paid 
must  be  assumed  to  represent  the  Goodwill  of  the  busi- 
ness. Such  transactions  must  be  made  the  subject  of  a 
Journal  entry  in  which  full  details  of  the  matter  are  set  out. 

Example. — If  a  n«wly-formed  Company  acquires  fram  an  existing 
■partnership  £30,000  worth  of  tangible  Ajaeta  plna  the  Goodwill  for 
£50,000,  ana-imiiertakeB  to  dischBrge  in  addition  Liabilitieaamoimting 
to  £10,000,  the  total  purchaBepriceamoaBtB  to  £60,000  (i.  e.  £50,060 
plus  £10,000),  of  which  £30,000  can  be  Tariked  as  representinB  the 
cost  of  the  tangible  AsBeta,  and  the  balance  of  £30,(K)0  can  onljTjo 
treated  as  the  cost  price  of  the  Goodwill  acquired. 
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A  Company  purchasiag  an  existing  biiBiDesB  in  this  way 
Qsually  paye  lor  the  "  Goodwill "  acquired  a  price  far 
higher  than  a  prudent  private  individual  would  be  liliely 
to  give;  to  this  fact  ia  largely  due  the  "Inflated"  or 
"^^tered"  oapitaJe  which  are  unfortunately  so  frequently 
met  with  in  joint  stock  company  enterprise,  and  the 
existence  of  this  praotioe  is  due  to  a  great  extent  to  the 
fact  that  the  investor,  whose  liability  is  limited,  is  satisfled 
with  a  smaller  retorn  per  cent,  per  annum  upon  his 
money  than  is  the  case  with  the  individaal  trader  whose 
liability  is  unlimited. 

The  foregoing  principles  are  embodied  in  the  subjoined 
illustration,  which  is  that  of  a  Company  formed  to  take 
over  an  existing  business  for  a  stated  consideration  payable 
in  cash,  shares,  and  debentures,  and  making  an  appeal  to 
the  public  for  subscription  s. 

Exavtple. — Measrs.  Grant,  Wood  &  Co.'a  Balance  Sheet  at 
December  31,  1908,  showa  the  following  Awieta  and  LiabUitiee — 

Assets.—  £  a.  d. 

Cash 1,000  0  0 

Stock 18,000  0  0 

Debtora 29,000  0  0 

Premiaea 14,000  0  0 

£62,000    0    0 

Liabilitie). — 

Sondry  creditora      .         .        .  £12,000    0    0 


The  firm  contracts,  as  on  December  31, 1908,  to  sell  their  business 
to  a  limited  Company,  incorporated  for  the  purpose  under  the  name 
of  Grant,  Wood  &,  Co.,  Ltd.,  for  £76,000,  payable  as  to  £6,000  in 
cash,  £10,000  in  fully  paid  5  per  cent.  Debentures,  and  aa  to  £60,000 
in  fully  paid  ahares,  the  Company  takine  over  all  the  assets  set 
forth  above  and  assuming  all  the  firm'a  liabilities. 

The  authomed  share  capital  of  the  Company  is  registered  as 
£150,000  in  150,000  shares  of  £1  each. 

The  Company,  on  January  5,  1909,  offers  for  public  subscription 
60,000  £1  shares  payable  as  follows :  Is.  per  share  on  application, 
te.  per  share  on  allotment,  and  iOa.  per  share  on  February  1,  1909. 
Applicationa,  accompanied  by  the  necessary  deposit  of  Is.  per  share, 
were  received  for  75,000  shares;  60,000  shares  were  aUotted  on 
January  8,  1909,  in  respect  of  these  applications,  in  varions  propor- 


, . js  overpaid  on  application  being  applied  towards  part 

payment  of  the  mone^  due  on  allotment.  Of  the  moneys  due  on 
allotment  £20,100  was  received  on  January  10  and  the  balance  on 
January  11.  The  transfer  to  the  Company  of  the  assets  acquired 
from  Grant,  Wood  A  Co.  took  place  on  January  10,  the  cash  consider- 
ation being  paid   by  cheque  on  the  Company's  bankers,  and  the 
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Bh&rea  and  debentUTM  being  duly  aUott«<i  on  that  ddj  to  the 
vendors.  Tbe  balance  of  10>.  per  Sht-ie,  due  from  the  allottcM  on 
February  1,  waa  received  by  the  Company,  aa  toiC29,4S0onFebniai7 
1,  and  ae  to  the  renuunder  on  February  2,  1909. 

Show  tbese  transactione  as  they  wonid  appear  in  the  Comptmy '■ 
CMb  Book,  Jonmal,  and  Ledger,  bringmg  down  tbe  balanoea  aa  on 
Febmary  2,  1909,  and  preparing  a  Balance  Sheet  as  on  that  data. 
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Gkant,  Wood  k  Co.,  Ltd. 
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Graiit,  Wood  k  Co.,  Ltd. 

LEDGER 
1  Shue  Capital  Account 


ByApplici 

ACODUDl 


„    Pint  C^ 
10>.  p«rili>n 


BjB»1.noe 
brought 
down,  120,000 
abaa  of  £1 


£  :i!o,ooa 

l' 


Ftre  per  cent  DebenUres  Account 


)  Br  Gr4nt, 
Vood  A  Co., 
£10,000   De- 


D,g,t,7P:hy  Google 


262       BOOK-KEEPING  AND  ACCOUNTS 

8  Application  and  Allotment  Account  8 
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Orast,  Wood  &  Co.,  Lib. 
BALANCE 

SHEET, 

as  on  Februwy  2,  1909 

LrAElLITlM. 

£ 

iao,()oo 

10,000 

(, 

0 

fh 

0 

th«  pnbllo    tor 

fuh fidO.OOD 

tf>fm  ShBRI    iBSIud    to 

ths  vendo™  snd 
cnditsdu  rally 
paw £60,000 

IJMOO 

-/ 

Sundry  Creditor. 

£ 

142,000 

" 

" 

* 

1*1,000 

" 

" 

It  has  already  been  mentiooed  tbat  the  Shore  aod  other 
Capital  tran3a.ctioQ3  of  a  Company  are  passed  through  the 
financial  books  of  account  as  lar  as  possible  in  totals. 

Separate  statistical  books  and  registers  are  kept  for  the 
purpose  of  recording  the  details  of  these  matters,  also  in 
order  to  safeguard  the  various  members'  interests  and 
holdings  inter  se.  Such  books  are  termed  "  Share  (or 
Debenture)  Blisters  " ;  in  them  an  account  is  opened  for 
each  individual  holder,  and  separate  registers,  or  sets  of 
registers,  are  kept  for  each  class  of  Share  or  Stock.  By 
the  Act  of  1908  Share  EegisterB  must  be  kept  and  be 
open   for  public  inspection  during   business  hours  on 

ament  of  a  small  fea  It  has  been  held  that  a  share- 
ler  is  not  a  member  till  dul^  registered. 
A  form  of  Share  Begister  is  appended  containing  a 
specimen  account  of  a  shareholder  named  Henry  Norman. 
He  applied  on  January  6,  1909,  for  1,100  shares  in  Grant, 
Wood  &  Co.,  Ltd.  (see  previous  example),  paying  Is. 
per  share  deposit;  1,000  shares  were  allotted  to  him, 
and  the  allotment  moneys  and  first  call  were  doly 
paid  on  the  respective  due  dates.  This  member  bought 
a  farther  2,000  shares  in  the  open  market,  at  a  later  date, 
and  the  transfer  deed  was  duly  registered  and  approved 
by  the  Board  of  Directors  on  March  6,  1909 ;  the  whole 
3,000  shares  were  subsequently  sold  by  Henry  Norman, 
the  transfer  for  1,500  01  them  being  approved  by  the 
Board  on  April  10, 1909,  and  the  transfer  for  the  remain- 
ing 1,600  on  April  16,  1909. 
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In  order  to  record  the  particuIarB  of  the  applications 
received  in  response  to  tne  offer  of  Sbares  for  public 
sabaoription  by  a  Company,  a  separate  Statistical  Book  (or 
series  of  loose  sheets),  called  an  "  Application  and  Allot- 
ment Book"  (or  series  of  sheets),  is  employed.  These 
records  contain  the  history  of  each  application  from  the 
time  it  was  first  received  nntil  the  Share  Registers  are 
compiled  subsequent  to  the  allotments  having  been  duly 
made;  it  is  from  the  Apphcation  and  Allotment  Book 
that  the  Share  Begisters  are  written  up  aS  regards  the 
names  of  allottees,  and  the  numbers  and  distinctive 
numbers  of  the  shares  allotted, to  them.  The  separate 
sums  of  cash  paid  by  applicants  are  "  posted "  from 
the  Cash  Book  to  the  credit  of  the  allottees'  accounts 
in  the  Share  Begister,  although  such  "  posting  "  forms  no 
part  of  the  double  entry  in  the  Company's  iKwks  of 
account,  the  credit  in  total  to  the  Application  and  Allot- 
ment Account  in  the  Ledger,  already  described,  being  the 
correct  contra  entry  for  the  debit  in  the  Cash  Book. 

A  specimen  page  of  the  "  Application  and  Allotment 
Book,"  of  Grant,  Wood  &  Co.,  Ltd.,  appears  on  p.  267. 

In  the  first  instance  the  applications  are  entered  in 
the  above  book  from  the  application  forms  themselves  as 
received  from  the  Company's  Bankers,  and  the  book  is 
then  submitted  to  the  Board  of  Directors  for  consideration. 
Shares  when  allotted  are  entered  in  the  "Number  of 
Shares  Allotted"  column,  and  the  book  is  thereupon 
signed  by  the  chairman  of  the  board  for  identification 


vendors  and  purchasers  forms  a  considerable  portion  of 
the  Secretary's  duties  in  a  large  Company.  Particularly 
is  this  the  case  where  the  ousiness  of  the  Company 
is  of  a  nature  which  attracts  investors  with  specula- 
tive instincts,  such,  for  instance,  as  a  gold  mine. 
In  the  case  of  Companies  of  this  class  the  "  Transfer 
Department "  and  its  staff  is  frequently  far  larger  than 
the  ordinary  Counting  House  section  of  the  office. 

For  the  preliminary  record  of  transfers  a  "Transfer 
Register  "  is  kept,  which  is  written  cp  from  the  Transfer 
deeds  themselves,  and,  after  the  approval  of  each 
individual  transfer  by  the  Board,  serves  as  a  posting 
medium,  somewhat  in  the  nature  of  a  Journal,  for  the 
subsequent  effecting  of  the  necessary  entries  in  the 
Share  Begister  in  the  accounts  kept  both  for  the  seller  of 
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the  ehares   (Transferor)   and    the   purchaser    of   them 
(TriuiBferee). 

A  form  of  Transfer  Blister  is  appended,  and  the  pur- 
chase and  sales  of  Shares  in  Grant,  Wood  &  Co.,  Ltd. 
(of.  supra),  made  by  Henry  Norman  have  been  entered  in 
it  by  way  of  illustration.  It  is  desirable  that  the  entries 
of  transfers  in  this  book  should  be  initialed  by  the 
ChairmaD  of  the  Board   Meeting  at  which    they   are 


Soma  Companies  employ  speciaf  forms  of  transfer, 
but,  in  most  cases,  the  common  form  is  accepted,  as 
illustrated  on  p.  270. 

When  applying  for  shares  in  a  Limited  Company  the 
applicant  most  fill  in  an  ofGcial  "  Form  of  Application," 
miioh,  together  with  a  remittance  for  the  necessary 
deposit,  must  be  transmitted  to  the  Company's  bankers. 
The  latter  retain  the  form  of  application  for  transmission 
in  due  course  to  the  Company,  and  fill  in,  detach,  and 
hand,  or  post,  to  the  applicant  the  form  of  receipt  tor  the 
application  deposit  which  is  annexed  to  the  ajrplication 
form. 

Upon  the  Directors  allotting  Shares  a  "Letter  of 
AUotmeat "  is  sent  by  the  Secretary  to  the  applicant,  in* 
forming  him  that  the  allotment  has  taken  place,  and 
requesting  the  payment  of  the  allotment  money  to  the 
Company's  bankers. 

Specimen  forms  of  the  above  documents  are  on  pp.  371 
and  272,  the  details  inserted  being  those  relating  to  the 
application  by  Henry  Norman  for  Shares  in  Grant,  Wood 
&  Co.,  Ltd.,  as  in  the  foregoing  illustration.  For  each 
"call"  a  "Call  Hotice,"  with  form  of  receipt  annexed, 
is  sent  by  the  Secretary.  In  those  cases  where  no  allot- 
ment of  shares  has  been  made  by  the  Directors,  a  formal 
intimation  to  that  effect,  called  a  "  Letter  of  Eegret,"  is 
sent  to  the  nnsuocessful  applicant  together  with  a  cheque 
for  the  deposit  made  by  him  upon  application.  Specimen 
forms  of  a  Call  Notice  and  Letter  of  Begret  appear  on 
pp.  273  and  27i  respectively. 

As  soon  after  the  allotment  of  Shares  as  is  convenient, 
and  in  any  event  before  a  "  Special  Settlement "  (a  day  for 
discharging  bargains  in  the  Company's  shares)  can  be 
granted  to  the  Company  by  the  Committee  of  the  London 
Stock  Exchange,  the  Share  Certificates  mnst  be  ready  for 
delivery  to  the  shareholders.  These  certificates  are  form^ 
statements,  issued  nnder  the   Company's  seal,  setting 
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Shabk  TKutsrm. 
/,  OvxnJona,  of  LlanlTyaant,  Fanrnr,  inconiideta- 
tJon  of  the  sum  of  [^Jt^]  ^"'t'  IhovtaTid  pmmda  paid 
by  Henry  Norman,  of  17M  Cannon  Street,  B.C.,  in  1A« 
ciltt  of  London,  Charlered  AaowUaiU,  hereinafter  called 
the  said  Trani^eree, 

Do  hereby  bargain,  sell,  usign  and  trantfer  to  the 
said  Transferee ; — Ttoo  tlunttand  (2,000)  fully  paid 
thara  of  one  pound  eaeh,  nmnUred  72096  to  74095 
indiaive,  of  and  in  the  undertabing  called  OraaC,  Wood 


m  f 


iU  . 


gg  Administrators  and  Assigns,  subject  to  the  several 
m  I  conditions  on  which  1  hsld  the  same  immediately 
:,£       before  the  execution  hereof;  and  /  the  Kajd  Trana- 


^'iJI 


9  do  hereby  ai;ree  to  accept  and  take  the   said 
Shares  subject  to  the  conditioas  aforesaid. 
B8  HDlftllCSe  our  Hands  and  Seals,  this  fifth  day  of 
March,  in  the  Year  of  our  Lord  One  thousand  nine 
hundred  and  nine. 
ajgned,  tOLtA,  »nd  deliyered,  bj  the  Bbove  ^ ^, 

naiDed  Smry  Norman,  Ln  tba  pnHnce  of      \  /^  ^ 

S      f81putun,-J^.ffMK&  I     „   ..  (      HiFi.     1 

J     "j  Addieu,  ITSl  Carom  Slral,  Lm4ihi,  S.C.  I  \  ) 


ptircbiuer  (hull  be  th«  una  InKrtsd  in  the  Deed,  u  ngulating  Uia  ad  valortm 
Duty  ;  the  following  Is  the  ClauM  in  quMtioa  :— 

"Where  a  PenoB  h»ylng  contricttd  for  the  pnrchMO  of  rniy  propsrty,  hnt 
not  bkilDg  obtained  i  Coiiverance  thereof,  cantncis  to  nil  Ibe  eamE  to  tnj 
other  Penon,  and  the  Fir>p«]ty  1b,  ]n  cDnaequenoe,  corivev^d  luiiLiediately  to 
tb*  8n1>-pnnlhiiiH,  the  Oonverapce  Is  to  be  chKr^el  with  ad  ralonn  Duty 
in  reipect  of  the  Cuniidoratlon  moving  from  the  Suh-purchoaer  "— IM  A  S5 
Tic,  cap.  83  (isnx  loction  6?,  lub-sectlon  4,\ 

INSTRUCTIONS  FOR  EXECUTING  TRANSFERS. 
"  IF*™  a  ImimW-  >•  czrcuira  oul  of  Ortal  Brilma,  il  it  nannaienif^  tlml  On 
Sisnuiiura  bi  aitaUd  bf  H.M.  Omtul  or   Via-Onutil,  a  Cttrggman,  Uagittnat, 
Jfirrary  Fiiblu!,  or  by  HmH  oOtXT  ptTKn  koldau/  apubtif:  potUion — at  moat  Qnitpanitt 

tau  trhrtArr  ihi  it  a  Spinitrr,    Wifi.  or   IFW™.-  and  if  B   Wifl  Ihr  wu«(  riw  hrr 
i,  in«rM  i>  W,'M  t.d  .Dl  Ji  yjur.1.  HT^ 
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Form  of  Application  /or  Sharet. 
Gbant,  Wood  and  Company,  Limited. 

iDCOTiKinUit  under  th*  ComiaolH  Alt*,  IMS  to  IBIT. 

Te  The  Dikiotobs  op  Okaht,  Wood  and  Cohpaht, 

LlHlTID. 

Gentlemen, 

Hnvinfi  paid  to  your  B>nk«rt,  The  London  and 

_  Ea»terQ  Bank,   Limited,   the  aum   of  £5S ,  being  a 

oiig  deposit  of    one   ihilUng    per    thare   on   the  number  of 

5  s  j^  iharei  applied  for  bj  me  hereunder,  I  hereby  apply  for 

U    S"  1,100^ Shares  of  one  pound  each  upon  tne  tarmi 

^  i  t  S  "^  ^  prospectoB  iisued  by  you  and  dat«d  the  Srd  day  of 

-g  ^S.S.  January,  1900,  and  I  hereby  undertake  to  aceept  such 

ISaS.  Rharei  or  any  less  number  which  you  may  allot  to  me 

£"^^.1.^  and  to  pa;  all  further  auma  due  thereon,  and  to  be  bound 

-&.■-:  1 1  by  the  regnUtiona  of  the  Company,  and  I  authoriie  yon 

I  j  S«  t  to  place  my  name  upon  the  refpiter  of  members. 
J  8*5?  Signaiurt  of  appliamt—K.  Normah. 

JiS'*fe"  Full  name  of  applieaniStn^Y  Nobman. 

AddTen—n54  Curnon  Street,  London,  B.C. 
OceujxUion — Chartered  Accountant. 


Doffr— January  6,  19 '  - 


Gkaht,  Wood  and  Confaht,  LramD. 


Itecelvett  this  6th  day  of  Jaanary,  19',  of  ZT.  Korman 
the  Bum  of  fi/ly-fipe  poundi,  being  Is.  per  share  upon  1,100 
aharea  applied  for  in  Che  above  Company. 

For  Th«  LONDON  &  EASTERN  BANK,  Ltd. 


p:h»Google 
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Letter  of  Allotment. 
GsANT,  Wood  and  Company,  Limited. 

InC«rpontt*d  wwhr  tin  CampanlM  Acta,  1908  to  KIT. 

I  g  184  COKvBm.,  London',  E. 

"J  January  8,  19'-. 

l^-o  Allotment  No.  39.  ^ 

I  g  I  I  BTAHP  ) 


m 


g^  a  Deak  Sib,  (or  Madam),                                           _ 

1  §  jT  I  lun  instructed  by  Che  Directors  of  Grant,  Wood 

J  1 1  and  Company,  Limited,  to  iofurm  you  that  in  regponse  tv 

J 'S  your    application    they    have    allotted    you   1,000 

PI  k  Shares  in  the  capital  of  the  Company. 

E  g  J^  The  total  amount  due  npon  application 

'•'■J  and  allotment  on  1,000  Shares  allotted 

Mm  youis £500    0    0 

■  JJ  You  have  already  paid  on  applioation  for 

'||*  1,100  Shares 55    0    0 

I  "J  Iieaving  a  balance  due  from  you  of £4*5    0    0 

^i"!  a  wbioh  kindly  pay  to  the  Compaoy'a  Bankers,  Ths  London 

oil  *  Eastern  Biuik.  Ltd.,   884,  Lothbury,  E.G..  forthwith. 

^  1.1  Due  notice  will  be  given  when  the  Share  Certificates  are 

g  I  '^  ready  for  iasue   and  they  will  then  only  be  delivered  in 

M 1^  eichange  for  this  letter,  accompanied  by  the  receipts  toe 

•S  -e  deposit  paid  upon  appUcatioD,  and  for  the  call  due  on 

Sg"  Februarj-l,  ]9'-. 

5.-3  I  am.  Dear  Sir,  (or  Madam), 

-ell"  Youn  faithfully, 

I  =  «  RoBBBT  Wood, 

e'3|  Storetary, 

J  jj.  To  Hkkbt  Norman,  Esq., 

-S;?  1764  Cannon  Street,  E.C. 


■    -  Sanker'a  Seeeipl  far  Allotment  Money. 

I  i  S  KCCdveO  this  tenth  day  of  January,  19  - ' ,  the  sum  of 

'^4t         ^""■'^  hitndTed  and  forty-five  poundi,  due  in  respect  of  the 
^  S  above  allotment. 

For  The  LONDON  k  EASTERN  BANK,  Ltd. 


{TMt  dip  (o  bt  diucKrd  bj/  BanktTi  ami  ddainid  ty  Ik, 

Ge*st,  Woop  AMD  Co.,  Ltd. 
Allotment  No.  39. 
Amount  payable,  £445. 


D,£,,t,7P-hy  Google 
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Call  Notice. 

^j  GmNT,  Wood  and  Coupamt,  Liuited. 

c  G  Koliet  of  Fird  Call  of  lOt.  ptr  sJuirt,  Ordtnary  Skara 

S  (maiing  SOs.  per  ahart  eaUed  tip), 

al  

c%-9  4S4  CoRstiiLL,  London,  E.C. 

ill  January  25,  19--. 

S  ;  5  Dear  Sir,  (or  Madam], 

"f  ■§  I  beg  to  give  you  notice  that   s  First  Call  of 

Pi."  lOj.  per  Sliwe  has  this  day  been  mide  by  the  Board  id 

B-  s  accordance  with  the  terms  of   the  Proepeotus.     On  the 

££|  1,000   Shares   held   by   you   in   this  Company   the  call 

Jj^.  amounts  to  £500.      This  amount  shoull    be   remitted    to 

'^1°  the   Company's  Bankers  (The  London  &  Eastern  Bank, 

■£■£2  Ltd.,  894  Lothbnry,  E.C.)  on  or  before  February  1  next 

|  =  V  lam,  Dear  Sir,  (or  Madam), 

«-3  Yours  faithfuUj, 

^5  £  Robert  Wood, 

o|l  To  Hkmrt  NoRjjAN,  Eeq..                                Secretary. 

■si*  1754  Cannon  Street,  E.C. 

1 1* 

%  a  g  mu  luUf  to  t(  nlajnnl  by  Ihi  Bn'iHri.) 

Is  J         (Pfl-;i-r.H.r.) .■ 

-1^  Grant,  Wood  and  Company,  Limited. 

UZ  ■     NO.  39. 

f  ^<  Banker' s  receipt  for  First  Call  p/JOa.  per  share  aa  Ordinary 

fi  =  g,  Sharet,  payable  February  1,  1909  (making  20s.  per  share 

J=.S  called  upf. 

'."=  KecdveD  the   1st  day  of  Febrvary,    19--,   from 

fSS  Henry  Norman,  Esq.,  the  sum  of  £500  ;  0  :  0,  beii^ 

JE  .3  First  Call  of  10».  per   Share  due  February  1,  I9'-,  on 

^J  1,OOU  Shares  in  the  above  Company. 

For    Thb  LONDON  &  EASTERN  BANK,  Ltd., 


(TAh  half,  xlitn  ratiplcd  liy  Ihr  Bant-rt.  mvil  if  prnm"<l  %  On  SKardwUttr, 


P:h»G00gle 
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Letter  of  Begret. 

Obaht,  Wood  and  Coufaht,  Liuim), 

iSi  Co&HHiLL,  London,  B.C. 
Januarys,  19- ■. 
1.  Enclosure. 
To  BicHARD  CoE,  E8q.,  Bedhill,  Surrey. 
Sir, 

I  regret  to  iDform  you  that  the  Directors  are 
unable  to  allot  you  any  of  the  Shares  of  this  Company, 
m  oompliance  ^ith  your  application  for  100  shares  of  the 


I  eoclose  herewith  a  cheqne  for  £5,  being  the  amount 
paid  by  you  on  the  above-mentioned  application,  and  shall 
be  obliged  if  yon  will  sign  the  Form  of  Receipt  at  the  foot 
of  the  cheque  sent  herewith,  and  p-eseot  the  same  for 
payment  through  your  Bankers, 

I  am,  SiTj 

Tours  faithfully, 
EoBEST  Wood, 

Secretary. 

Ko.  S841.  LosDos,  JanwiryS,  19--. 

To  The  London  &  Eabtebn  Bams,  Ltd., 
894  Lothbury,  E.G. 
pa^  to  Bichard  Coe,  Esq.,  or  order,  the  Beceipt 
below  being  signed,  the  sum  of  Fiv/i  pounds. 

Far  GEANT,  WOOD  and  COMPANY,  Ltd. 
James  Buchbt,  Director. 
BoBEKT  WooDj  Secretary. 
;£5  :  0  :  0 


ReCCiPCt)  of  Messrs.  Grant,  Wood  &  Co.,  Ltd.,  the 
fium  of  Five  pounds,  being  the  amount  deposited  by  me 
on  application  for  one  hundred  Shares  in  the  same. 


p:hy  Google 
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forbb  the  holder's  name,  and  the  number  of  Sharea  ol 
whioh  be  is  the  regiBtered  proprietor.  Share  Certificates 
are  issued  to  shareholders  in  exchange  for  {1)  the  receipt 
for.  the  application  money,  (2)  the  aUotmeot  letter  with 


M 


the  receipt  attached  for  the  allotment  money,  (3)  the  first 
(and  any  other)  call  receipts  for  the  calls  which  may 
nave  been  made,  prior  to  the  issue  of  the  Share  Certifi- 
cates. If  any  of  these  documents  are  missing  a  "Letter 
of  Indemnity  "  must  usually  he  given  to  the  Company  in 
their  place. 

D,g,t,7P:hy  Google 
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Wtit  drotamQUremical  (Eompang. 


Isnt  St  £17.000  First  MortMt  Dekatires  to  Bnrtr, 


DEBBNTURE. 


HE   CROWN   CHEMICAL  COMPANY  DMITED 
lilcd    "iIk  CsopuT.")  will,  n  iht  In  <!•;  o4  DccanbB  1914  en 


ol  On>  HuAWPMsdk 


111  dir  Dt  JiLM  wd    Itl    di5   DJ    DKapber.   v 


A  specimen  form  of  a  Share  Certificate  ia  on  p.  275, 
the  Shares  in  this  instance   being   fully  paid.    Certifi- 
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oatoB  ate  frequdnUy  issued  before  the  Shares  they  repre- 
sent  ore  fully  pud,  and  Id  suoh  caees,  of  course,  they  only 
Bet  forth  the  amount  of  the  calls  paid  prior  to  euch  issne ; 
if  further  cbJIs  are  subsequently  made,  and  duly  paid,  the 
Share  Certificate  can  be  endorsed  at  the  Company's 
c^oe  vitb  a  memorandiun  of  such  further  payments 
upon  BOrreDder  of  the  call  receipt. 

A  speoimen  form  of  a  "Bearer"  Debenture  is  also 
given  on  p.  376,  and  an  Interest  Coupon  on  p.  878. 

It  has  already  been  stated  that  Shares  cannot  be 
legally  issued  by  a  Company  except  upon  the  condition  that 
tiieir  full  face  valne  has  been  received  either  in  cash  or  in 
kind ;  in  other  words,  the  shares  of  Limited  Companies 
may  not  be  "issued  at  a  discount."  There  is  nothing, 
however,  in  Company  law  which  prohibits  Companies 
from  selling  their  shares  for  more  than  tiieir  face  value  if 
persons  can  be  found  who  are  willing  to  purchase  them 
Kt  such  enhanced  prices.  The  issue  of  Shares  at  a  prioe 
exceeding  their  face  value  is  termed  an  issue  "  at  a  pre- 
mium," and  the  amount  of  the  excess  over  the  face  value 
isknown  as  the  "premium"  on  the  Shares  so  issued.  It 
often  happens  that  a  Company,  in  the  early  stages  of 
its  career,  makes  issues  of  its  Shares  at  their  face  or 
par  value,  and  when,  in  later  years,  the  rising  success 
of  the  undertsMng  has  had  the  effect  of  causing  the 
Company's  Shares  to  command  a  Stock  Exchange 
quotation  in  excess  of  their  face  value  (e.  g.  a  £.1 
share  may  be  quoted  at  1^,  or  25s.),  if  further  Capitol 
becomes  necessary  the  Company,  in  such  a  case,  will 
probably  offer  any  further  Shorea  that  it  may  issue  to 
the  public  at  a  premium  slightly  under  the  ourreot  Stock 
Exchange  quotation  for  the  existing  shares  (e.  7.  say  at 
24s.  per  share,  a  premium  of  4s.  per  share).  The  smaller 
premium,  as  compared  with  the  Market  quotation,  natur- 
ally causes  the  new  shares  to  be  sought  after,  with  the 
result  that  the  publio  subscription  will  probably  be 
favourable. 

Premiums  received  on  the  issue  of  Shares  should  be 
placed  to  a  separate  account  in  the  Ledger  entitled 
"Freminmi  on  Shares  Accoimt,"  and  should,  under  most 
circumstances,  be  allowed  to  remejn  there.  In  the  face 
erf  the  existing  legal  precedents  it  cannot  be  claimed  with 
any  certainty  that  it  is  legally  permissible  to  treat  these 
premiums  as  a  profit  made  by  the  Company,  and  as 
capable  of  distribution  by  way  of  dividend  among  the 
shareholders,  but  this  procedure,  whether  legal  or  not, 
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would,  in  moat  cases,  be  finanoially  unvise.  Tho  pre- 
miums BO  obtained  by  an  iseae  of  ShareB  are  Bometimea 
placed  to  the  "  Eeserve  Account,"  but,  if  this  conrae  is 
pursued,  it  is  suggested  tbat  tbey  sbould  be  pat  to  the 
credit  of  a  separate  Beserve  Account,  earmarked  with  the 
source  from  wbicli  it  was  derived,  and  not  to  the  General 
fieeerve  Account,  otherwise  there  is  danger  of  their  being 
need 'for  dividend  purposes,  or  for  the  redaction  of  the 
value  of  Assets,  the  wastage  upon  which  should  have  been 
provided  for  out  of  Revenue. 

Debentures  may,  in  point  of  law,  be  issued  either  for 
cash  or  in  exchange  for  property  or  services,  and  for  a 
lesser  or  greater  sum  of  money  or  assets  than  their  face 
value.  This  apparent  anomaly,  as  compared  with  the 
conditions  under  wbich  shares  are  issued,  arises  out  of 
the  fact  that  a  Debenture  issued  by  a  Company  is  merely 
a  promise  to  repay  a  species  of  loan,  and  that  the  holder 
of  a  Debenture  Bond  is  nothing  more  than  a  creditor  (or 
frequently  a  mortgage  creditor),  and  is  not  in  any  sense 
a  partner  (shareholder)  in  the  Company. 

Premiums  received  on  the  issae  of  Debentures  should 
be  placed  to  a  separate  aooount  or  to  a  special  Beserve 
Account,  as  indicated  above,  when  dealing  with  the  issue 
of  Shares.  If  a  Company  issues  a  Debenture  at  a  premium 
it  thereby  borrows  more  than  it  undertakes  to  repay, 
and  it  is  not  possible  to  urge  with  the  same  emphasis  the 
objections  to  the  division  of  these  premiums  by  way  of 
dividend  among  the  shareholders  which  apply  in  the  case 
of  premiums  received  upon  an  issue  of  Shares.  All  that 
can  be  said  is  that  it  is  usually  financially  imprudent  to 
so  divide  moneys  which  represent  a  "  capital "  receipt  at 
any  time  before  the  repayment  of  the  sum  borrowed  has 


When  Debentures  are  Isaned  at  a  Discoont,  that  is 
to  say,  for  a  leas  amount  of  cash  than  the  amount  they 
undertake  to  repay  at  maturity,  the  "  Debentures  "  Account 
must  be  credited  with  the  full  amount  to  be  repaid  at 
maturity,  this  course  being  essential  in  order  that  the  full 
amount  of  the  Company's  liability  may  appear  upon  the 
books.  The  cash  (or  assets)  received  wiU,  of  course,  be 
debited  to  Cash  (or  Assets)  Account  in  the  ordinary  way, 
and  the  "discount,"  being  the  difference  between  the 
money  (or  assets)  received  and  the  sum  undertaken  to  be 
repaid,  must  be  debited  to  an  account  styled  "  Disooont  on 
Debentures  Aooonnt."  This  account  should  be  gradually 
written  off  by  means  of  equal  periodical  transfers  to  Profit 

Coogk 
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and  Ijobs  Acconat  spread  over  the  term  of  years  Uxc 
which  theieaue  of  Debentures  has  to  run. 

In  this  manner  the  Loss  inotured  on  the  redemption  of 
its  borrowings  (which  is  the  practical  effect  to  the  Oom- 
pany  of  an  issue  of  Debentures  at  a  discount)  becomes 
spread  equally  over  all  those  years  which  have  presnmably 
benefited  hy  the  employment  of  the  borrowed  capital. 
Of  com^se,  if  considered  expedient,  the  "Discoant  on 
Debentures  Account"  can  be  written  off  over  a  ahorter 
period  than  that  covered  by  the  "  life  "  of  the  Debentures 
which  are  so  issued  at  a  discount. 

An  example  of  the  issue  of  Shares  at  a  premium  and 
the  issue  of  Debentures  at  a  discount  is  subjoined — 

Ecaiitple. — The  Br&ke  Manufacturing  Company,  Ltd.,  iuaed  on 
December  31,  1908,  60,000  £1  Ordinary  Sharei,  at  «.  premium  of 
Ai.  per  Share,  and  £40,000  4^  per  cent.  First  Mortgage  Deben- 
turee  at  94,  the  Debentures  being  repayable  ' '  at  par  "  (i.  e.  at  their 
fuU  nominal  valae)  on  December  31,  1928. 

«  be  paid  for  m  followg — 
IRES.  DiBuinniEa. 

irtmiDip)  £4  D  0  par  cant. 


On  apftiealim  lOj;  p«r  nbua  (indnd 


Total... 


Tom.... 


Show  the  neceasary  Journal  entries  to  record  the  allotmenta  of  the 
two  claaaea  of  lecarities  and  the  Company'e  Balance  Sheet  after  th^ 
have  taken  place.  The  Allotment  duly  toolc  place  on  January  5. 
1909.  applications  having  been  reneived  for  the  exact  amount  of 
Sliarea  and  Debentures  offered  to  the  public. 

JOURNAL 


1809. 
Ju..  6 

Apjillailioii  and  AHotcofnt  Aecoont 

eo.ooo 

87,WO 
!,*00 

d. 

£ 

(0,000 
10,000 

40,000 

d. 

■Dt.  to  Elitn  C^^ui  A^unt 

„    PnmlaidB    oa    Shuw    Ac 

tlM  price  ot  £tt.  par  ihire. 

' 

,.6 

TNacoUDt  on  Iiina  of  DebenUni 

Pot  cull  rweiwhle  and  dlieount  on 
UnM  of  £40,000  Detwntone. 

£100,000 

A 

\ 

£103,000 

" 

' 
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!■■  Bkase  MiNFTAornRiKB  Cohfant,   Ltd, 

BALANCE  SHEET  m  on  Junior  7, 

1909 

LiiBiLmts. 

8h.wOpltalI.nHd- 
M>,000  Sli>r»  or  »1 

10,000 
10,000 

.. 

"~ 

t. 

97,eoo 

2,400 

. 

*. 

DiKonnt  on    luue  of 

4J  per  cent  FtntMwt. 
giga  Debentures,  te- 

£100,000,0 

" 

«IIM,000 

" 

• 

Forfeited  Shares 

In  cases  where  a  Company  isaaes  Shares  whioh  are  to 
be  paid  for  in  instalments  (e.  g.  so  much  od  application,  so 
much  on  allotment,  and  the  balance  as  and  when  "  called 
np"  by  the  Directors),  it  frequently  happens  that  some 
shareholders  fail  to  pay  alt  the  instalments  due  from 
them. 

In  such  a  case  the  Company  usually,  under  a  normal 
set  of  Articles  of  Association,  has  power  to  treat  the 
Shares  as  forfeited. 

A  "forfeiture"  of  Shares  embodies  the  following 
features — 

1.  The  defaulting  shareholder  ceases  to  be  a  member. 

2.  His  Shares  m  the  Company  lapse ;     whatever 

moneys  have  been  paid  on  the  Shares  prior  to 
the  forfeiture  become  the  absolute  property  of 
the  Company. 

3.  The  forfeiture  is  usually  "without  prejudice  to 

the  right  of  the  Company  to  sue  the  default- 
ing member  for  the  calls  he  has  failed  to  pay," 
and  such  menaher  can  generally  therefore  be 
sued  for  the  calls  notwithstanding  the  fact  that 
he  has  ceased  to  be  a  member. 
i  The  Company  may  reissue  to  any  person  the 
Shares  which  it  has  declared  forfeited.  It 
may  issne  them  to  that  person  on  his  under- 
taking to  pay  up  the  amounts  unpaid  by  the 
previous  holder  (in  which  case  the  person  so 
taking  the  forfeited  Shares  gets  the  benefit  of 
the  sums  paid  by  the  defaulter),  or  for  such 
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higher  price  as  the  intending  ap^ouit  for  th» 
Shares  may  he  willing  to  give.  The  only  re- 
striction S3  regBzdft  the  price  of  reieane  is  th&t 
the  Company  ronst  have  received  from  the 
defaolttng  member  and  the  subsequent  allottee, 
taken  together,  not  less  than  the  full  face  value 
of  the  Share. 

The  forfeiture  of  Shares  ia  a  procedure  of  a  penal  nature 
as  r^ards  the  defaulting  member,  and  such  measurea, 
preliminary  to  forfeiture,  as  are  prescribed  by  the  Com- 
pany's Articles  of  Association  must  be  followed  out  with 
the  utmost  care,  otherwise  the  courts  niay  hold  the 
forfeiture  to  be  invalid. 

It  will  be  remembered,  that  as  regards  the  book- 
keeping of  a  Company,  the  instalments  due  on  Shares 
(whether  for  the  moment  in  the  Company's  cofiere,  or  out- 
standing as  debts  due  to  it  from  its  members),  are  all 
credited  in  the  Share  Capital  Account  at  the  time  of  their 
falhng  due,  and  in  anticipation  of  their  receipt  ultimately. 
If,  therefore,  any  membc^  fail  to  fulfil  tbeir  obligations 
to  contribute  the  instalments  of  capital  due  from  them, 
entries  must  be  passed  to  record  the  default. 

At  the  time  of  the  forfeiture  of  a  member's  Shares  such 
sums  as  he  has  paid  on  tbem  will  be  in  the  Company's 
possession  (debited  to  cash),  and  the  amounts  of  which 
he  is  in  default  will  be  standing  to  the  debit  in  the 
appropriate  call  account  (representing  the  debt  due  from 
him  to  the  Company),  and  the  total  of  these  two  items 
will  have  been  credited,  as  already  explained,  to  the  Share 
Capital  Account. 

Upon  the  forfeiture  of  Shares,  therefore,  the  entries 
required  are  as  under — 

Firstly.  The  Share  Capital  Aoooimt  must  be  debited 
with  the  whole  amount  paid  or  due  by  the  defaulting 
member  on  his  Shares ;  tnis  entry  is  needed  because  the 
issue  of  the  Shares  is  now  cancelled  by  the  forfeiture. 

Secondly.  "  Forfeited  Shares  "  Account  or  "  Amounts 
received  on  Forfeited  Shares  "  Account  must  be  credited 
with  whatever  amount  had  been  paid  on  the  Shares  prior 
to  forfeiture. 

This  sum  practically  represents  a  profit  made  by  the 
Company,  and  so  appears  as  a  credit  balance. 

Thirdly.  The  amounts  due  from  the  defaulter  on  his 
Shares  but  not  paid  must  be  credited  to  the  respective  Call 
Accounts  upon  which  the  liability  of   the  shareholder 
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appeiura  to  the  debit.  The  efTeoticg  of  thiB  credit  entry 
has  the  result  of  reversing  the  debit  previoasty  made  in 
these  aooounte  %vhea  the  unpaid  calls  originally  became 
due  ;  e.^.  if  a  member  originally  applied  for  100  £1  sharea 
and  paid  in  all  j£75  thereon,  and  the  Sharea  were  Bub- 
sequently  forfeited  owing  to  the  nonpayment  of  £35  first 
call,  the  position  at  the  date  of  forfeitmre  would  be  that 
£100  would  have  been  credited  to  the  Share  Caintal 
Account  and  that  £25  would  appear  to  the  debit  on  the 
First  Gall  Account. 

The  entry  requisite  to  record  the  forfeiture  would  con- 
sequently fc«  as  follows — 

Debit  Share  Capital  with  £100  (reversing  the  previous 

credit  entry). 
Credit  forfeited  Shares  Account  with  £75  (for  the 
£75  previously  paid  on  them,  which  £75  has  now 
become  the  Company's  propert;ri, 
Credit  First  Call  Account  wil^  £25  (thus  causing  the 
pre-existing  debit  balance  of  £25  on  this  account 
to  disappear). 
The  necessaj-y  Journal  entry  would  take  the  following 
form  — 


^>  SoDdilei,  Til.— 
Foifeited  Sbuei  Acconnt.... 


Upon  the  reissue  of  any  forfeited  Shares  the  entry 
passed  at  the  time  of  their  forfeituremust  be  reversed ; 
and,  in  making  this  entry,  any  payment  made  by  the 
second  allottee,  over  and  above  the  amount  of  the  calls  left 
unpaid  by  the  original  allottee,must  be  placed  to  "Premium 
on  Shares  "  Account.  The  amount  of  calls  1^  unpaid  at 
the  date  of  forfeiture  may  be  redebited  at  the  time  of  re- 
issue to  the  particular  call  account  (or  accounts)  in 
question,  or  it  may  be  debited  in  company  with  any 
memiums  pud  to  the  second  allottee's  personal  account. 
E.  g.  If  the  Board  of  the  Limited  Company  already 
referred  to  decides  to  reissue  to  A.  Brown  the  100  shares 
forfeited  in  the  example  given  above,  A.  Brown  paying  the 
bs.  oall  left  unpaid  by  the  original  allottee,  plusa  premium 
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ToSondrfM— 
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liimin* 


i.  pa  Shu^  to  ba  paid  br 


Any  amounts  which  have  accraed  to  the  Company  od 
Shares  forfeited  by  it  Bhoold  be  shown  in  the  Balance 
Sheet  as  a  separate  item  on  the  Liability  side:  the 
amount  Bhoold  neither  be  mei^ed  in  the  Capital  not 
credited  in  the  Profit  and  Loss  Acoonnt,  bnt  should  be 
redded  as  an  item  held  in  suspense  pending  the  possible 
reissue  of  the  Shares  at  a  later  date. 

A  Company  almost  invariably  enstains,  at  its  inception, 
various  items  of  espense  arising  out  of  its  formation  and 
issue,  and  these  expenses  are  commonly  treated  in  a 
somewhat  special  manner,  being  debited  te  an  account 
styled  "  Frelunlnary  Ezpensei  Acoonnt" ;  this  account  is, 
for  the  moment,  regarded  as  a  fictitious  Asset  Account,  and 
is  written  off  to  the  Profit  and  Loss  Account  as  rapidly 
as  possible  in  instalments  spread  over  the  first  few  years 
of  the  Company's  eustence.  It  is  preferable  to  write  off 
the  Preliminary  Expenses  of  a  Company  over  the  first 
three  years,  if  practicable. 

The  expenses  which  are  thus  treated  usually  comprise 
some  or  eJI  of  the  following — 

1.  Legal  and  other  fees  and  stomps  paid  on  the  in- 

corporation of  the  Company,  and  on  the  transfer 
to  it  of  any  property  which  it  was  formed  to 
acquire. 

2.  Cost  of  printing  and  circulating  the  prospectus. 

3.  Cost  of  printing   and   circulating  the  allotment 

letters  and  call  notices,  including  the  impressed 
stamps  on  the  former. 

4.  Cost  of  advertising  the  prospectus- 

5.  "  Underwriting  commission  "  paid  on  aoy  Shares 

or  Debentotes  underwritten  (t.  e.  the  subscription 
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of  which  has  been  guaranteed  by  fiDanoiera  and 
others,  termed  "  underwriteta  "),  and  oommiBSKm 
paid  to  persona  procuring  widerwriting. 

6.  "  Brokerage "  paid  to  stockbrokers  introdncing 
applicanta  whose  application  forms  beax  the 
broker's  name. 

f.  Cost  of  the  Share  Certificates,  Debenture 
Certificates,  etc. 

AU  Companies  incorporated  under  the  Companies 
(Consolidation)  Act,  1908,  must  hold  annual  meetiuga  of 
members  at  which  audited  accounts  are  almost  invariably 
submitted.  Dividends,  when  earned,  are  declared  at 
these  meetings ;  and,  in  addition,  the  Board  frequently  has 
power  to  declare  interim  dividends  on  its  own  responai- 
oilitj.  An  "Interim  Dividend  "  ia  one  which  is  declared 
at  an  intermediate  date  between  the  commencement  and 
close  of  a  financial  period,  and  should  on^p  be  declared 
when  the  profits  are  deemed  to  be  ample.  Dividends  may 
not  be  dedared  unless  sufficient  profits  have  been  made 
to  cover  them,  but  Debenture  interest,  being  interest  on  a 
'loan,  must  always  be  paid  whether  profits  are  sufficient 
to  cover  the  amount  due  or  not,  otherwiae  the  Company  wiH 
"  make  a  defanlt,"  and  thereby  entitle  the  Debenture 
holders  to  enforce  their  security. 

Annual  returns  and  summaries,  containing  the  names, 
addreases,  and  holdings  of  the  ahareholders,  together  vrith 
other  particulars,  have  to  be  transmitted  to  the  E^strar 
of  Joint  Stock  Companies,  made  up  to  a  date  fourteen 
days  after  the  first  anuual  meeting  in  each  year. 

In  addition  to  the  Share  Register  (Begiater  of  Members) 
a  Company,  under  the  Act  of  1908,  is  required  to  keep — 

1.  Register  of  Diiectora, 

2.  Register  of  Hortgf^es  and  Chargea, 

3.  Knnte  Books. 

Lists  of  allotments,  copiea  of  the  Debenture  Bonds 
iasued,  and  of  the  Annual  Lists  and  Summaries  are  also 
required  by  law.  Over  and  above  t^ese  requirements  the 
exigencies  of  administration  usually  demand  that  a  Com- 
pany shall  keep  various  Statistical  Books,  together  with 
a  "Director's  Attendance  Book,"  "Transfer  Register," 
"Agenda  Book, ' '  and  other  books  concerning  the  secretarial 
flepartment. 

When,  in  the  fulness  of  time,  a  Company  has  come  to 
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the  end  of  its  peoiod  of  activity,  whether  thtongh  gradual 
decline  or  unfavourable  enviroDment,  internal  misman- 
agement  or  laok  of  success,  or  (a  most  frequent  cause  in 
the  case  of  mining  companies)  having  fruitlessly  spent  all 
its  money,  the  services  of  a  "Liqiudator"  are  called  in  to 
wind  up  the  concern,  pay  its  creditors  as  far  as  the  Assets 
vriU  permit,  and  make  such  return  of  capital  to  the  share- 
holders as  may  be  possible  under  the  circumstances.  In 
cases  wh^e  a  Company  has  issued  Mortgage  Debentures, 
the  holders  of  the  latter  are  entitled  to  apply  for  the 
appointment,  by  the  High  Court,  of  an  officer  termed  a 
"  Receiver"  (usually  a  professional  acconntant,  nominated 
for  the  purpose),  whose  duty  it  is  to  seize,  and  hold,  on 
their  bebali,  such  portions  of  the  Company's  jrax>per^  as 
are  charged  by  the  Debentures,  or  by  the  Tnurt  Deed 
covering  them,  and  to  reahze  the  property  under  the 
directions  of  the  Court  in  order  to  effect  the  distribution 
of  its  proceeds  among  the  Debenture  holders. 

In  result  there  are  sometimes  two  ofBcials,  the  Liqui* 
dator  and  the  Beceiver,  concerned  in  winding  up  an 
insolvent  concern.  In  such  a  case  the  Beceiver  for  the 
Debenture  holders  is  usually  able  to  seize  the  larger 
portion  of  the  Assets  under  the  power  conferred  by  the 
Debentures,  and  the  Liquidator  has  very  little  to  do  until 
the  Debentures  have  been  paid  off.  The  offices  of 
Beceiver  and  Liquidator  are  sometimes  advantageously 
combined  in  one  appointee,  and  it  has  been  judicially 
stated  that  the  appointment  of  one  person  to  hold  the 
two  offices  is  desirable.  1 

A  Liquidator  may  be  appointed  either  by  the  High 
Court  or  by  the  County  Court,  in  a  "  Compolsory  "  winding 
up,  or  by  the  shareholders  of  the  Company,  in  a  "  Voloii- 
tary"  winding  up.  Complicated  official  forms  are  pro- 
vided for  the  account  keeping  of  the  "  Compulsory  " 
Liquidator,  but  the  "  Voluntary  "  Liquidator's  account's 
may  be  compiled  and  rendered  much  according  to  his 
discretion. 

At  the  close  of  a  voluntary  liquidation  the  Liquidator 
ehonld  render,  in  summarized  form,  an  account  showing 
the  process  of  winding  up ;  the  statement  prepared  for 
this  purpose  is  rendered  in  the  form  of  a  Cash  Account. 
An  illustration  of  such  an  account  is  subjoined.  ' 
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prepare  the  Liquidator's  Realization  Account  for  aubmissioD  at  the 
mud  meeting  of  Shareholders. 

£      $.  d. 

Proceeds  of  sale  of  ss.  Alpha  ....  S,027  16  0 

Proceeds  of  sale  of  materials  and  stores  ■        .  109  17  2 

Sundry  Debts  recovered        .        .        ,        .  !M3  16  9 

Sundrv  Assets  realized 110  0 

Iaw  dosts 102  17  9 

Liquidator's  remuneratioo  and  disbursements  167  10  0 

iDSnrsnce  on  sniidry  assets              .  10  4 

General  Expenses  of  liquidation     .                 .  S4  17  6 

Unsecured  Creditors  paid  in  full    .                  .  6^  19  0 
Debentures  paid  in  full — 

Principal,      £1,600  ;       accrued      intereSit, 

£3&  5s.  id 1,539    6  i 

Preference  Shares- 
Capital  repaid  in  fall 2,600    0  0 

Ordinary  Shares — 

Beturned  to  Shareholders  at  rate  of  IQs.  per 

share  on  900  shares  of  £10  each  .        .        .  460    0  0 


THE  ALPHA   STEAMSHIP   COMPANY,   Ltd., 
la  Ltqatdmtlon 

Liquidator's  SummMj  of  Accounts 


SlurebolderB  (an  ol 


CitdUl  ntarned  to  Sli 

boldan— 
Pteferenct  Sbsm, 

CaplUlnpitdlnfli" 
Ordiiuuy    Shsna,    n 


ID  rorOiw  Intormatlon  on  »ppIlc»tIon  to  the  onderdgned. 


\'3  CbaiDb«n,  LondOD,  E.C., 
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1.  What  u  mcajit  t^  an  "  Ineorpontcd  CompHiy  "  I 

2.  Oompkre  (1)  Limited  Liability  Companiet,  (2)  UoliiniUd 
Liability  Companist,  (3)  Commercial  partnerBhipi,  ai  regarda  ttirS 
position  of  their  membera. 

3.  E][pUiD  tJM  Mrnis :  Aathorized  Capita,  Issued  Cftpitftl. 
Paid-up  Capitol,  Msniomidam  of  Asaociation. 

4.  What  MV  ttw  munenoal  limitB  of  mwuberabip — 

{a)  Of  banking  partnerahips, 
(b)  Of  other  partnerships ! 

5.  What  is  meant  hj  a  "  private  company " !  Discuss  ita 
advantages. 

fi.  Explain  the  terms :  Shares,  Frefarence  Shares,  Cumulative 
Preference  Shares,  Ordinary  Shares,  Deferred  Shares.  Out  of  what 
circumstattces  do  the  latter  nsuoUy  arise  ! 

7.  What  is  the  difference  between  Shares  and  Stock  ! 

S.  What  are  "  Debentures  "  1  Discuss  briefiy  the  le^al  position  of 
the  Debenture  holders  of  a  Company  as  compwed  with  the  share- 
b<dders'  legal  position. 

9.  Ex(dain  the  terms  :  Directors,  Prospectus,  Allotmeut. 

ID.  How  does  a  holder  of  a  Debenture  Bond  payable  to  Bearer 
obtain  payment  of  his  periodical  interest  ? 

16b. 


2.  Can  {a)  Shares  and  (6)  DebeotsTes  I>e  issued  in  ezchaDge  for  a 
consideration  other  than  oashT  Con  either  of  these  classes  of 
securities  tie  issued  "at  adteoount "?  Explain  what  is  meant  by 
tile  lost  expression. 

3.  What  is  meant  by  issuing  Sboraa  and  Debentures  "  at  a 
premium  " !  Bow  should  suoh  premiums  l>e  treated  in  the  l>ooka  of 
»  Company! 

i.  Biscuas  the  question  of  Goodwill  in  its  relation  to  Joint  Stock 
Company  accounts. 

5.  What  books  are  kept  hy  a  Company  to  record  the  interests  in 
it  of  its  various  members !  Do  such  books  form  an  integral  part  of 
ita  system  of  accounting  7 

6.  Explain  the  nature  c^  a  "  Forfeiture  of  Shares  for  non-payment 
of  calls,'  and  the  subsequent  "Reissue"  of  such  ehores  "at  a 
premium. "  ■ 

7.  Coo  (1)  Dividends  on  shares,  (2)  Debenture  interest,  be 
legally  paui  by  a  Company  which  Ib  losing  money  continuously  on  its 
trading  operations  and  poaaeaaea  no  accumulated  profits  earnsd  in 
past  years? 

8.  Explain  graierally  what  is  meant  by  (a)  Compulsory  liquidation, 
(i)  Voluntary  liquidation. 

9.  What  is  a  "Receiver  tor  Debenture  holders"!    What  are 

to.  What  is  the  maximum  of  the  liability  of  a  DtemlMs  of  an 
Unlimited  Lialulity  Company ! 
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a  Etnthorized  capital 
J  the  "  Exotic  "  "nd 
"  Eldorado  "  gold  mining  cUims  from  theOener&I  Ageacj  Company, 
Ltd.,  for  £10,000,  payiLble  aa  to  £I,00<>  in  ctuh,  aa  to  £4,0D0  in 
fnlly-jnid  Ordinarj  Shares,  token  at  par,  and  aa  to  £5,000  io  6  per 
cent.  First  Mortgage  Debentures. 

On  June  7,  1909,  the  Company  offered  for  subscription  40,000 
£1  Ordinarj'  Shares  at  a  premium  of  2s.  per  share,  payable  Sa.  per 
■hare  (including  &.  premium)  od  application,  99.  per  abiare  on  allot- 
ment,  and  the  balance  of  12*.  per  share  on  July  lo,  1909. 

Applications  were  received  for  39,950  shares,  all  of  which  were 
allatted  on  June  10,  1909.  All  allotment  moneys  were  duly  paid  on 
June  14,  1909. 

The  purchase  agreement  was  carried  out  on  Jnne  10,  1909,  the 
requisite  allotments  of  Shares  and  Debentures  and  the  payment  fA 
cash  theu  being  made. 

All  shareholders,  except  one  holding  100  shares,  duly  paid  the 
calls  due  on  July  15. 

The  shares  belonging  to  the  defaulting  member  were  declared  to 
be  forfeited  by  the  Boaird  on  Jnly  31,  and  were  reissued  by  the  Board 
on  August  7  to  the  chairman  (the  Hon.  Hugo  Porter,  M.F. ),  on  his 
paying  in  cash  the  12».  per  shore  left  unpaid  oy  the  original  allottee. 

Pass  these  transactions  through  the  Company's  boots  of  account, 
and  prepare  a  Balance  Sheet  at  their  conclusion. 

16d. 


1  January  3,  1909, 
numbered  1S0365  to  181364,  and  he  duly  paid  the  allotment 
instatmeut  of  6s.  per  share  on  Januair  4. 

On  January  5  he  bought  a  further  1,000  shares,  10s.  paid, 
numbered  24062  to  25061  on  the  Stock  Exchai^eat  a  price  of  lis. 
per  share,  free  of  stamps  and  broken^e,  the  transfer  for  the  same 
being  lodged  with  the  Company  on  January  5,  and  approved  by 
the  Board  the  eame  day. 

On  January  16  he  paid  the  First  Call  ot  lOs.  a  share  on  his  2,000 
shares,  thus  making  them  fully  paid. 

On  February  5  he  sold  the  whole  of  his  holding  on  the  Stock 
Exchange  at  IBs.  per  share,  free  of  stamps  and  brokerage,  the 
transfer  being  lodged  with  the  Company  and  approved  by  the  Board 
on  February  10. 

Show  a  ruling  of  a  Share  Ledger  and  a  Transfer  Ba^ster  for  the 
Company,  inserting  in  the  latter  the  details  of  the  fa '~  ~  ' 


I  they  apply,  nod  giving  iu  the  former  K.  Coe's 
account  as  a  member  of  the  Company. 


ISd.  B.  Coe'B  Investment  Account :  Loss,  i 
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IKCOUK  TAZ 

Ik  these  days,  Inooine  Tax  suffera  from  snob  oODtinnal 
changes,  that  it  is  impoesibia  to  deal  with  it  finally  or 
exhaustively  in  a  general  text-book.  It  is  proposed, 
therefore,  to  devote  the  preseut  chapter  to  a  brief  oon- 
gideration  of  the  broad  pririoiples  governing  the  adminis* 
tration  of  the  tax,  ra^er  ^an  to  the  details  of  its 
assessnient.  The  treatment  is  purposely  elementary  in  • 
paria,  beoause  so  many  examinees  betray  a  lack  even  of 
elementary  knowledge  of  the  subject.  At  the  outset,  the 
author  ventures  to  warn  the  student  E^ainst  dogmatising 
upon  points  of  Income  Tax  practice,  a  fault  to  which  the 
student  would  appear  to  be  somewhat  prone.  Unlike 
the  student,  the  professional  accountant  is  aware  of  the 
diversity  of  practice  followed  by  different  Inspectors  and 
Commissioners ;  and  he  knows,  also,  that  a  compre- 
hensive knowledge  of  the  subject  comes  only  from 
practical  experience  gained  by  frequent  attendance  before 
the  Income  Tax  Inspectors  (formerly  called  Surveyors) 
and  CommiasionerB,  and  a  wide  acquaintance  with  the 
extremely  numerous  legal  precedents  established  in 
oonteeted  cases. 

The  laoome  Tax  Acta. — Income  Tax  was  first  intro- 
duced by  Mr.  Pitt  in  1799,  when  10  per  cent  was 
imposed  on  annual  incomes  derived  from  property  and 
employments.  The  Income  Tax  Act,  1803,  introduced 
the  five  sobedules,  which,  as  modified,  still  form  the  basis 
for  the  oollection  of  the  tax  at  the  present  day.  Income 
Tax  was  abrogated  in  1815,  but  reimposed  by  the 
Income  Tax  Act,  1842.  This  Act  remained  the  principal 
Act,  until  the  Income  Tax  Act,  1918,  came  into  operation 
on  April  6, 1919.  The  latter  Act,  with  later  amendments, 
contains  the  regulations  now  governing  the  assessment 
289  I 
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and  collection  of  tha  tax.  The  Income  Tax  Act,  1853, 
extended  the  tax  to  Ireland.  The  Finance  Act,  1907, 
granted  relief  by  reducing  the  tax  payable  on  "  earned". 
incomes  not  exceeding  £2,000  per  annum.  The  Act  of. 
1910  extended  this  relief,  and  granted  on  allowance  in 
respect  of  children.  The  same  Act  iinposed  super-tax, 
for  the  first  time.  Super-tax  is  an  addllional  Income 
Tax  levied  upon  individuals  Tvhoae  incomes  exceed  a 
fixed  annual  sum.  In  1910|  the  sum  was  £5,000,  but. 
this  was  reduced  by  stages  to  £2,000.  The  Finance  Acts, 
1911-1915,  extended  or  modified  the  relief  granted  under, 
previous  Acta.  The  Act  of  1915  contained  regulations  far 
the  collection  of  Income  Tax  from  weekly  workers,  and 
also  r^olatifms  for  t^e  assessment  of  £xcen  Profits 
Duty  (see  post).  The  Finance  Act,  1918,  imposed,  in 
effect,  a~  tax  on  bachelors  by  gnuiting  relief  to  married 
men,  whose  incomes  were  within  oertMu  limits,  in  respeot 
of  their  wives.  The  Inoorm  Tax  Act,  1918  (see  ante)  is  ft 
consolidating  Act,  repealing  all  previous  Income  Tax 
.  Acts,  except  the  regulations  which  govern  Exoess  Profits 
Duty  as  set  out  in  the  Finance  Acts  of  1915  (2)  to  1920, 
The  Finance  Act,  1920,  reconBtruoted  the  foaeis  of  asaesc* 
ment  in  tespeot  of  exemption,  abatement,  and  relief. 
Every  tax-payer  is  entitled  to  the  same  treatment  with 
the  one  exception  of  the  amotmt  deduotahle  from  earned 
income.  Under  this  Act,  assessment  is  simplified,  and, 
for  the  first  time,  a  "Corporation  Tax"  on  limited 
companies  (see  post)  was  imposed. 

JTatOTe  of  the  Tax. — Income  Tax  was  originaUy  imposed 
purely  as  a  war  meatrare,  but  it  is  now  a  permanent  part 
of  our  fiBcal  system,  and  is  annually  reimposed  by 
Parliament  in  the  Finance  Act  of  each  year,  which 
incorporates  or  amends  the  provisions  of  the  previous 
Acts.  Its  management  and  collection  devolve  upon  the 
Board  of  Inland  Bevenue.  The  tax  is  calculated  at  so 
many  shillings,  or  shillings  and  pence  on  eac^  pound 
sterling  of  taxable  income.  The  principle  eontrolling  the 
collection  of  the  tax  is  that  the  income  shall,  u  f ar  ai 
possible,  be  taxed  at  its  source ;  that  is  to  say,  tiie  person 
paying,  or  providing  income  to,  or  for  another  person,  is 
oompmted  to  deduct  and  retain  for  the  Government  th« 
tax  payable  on  such  income.  Thus  limited  oompanies 
are  taxed  on  their  profits,  as  a  whole,  before  they  are 
distributed  amongst  the  shareholders,  and  they  pay  to 
each  shareholder  his  proportion'  of  the  profit  less  the 


INCOME  TAX  291 

unoant  of  tax  paid  od  hia  beh&lf .  The  taoant  of  &  hoaw 
is  taxed  upon  toe  rent  he  payt.  and  tuhsequenliy  reoorers 
tiie  amoimt  of  the  tax  from  the  landlord.  The  Bank  of 
England,  when  paTing  interett  to  the  holders  of  Consols 
or  War  Loan,  deducts  the  tax  doe  to  the  Gcrremmeat 
thereon.  But  in  this  connection  it  it  to  be  remarked 
that,  in  the  oase  of  some  loans  isaned  to  finanee  the  war, 
the  prinoiple  of  taxing  income  at  the  sooroe  has  not  bean 
foUowed,  the  interest  being  paid  grosi.  This  departure 
WHS  necessary  owing  to  the  large  namber  of  small  in- 
vestors in  these  loans,  who,  not  being  liable  to  tax  at  the 
full  rate,  wonld  have  been  entitled  to  olaim  repayment 
had  the  full  rate  of  tax  been  deducted. 

The  Five  Schadnles. — Income  liable  to  tax  la  olassed 
according  to  its  nature,  and  the  source  whence  it  ia 
derived,  in  five  Schedules,  indicated  by  the  letters  (A), 
(B),  (C),  (D),  and  (E),  appended  to  the  Income  Tax  Act 
of  1918.  Each  Bch,  has  its  own  particular  rules  for 
determining  the  uinnal  income  with  which  it  is  concerned, 
and  there  are  also  general  rules  applicaUe  to  all  fire 
Schedules.  The  five  olasses  of  income  so  schedokd  are 
as  follows : — 

Schedule  (A). — This  is  concerned  with  income  arising 
from  the  ownership  of  House  Property,  Land,  Bnildings, 
and  similar  property,  and  also  with  profits  derived  from 
■working  or  occupying  land,  e.g.  from  Quarries,  Collieries, 
Iron  Works,  Canals,  Badlways,  and  concerns  of  a  like 
kind.  The  basis  of  assessment  is  the  annual  rent  or 
value,  in  the  case  of  Honae  Property  or  Land,  subject  to 
a  deduction  of  one-sixth  in  the  case  of  House  Pnroerty 
and  Buildings,  and  of  one-eighth  in  respect  of  Land, 
Farm-houses  and  Farm-properties.  Under  this  6ch., 
occupiers  of  premises  are  required  periodically  to  make  a 
return,  and  this  is  compared  for  assessment  purposes  with 
the  Poor  Bate  valuation  of  the  local  Bating  Authorily, 
and,  where  necessary,  a  fresh  assessment  is  made  based 
on  the  estimated  rental  value  of  the  property  to  a  yearly 
tenant.  The  tax  under  this  Sch.  is  collected  direct  from 
the  occupier,  and  where  he  is  not  the  landlord  but  a 
tenant,  the  law  empowers  him  to  deduct  the  tax  paid  to 
the  Government  from  his  next  payment  of  rent  to  the 
landlord.'  If  the  annual  rent  of  the  premises  is  under 
ilO,  the  tax  is  collected  direct  from  the  landlord.  Where 
the  owner  of  the  premises  is  exempt  from  Income  Tax 
because  his  income  is  too  small,  or  where  he  is  entitled 
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to  abatement,  or  to  assessmeiit  at  a  lower  rate,  be  has  a 
right  of  claim  against  the  authorities  for  recoupment  of 
the  .tax  deducted  by  the  tenant,  and  if  the  claim  is  made 
in  proper  form,  and  proved,  it  saoceeda.  Beoently,  the 
AnUiorities  have  begun  to  give  effeot  to  the  relief  and 
allowances  to  which  a  property  owner  may  be  entitled, 
whether  the  property  be  occupied  by  him  or  let,  the  new 
procedure  obviating  the  deduction  of  tax  by  the  tenant 
at  a  higher  rate  or  larger  sum  than  the  owner  is  liable  to 
pay.  Tfiis  treatment  will  considerably  reduce  the  claims 
for  repayment.  The  tax  payable  under  Sch.  A  ia  com- 
monly known  as  the  Property  Tax,  but  really  it  is  a 
division  of  the  Income  Tax,  and  cornea  within  the  rules 
set  forth  later,  applicable  to  questions  of  abatement, 
exemption,  or  relief. 

If,  as  frequently  occurs,  a  person  uses  the  premises 
owned  by  him  solely  for  the  purpose  ot  business,  he  ia 
compelled  to  pay,  under  Sch.  A,  the  ordinary  tax  on  the 
annual  value,  or  rather,  allowing  for  repairs,  upon  five- 
sixths  or  seven-eighths  of  it.  In  computing  the  amount  of 
his  trading  profits  for  the  year,  for  Income  las  under 
Sch.  D  (see  'post),  he  is  permitted,  however,  by  way  of 
"set  off,"  to  include,  as  a  deduction  from  his  trading 
profits,  the  amount  of  the  annual  value  of  his  premises  on 
which  duty  has  befen  paid  under  Sch.  A.*  If  the  premises 
upon  which  the  tax  under  Sch.  A  has  been  paid  consist 
of  a  dwelling-house  ocpupied  by  the  owner  partly  for 
business  and  partly  for  domestic  purposes,  a  deduction  of 
such  part  of  the  Sch.  A  "Annual  value"  not  exceedtTig 
two-thirds  thereof,  as  may  be  allowed  by  the  Com- 
missioneifi,  is  permissible  when  preparing  a  statement 
for  assessment  under  Sch.  D.  This  apportionment  is 
occasionally  unjust;  and,  in  an  exceptional  case  with 
"  exte'nuating  circumatances,"  the  autiior  obtained  the 
full  Sch.  A  asseasment.  The  same  rule  of  apportionment 
applies  to  rates.  All 'such  items  aa  coal,  gas,  etc.,  must 
be  reasonably  apportioned. 

Property  of  some  classes  is  entitled  to  certain  exemp- 
tion, viz.  Public  Buildings,  the  offices  of  University 
Colleges  and  Halls, Hospitals.  Fublio  Schools,  Almshouses, 
Lite^ry  and  Scientific  Institutions,  Friendly  Societies, 

*  Lew  groand  rent,  or  other  anliual  charge,  e.g.  Interest  on 
Mortgage.  Id  the  caie  of  Mills,  Factories,  and  similar  buildings, 
the/uli  ODnnal  value,  without  deduction  of  one-sixth,  ia  allowed  m 
a  deduction. 
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Trade  Uniona,  Savings  BaobB,  etc. — Income   Tax  Act, 
1918  (b3.  37-41). 

The  "  aniiaal  valae  "  of  QuarrieB  is  assamed  to  be  the 
trading  profit  of  the  preceding  year ;  of  lande  oocnpied 
for  the  purpose  of  mining,  the  average  trading  profit  of 
the  past  five  years,  subject  to  certain  provisions  relative 
to  nnavoidable  stoppage  or  other  failure.  The  "  annual 
value  "  o£  land  occupied  by  Iron  Works,  Canals,  Railways,  . 
and  siuiilar  undertakings,  enjoying  income  arising  from 
land,  or  the  occupation  thereof,  is  assumed  to  be  the 
trading  profit  of  the  preceding  year.  The  "trading 
profits  "  referred  to  above  ore  arrived  at  in  preoisely  the 
same  manner  as  those  of  an  ordinary  trading  oouoem,  as 
described  later  under  Scb.  D. 

Schedvie  (B). — This  Sch.  relates  to  the  profits  arising 
from  the  occupation  of  agricultural  land,  as  e.g.  by  formers. 
Agricultural  land  is,  in  addition,  ohai^eable  wiUt  Income 
I'ox  on  the  annual  value  under  Sch.  A,  as  is  the  case  with 
hoQses  and  buildings.  A  fixed  "annu^  value"  is  esti- 
mated by  the  assessors  for  each  snob  piece  of  land  in  the 
same  manner  that  a  fixed  annual  value  is  adopted  in  the 
cose  of  buildings,  etc.,  for  assessment  under  Sch.  A,  and 
upon  double  this  annual  value  Income  Tax  is  charged. 
If  the  Commissioners  are  satisfied  that  the  land  is  not 
occupied,  or  is  mainly  occupied  for  the  purpose  of  farm- 
ing, the  land  is  assessed  at  the  same  value  as  under 
Sch.  A. 

The  farmer,  however,  has  the  option  of  claiming  to 
have  the  profits  arising  out  of  the  occupation  of  his  hold- 
ing assessed  as  if  he  were  on  ordinary  trader,  t.  e.  .under 
Sch.  D,  which,  as  will  be  explained  later,  deals  with  the 
profits  arising  from  businesses  and  vocations.  If  he 
claims  to  be  so  assessed,  he  must  maJce  a  return  under 
Sch.  D,  and  is  then  treated  just  like  any  other  trader. 
The  rough-and-ready  way  of  arriving  at  the  profits  made 
by  farmers  was  due,  in  the  first  instance,  to  the  fact  that 
very  few  farmers  were  adept  at  keeping  accounts.  Up 
to  1915  farmers  were  assessed  under  Sch.  B  upon  an 
amount  equal  to  one-third  of  the  annnal  value  (Sch.  A 
assessment).  In  that  year  the  full  annual  value  was  ruled 
to  be  the  assessable  value  under  Sch.  B.  In  1918,  the 
assessments  were  increased  to  double  the  annual  value 
with  the  obvious  intention  of  compelling  farmers  to  make 
proper  returns  of  their  profits  for  assessment  under  Sch. 
D.    To  further  this  end,  the  Inland  Eevenue  Authorities 
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issaed  iDstrnotioDs  to  farmers  as  to  the  methods  of  keep- 
ing proper  books  and  accouDts.  The  improveiaent  made 
in  agrionUtml  book-keeping  waa  rect^ized  by  the  more 
recently  granted  option  of  assessment  under  9ch,  D,  if 
desired ;  and  even  when  assessed  under  Sch.  B,  remission 
of  an  overcharge  can  be  obtained  if  it  can  be  proved  to 
have  occurred  by  the  production  of  satisfactory  accounts. 
On  the  other  hand,  should  the  Sch.  B  assessment  prove 
to  be  less  than  the  profits  made,  the  Grown  has  no  power 
to  surcharge  the  taxpayer.  Farmers  are,  of  course, 
entitled  to  all  the  statatory  allowances  described  later 
on  in  this  chapter.  Persons  occupying  woodlands,  if 
worked  on  a  commercial  basis,  are  entitled  to  be  assessed 
on  such  holdings  under  Sch.  D,  as  though  such  occupa- 
tion were  distinct  from  the  assessments. 

SchedvlU  (C)  relates  to  Interest  and  Dividends  payable 
in  the  United  Kingdom  out  of  "  Public  Funds,"  whether 
Imperial,  Colonial  or  Foreign.  This  Sch.  covers  interest 
paid  on  Consols,  War  Loans,  and  other  Government 
Stocks,  Public  Annuities,  etc. ;  the  tax  on  this  type  of 
Income  is  deducted  from  the  amount  of  interest,  etc., 
due  to  the  investor,  and  is  paid  over  to  the  Inland 
Beveaue  Authorities  in  one  lump  sum  by  the  bank  or 
other  agent  entrusted  with  the  payment  of  the  dividends.* 

Schedule  {D)  relates  to  Income  derived  from  professions, 
trades,  and  other  occnpations,  and  any  Income  not  in- 
cluded in  the  other  branches  of  the  tax.  It  therefore 
covers  the  profits  of  any  trade,  profession,  employment, 
or  vocation ;  interest  on  money  received  without  tax 
having  already  been  deducted ;  profits  from  colonial  and 
foreign  securities  received  without  tax  having  been  de- 
ducted; profits  from  letting  famished  houses;  and  any 
other  profits  not  specifically  enumerated  above  or  falhng 
under  the  classifications  set  ont  in  Schedules  A,  B,  C  and 
E.  The  profits  derived  from  any  property  or  employ- 
ment, whether  originating  in  this  country  or  abroad,  are 
taxable  under  this  Sch.  if  the  taxpayer  is  resident  in  the 
United  Kingdom. 

The  Sch,  is  divided  into  six  "Cases,"  viz.  Case  I, 
Profits  from  Trade,  Manufactures  and  Commerce  not 
covered  by  any  other  Sch. ;  Case  IT,  Professional  Incomes 
and  Occupations  not  within  any  other  Sch. ;  Case  III, 
Profits  of  an  uncertain  annual  value,  and  Discount,  In- 
terest, Aanoitles  and  other  annual  payments ;  Cases  IV 
*  Except  aa  stat«d  on  p.  291. 
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and  V,  Inoome  from  Seooritiea  and  PoflBeseions  abroad ; 
twd  Oa&e  VI,  asy  Profite  and  Gains  not  within  any  other 
Case  or  Sob.  Profits  under  Cases  I,  II  and  V  are 
charged  Dpon  an  average  of  three  years.  The  charge 
under  Case  III  is  based  upon  the  profits  arising  in  the 
preceding  year,  and,  under  Case  IV,  tax  is  charged  upon 
the  profits  arising  in  the  year  of  aflsessmant. 

8ch.  D  is  the  Sch.  under  which  trading  profits,  other 
than  those  previously  stated  as  asaessable  under  Sch.  A, 
are  assessed  for  tasation,  and  it  is  therefore  the  Sch,  with 
which  the  book-keeper  is  most  intimately  concerned. 
The  figure  of  annual  profits,  upon  which  tax  under  Sch. 
D  is  payable,  is  not  the  figure  which  would  be  shown  by 
the  ordinary  Profit  and  Lobs  Account  of  a  trader  as  pre- 
pared upon  prudent  and  business-like  lines,  bat  is  a 
"  atatutoiy  "  figure  of  Inoome  computed  according  to  the 
rules  laid  down  by  the  Income  Tax  Act,  and  the  accumu- 
lated precedents,  and,  further,  it  is  an  estimate  made  in 
advance,  arrived  at  in  accordance  with  these  rules  and 
r^ulations,  and  represents  what  the  trader  is  legally 
deemed  to  expect  to  receive  in  the  way  of  Profits  or  In- 
come during  an  ensuing  Qovernmental  year.  If  the 
actual  profits  of  the  trader  are  more  than  the  assessable 
profits,  he  is  not  called  upon  to  pay  more  than  the  amount 
assessed.  On  the  other  hand,  if  his  actual  profits  are  less 
no  reduction  is  made  in  the  assessment  unless  "  specific 
cause  "  can  be  shown.  The  various  rules,  so  far  as  they 
can  be  definitely  stated,  governing  the  computation  of  the 
statutory  figure  of  Income  referred  to  above  are  sum- 
marized later  on  in  this  chapter. 

The  assessment  under  this  Sch.  is  in  the  hands  of  the 
"  Additional  Commissioners,"  who  are  chosen  by  the 
General  Commissioners,  and  the  basis  on  which  the  tax 
is  assessed  is  a  formal  return  made  by  the  taxpayer. 
Official  printed  forms  for  the  purpose  are  sent  to  all  tax- 
payers, who  are  required  to  return  them  within  a  specified 
time  properly  filled  in.  The  taxpayer  can  be  compelled 
to  verify  the  correctness  of  his  retom  by  the  production 
of  his  accounts,  and  should  he  default  in  making  a  return, 
the  Commissioners  may  assess  him  upon  their  own 
estimate. 

Under  the  Income  Tax  Act,  1918,  s.  105,  every  em- 
ployer is  required  to  prepare  and  driver  to  the  assessor 
a  return  of  the  names  and  places  of  residence  of  any 
persons  employed  by  him,  and  of  the  payments  made 
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to  them  in  respect  of  their  employment,  unless  such  total 
payments  do  not  exceed  the  limit  fixed  for  total  exemp- 
tion from  Income  Tax,  viz.  £150  pet  annum.  Forma 
of  BetmmB  for  this  purpOBe  are  usually  enclosed  with  the 
ordinary  retmrn  forms  sent  annually  to  the  taxpayer.  In 
the  case  of  companies  or  corporate  bodies  the  Secretary 
is  considered  to  be  the  employer  for  the  purposes  of  this 
section. 

Schedule  (E). — This  Sch.  relates  to  salaries,  fees, 
wages,  perquisites  or  profit  of  any  description  arising 
out  of  an  office  held  in,  or  employment  hy,  a  Govern- 
ment department  or  office,  a  public  body,  a  Company  or 
Society,  and  is  chained  upon  the  holder  of  such  office, 
or  employment,  in  respect  of  such  salary,  or  other  re- 
muneratfon,  as  he  m  entitled  to  receive  in  the  year  of 
assessment.  The  assessments  are  made  on  the  assump- 
tion that  the  taxpayer  will  continue  in  such  employ- 
ment, or  hold  suoh  office,  throughout  the  year.  If, 
after  an  assessment  has  been  made,  the  taxpayer's 
salary,  wages,  or  other  remuneration,  is  increased,  an 
additional  assessment  is  made  upon  him,  and  further 
additional  assessments  can  be  made,  if  necessary,  in 
order  that  the  full  amount  of  salary,  wages,  or  remunera- 
tion may  be  assessed  in  the  year  in  which  it  is  received. 

The  only  -departure  from  this  basis  of  assessment 
occurs  in  respect  of  fees  and  perquisites  mentioned  above, 
the  amount  of  which  is  obviously  uncertain.  In  these 
oases,  the  recipient  is  entitled  to  be  assessed  on  the 
amount  received  in  the  previous  year,  or  on  the  average 
of  the  three  preceding  years;  but,  even  in  such  cases, 
additional  assessments  can  be  made  so  that  the  full 
income  for  the  year  may  be  assessed.  As  an  act  of 
grace.  Inspectors  will  generally  allow  the  subordinate 
employees  of  pubhc  Ck>mpanies  and  Societies  to  average 
their  earnings  in  order  that  they  may  not  be  disadvan- 
tageously  treated  as  compared  with  the  employees  of 
private  firms. 

It  must  be  borne  in  mind  that  Sob.  E,  althoi^h 
governing  the  assessments  of  Directors,  Managers,  Secre- 
taries and  other  officials  of  Limited  Companies,  whether 
public  or  private,  does  not  govern  the  assessment  of 
the  profits  of  these  companies.  Such  undertakings  are 
assessable  under  Sch,  A,  or  D,  according  to  the  nature 
of  the  business. 

Sohednle  (D), — More  detailed  reference  must  now  bo 
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made  to  this  Sob.  which,  from  tfa«  acoouatant's  point 
of  view  at  any  rate,  is  ^e  most  important  of  all  tbft 
Schedules. 

Ab  abready  stated,  this  Soh.  relates  priDcipally  to 
income  derived  from  "trades,  professions,  and  other 
oocupations,"  bat  the  student  must  realize  that  Income 
Tax  is  not  a  tax  upon  net  profits,  as  detonnined  by 
ordinary  commercial  methods.  It  is  a  tax  upon  income, 
as  that  term  is  interpreted  by  the  income  Tax  Act  and 
the  rules  appended  thereto.  The  two  terms  are  not 
synonymous,  and  much  heart-burning  would  be  saved 
if  the  taxpayer  would  grasp  this  essential  fact.*  To  take 
a  simple  example :  Bobert  Jones  has  been  in  business  for 
one  year  as  a  boot  manufacturer,  and  has  made  a  net 
profit  of  £1,000,  but  be  lost  £500  of  this  sum  owing  to 
the  collapse  of  a  mining  company  in  which  he  purobased 
shares.  His  "income  '  for  the  year,  for  Income  Tax 
purpose,  is  assessed  by  the  authorities  at  £1,000,  the 
loss  of  £500  being  regarded  as  a  "loss  of  capital,"  which 
is  not  chargeable  against  his  profits. 

We  proceed  to  deal  with  the  main  points  of  this  Soh. 
requiring  consideration : — 

Method  of  Preparation  of  Schedule  (D)  Assessment. — 
It  was  mentioned  above,  that,  early  in  each  Governmental 
year  (the  Government  year  runs  from  the  6th  day  of 
April  in  one  calendar  year  to  the  dth  day  of  April  in  the 
next)  officials,  known  as  "  Assessors,"  send,  to  all  persons 
of  whom  they  have  cognizance,  official  forms  to  be  filled 
in  and  returned  by  the  taxpayer.f  An  oath  or  declara- 
tion of  seorecy  as  to  the  information  'contained  in  these 
returns  is  required  from  all  Commissioners,  Inspectors, 
and  others  {Income  Tax  Act,  1918,  s,  89),  The  manage- 
ment of  the  tax,  under  this  Sch„  is  subject  to  the  "  Com- 
missioners of  Inland  Bevenue,"  who  are,  etc  officio,  also 
"Special  Commissioners"  for  the  tax.  The  details  of 
administration  are  in  the  hands  of  the  Board  of  Inland 
Bevenue,  and  of  officials  known  as  "  Chief  Inspectors  of 

•  The  Elarl  of  Halsbury  said,  "  It  appears  to  me  that  there  is  a 
mixture,  not  to  say  a.  oonfusion,  of  thought  in  usius  the  word 
'proflta'  in  a  seiiBe  which  ia  not  cooaiBtent  with  the  mode  in  which 
it  is  used  in  the  statutes  relating  to  Income  Tax '  [Poniypridd  Main 
Sevierage,  Braid  v.  BmsUd). 

t  The  well-known  vellow  forma  aie  officially  designated  aa 
"  Forms  Nob.  1  and  11."  Every  peraon  called  upon  ia  liable  to 
make  a  rotum  whether  chargeable  with  duty  or  not  llnamte  Tax 
Ad,  191S,- B.  %ffl. 
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Taxes"  and  "Inspectors  of  Taxes,"  the  former  being 
promoted  from  amongst  the  experienced  Inspectors.  The 
duties  of  Chief  Inspectors  are  mainly  supervisory ;  it 
is  with  the  Inspectors  that  the  taxpayer  comes  most 
frequently  in  contact. 

The  Bule  of  '•  Averages."-~'Vfhen  Income  is  derived 
from  the  exercise  of  any  profession  or  business,  tha 
amount  of  Income  to  be  returned  by  the  taxpayer  *  for 
assessment  in  any  given  year,  is  neither  the  actual 
Income  of  that  year,  nor  the  Income  expected  to  be 
made  dnring  that  year,  but  is  a  "statutory"  Income 
(i.  e.  an  arbitrary  figure  calculated  according  to  the  pre- 
scribed rules),  computed  from  actual  ascertained  results 
of  previous  years,  subject  to  adjustment  by  means  of 
certain  "alloirances"  or  " dtsallowancea "  which  may  ba 
made  according  to  the  rules  of  the  case  governing  the 
assessment. 

The  Income  assessable  under  Sch.  D  is  Income,  not 
falling  under  any  other  Sch.,  which  has  not  already 
been  taxed  at  its  source.  This  rule  always  applies, 
whatever  be  the  amount  of  the  taxpayer's  Income.  But 
where  the  taxpayer  claims  exemption  from  assessment 
under  8cb.  D,  or  that  he  is  entitled  to  recover  from  the 
Authorities  tax  on  Income  falling  under  any  other  Sch., 
because  his  total  Income  from  all  sources,  under  all 
Schedules,  taxed  or  untaxed,  is  below  certain  statutory 
limits,  he  must  state,  on  another  page  of  the  ordina>ry 
form,  the  amount  of  bis  total  Income  under  all  Sohedules, 
taxed  or  untaxed,  and  so  demonstrate  the  justness  of  his 
claim.  If  the  taxpayer  is  entitled  to  repayment,  the 
completion  of  the  claim  section  of  the  Betum  does  not 
ensure  repayment ;  a  separate  claim  must  be  made,  as  is 
explained  hereafter. 

The  amount  of  Income  arising  from  Trades,  Professions 
or  Occupations  taxable  under  this  Sch.  is  computed  upon 
an  average  of  the  three  years  preceding  the  actual  year 
of  assessment,  and  these  three  years  may  end  either  on 
A^ril  5  in  the  calendar  year  of  assessment,  or  on  a  date 
prior  thereto  up  to  which  the  taxpayer's  profits  have 


•  The  term  "taxpayer"  includes  Limited  Companies,  Partner^ 
ships  and  SocieCiee,  and  the  odub  lies  upon  aome  respondhle  official 
' 'ual  taxpayer.    J 
>  any  abfttemen 
iditi<Nis,   may  h 

i>,  Google 


ID  aome  respondhle  official 
la  make  a  return  in  the  same  manner  aa  aa  individual  taxpayer.  A 
Limited  Company  is  not,  however,  entitled  to  any  abfttemmit 
exemption  or  relief,  which,  under  certain  aoaditi<Nis,  may  be 
claimed  by  private  traders  and  partners. 
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nsoally  been  aseerteined.  Thus,  ia  his  return  for  the 
Government  year  April  6,  1919,  to  April  5,  1920,  the 
trader  would  nse  hla  Profit  and  Lobs  Aoootmts  for  the 
three  yeus  ended  April  5, 1919,  or  if,  as  UBoally  is  the 
oase,  he  makes  his  acoounts  ap  to  the  end  of  December 
(or  to  some  other  month  in  each  year),  e,  g,  December  31, 
he  can  emjdoy  hia  ordinary  Profit  and  Loss  Acooonts 
for  the  last  three  eompleted  years,  e.g.  the  Profit  and 
Lkms  Acoounto  for  the  years  ended  December  31,  1916, 

1917  and  1918  respectively.  -«*  . 

Under  these  provisions,  very  few  taxpayers  pay  upon 
the  basis  of  the  actual  Income  of  the  year.  This  creates 
an  apparent  hardship  in  those  years  when  heavy  losses 
are  made,  and,  oonseqaently,  all  finances  need  to  bo 
rigidly  conserved.  For,  no  matter  how  large  a  loss  is 
likely  to  occur  in  the  curreot  year,  the  tas  must  be  paid 
upon  the  amerage  of  the  past  three  years.  It  is  tme  that, 
in  due  course,  die  bad  year  will  come  into  future  averages, 
bat  this  is  small  consolation  when,  in  a  year  of  strained 
finances,  a  heavy  sum  has  to  be  paid  out  in  cash  by  way 
of  tax  on  the  average  of  past  results.  In  the  event  of  an 
actual  loss  occurring,  a  repayment  may  be  claimed,  under 
B.  34  of  Uie  Act  of  1918,  of  the  amount  of  tax  upon  so 
much  of  the  loss  as  is  represented  by  aggregate  statutory 
Income  of  the  individual,  partnership,  or  Umited  com- 
pany upon  which  tax  has  been  paid.  In  such  case  th9 
year  in  which  the  loss  is  made  luops  out  of  the  average. 
Prior  to  the  year  April  5, 1907,  the  taxpayer  also  had  the 
advantage  under  a.  133  of  the  Income  Tax  Act,  1842,  and 
B.  5  of  the  RefDsnue  Act,  1865,  of  alleviation  in  ciroum- 
stances  of  this  kind,  because  he  was  allowed  to  substitute 
the  trading  result  of  the  actual  year  of  assessment  for 
that  of  the  first  of  the  three  years,  the  average  of  which 
formed  the  ordinary  basis  of  assesBment.  These  sections 
were  repealed  by  the  Finance  Act,  1907,* 

In  the  case  of   tuw  businesses,  the  Income   Tax  Act, 

1918  (Soh.  D,  Cases  1  and  2,  Bules  1  and  8)  provides  that 
the  tax  ultimately  payable  upon  the  profits  of  each  of  the 
first  three  years  shall  not  be  more  than  the  tax  on  the 
actual  profits  of  each  year.  If  the  business  is  a  new  one, 
and  has  been  established  for  a  less  period  than  three 
years,  the  average  yearly  profits  of  the  period  preceding 

•  rfte  1914  (2)  Finance  Ad,  b.  13  (gubsequently  incorporated  in 
the  IneoTne  Tax  Act,  a.  43)  tempocarilj'  reinatated  ibU  relief  U>  meet 
cases  affected  by  the  war. 


p:h»Google 


300      BOOK-KEEPING  AND  ACCOUNTS 

the  year  of  assesBment  must  be  taken,  or  if  the  bnBineBa 
was  commeDced  within  the  SrCtual  year  of  assessment,  an 
estimate  of  the  profits  expected  to  be  derived  from  the 
business  must  be  furnished.*  Assessments  made  upon 
these  two  classes  of  estimate,  i,  e.  where  business  com- 
menced within  the  year  of  asseBSment  or  within  three 
years,  can  be  rectified  subsequently,  and  any  tax  over- 
paid can  be  recovered  when  the  actual  results  of  the 
current  year  are  to  hand  (Income  Tax  Act,  1918,  Scb. 
D,  Gases  1  and  11,  Bules  1  and  8).  In  cases,  therefore, 
where  a  business  has  been  establi^ed  for  less  than  three 
years,  the  profits  of  the  first  year  would  form  the  basis 
of  the  assessments  for  the  first  and  second  years ;  and 
in  the  third  year,  the  average  profits  of  the  two  preced- 
ing years  would  form  the  basis.  For  the  fourth  year  the 
full  average  would  be  available  for  computation  of  the 
tax.  In  the  author's  experience  it  is  the  practice  in 
some  districts  to  take  the  actual  profits  of  each  year  aa 
the  basis  of  assessment  until  the  average  of  the  three 
completed  years  is  available. 

Persons  carrying  on  two  tx  more  businesses  may  set 
off  the  loss  incurred  in  one  against  the  profit  made  in 
another  (Income  Tax  Act,  1918,  Scb.  D,  Cases  1  and  11, 
Eule  13.) 

Where  the  ownership  of  a  business  has  changed  hands, 
tiie  profits  of  the  business  must  be  assessed  upon  the 
three  years'  average,  as  though  no  change  bad  taken 
place.  If,  however,  the  new  owners  can  show  that  the 
profits  will  fall  short  of  the  old  average,  from  a  specific 
cause  arising  out  of  the  change  of  ownership,  permission 
will  usually  be  granted  to  treat  the  business  as  a  new 
one  {Income  Tax  Act,  1918,  Scb.  D,  Cases  I  and  11, 
Eule  11.) 

Many  items  of  "  loss  "  or  expenditure  which  a  prudent 
trader  ordinarily  includes  in  his  Profit  and  Loss  Account 
are  disallowed  aa  deductions  from  trading  profits  by  the 
authorities,  and  other  items  of  "  loss  "  are  only  permitted 
to  be  included  at  smaller  figures  than  those  at  which  the 
trader  has  deemed  it  prudent  to  charge  them  in  his 
accounts.  Consequently,  in  preparing  a  statement  of 
income  for  return  to  the  Income  Tax  Authorities,  the 
trader  must  add  to  his  profits  (as  appearing  in  his  Profit 
and  Loss  Accounts)  certain  types  of  actual  "  loss"  or 


*  Or  ft  request  may  be  lodged  that  the  aweBSinent  be  poetponed 
ontil  the  accounts  for  tbe  complete  year  ftre  available. 
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expense  which  are  disallowed  by  the  laland  Hevenae  u 
obargea  against  such  profits.  Where  the  trader's  Profit 
and  Lobs  Aocounts  show  net  losses  the  "  disallowed 
charges  against  profits  "  must  be  extraoted,  and  anv  per- 
missible dednctioDS  brought  into  account  in  the  ordinary 
way.  It  is  only  when  this  prooesa  has  been  gone  through 
that  the  taxpayer,  althougn  his  aocounts  may  show  an 
actual  loss,  can  rest  assured  that  he  is  free  from  the 
payment  of  tax  iinder  Soh.  D.  An  actual  trading  loss 
may,  and  frequently  does,  owing  to  the  surcharge  of 
various  "  disallowances,"  etc.,  work  out  at  a  "  statutory  " 
profit,  upon  which  tax  has  to  be  paid. 

Deducticms. — The  various  items  which  the  trader  is 
allowed  to  deduct,  and  those  which  he  is  prohibited  from 
deducting,  are  taken  from  the  "  Instntotiooa "  sent  to 
taxpayers  with  the  annual  forms: — 

I    Dednctiona  are  allowed — 

For  repairs  o!  premisea  occupied  for  the  pnrpoaei  of  the  trade, 
etc.,  and  for  the  lujiply  or  repair  of  implements,  utensils,  or  articles 
employed,  not  exceeding  the  sum  usukllj  expended  for  inch  pur- 
poses accordiag  to  the  average  of  the  three  vettrs  preceding. 

For  debta  proved  t«  be  bad  ;  also  for  doubtful  debts  to  the  extent 
that  they  are  respectively  estimated  to  be  bad. 

For  tne  rent  of  premiaec  ased  solely  for  the  purposes  of  the 
business,  and  not  as  a  phux  of  reaidenoe. 

For  a  proportion,  nut  exceeding  two-thirds,  of  the  rent  of  any 
dwelting-houBe  partly  used  for  the  purposes  of  the  bueiDess. 

For  the  Aonnal  Value  of  any  premisea  within  the  United  Kingdom 
occupied  by  the  Owner  solely  for  the  purposes  of  the  busineis,  and 
.  not  as  a  plaoe  of  residence — less  ground  rent,  if  any.  <Tbe  Annual 
Value  to  be  taken  for  this  purpose  la  (be  amount  on  which  tax  has 
been  paid  under  Scb.  A,  except  in  the  case  of  Mills,  Factories,  or 
other  similar  premiaei,  in  respect  of  which  the  Annual  Value  to  be 
taken  is  the  amount  of  the  Sch.  A  assessment  before  reduction  by 
the  statutory  allowance  for  repaini  and  maintenance.) 

For  a  proportion,  not  exceedina  two-thirds,  of  the  Annual  Value 
(according  to  the  amount  on  nbich  tax  has  been  paid  under  Sch.  A) 
—less  gniund  rent,  if  anv— of  any  dwelliag-house  within  the  United 
Kingdom  occupied  by  the  Owner  and  partly  used  for  the  purposes 
of  the  business. 

For  (in  the  case  of  a  trade)  one-siith  of  the  Annual  Value  of  any 
Mills,  Factories,  or  similar  premises  situate  outside  tlie  United 
Kingdom  and  occupied  by  the  Owner  for  the  purposes  of  the  trade. 
Annual  Value  for  this  purpose  is  to  be  computed  according  to  the 
principles  governing  the  estimation  of  the  Annual  Value,  for  the 
purposefi  of  Soh.  A,  of  similar  premises  in  the  United  Kingdom — 
that  is,  in  general,  W  reference  to  the  rack-rent  at  which  the 
premises  are  worth  to  be  let  by  the  year. 

For  any  sum  paid  aa  Kicess  Profits  Dnty,  Corporation  Prolits 
Tax  or  Munitions  Exchequer  Paymente — except  any  Excess  Prolit« 
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Xtaty  chargeable  bj  Tlrtne  only  of  the  proviiions  of  tho  Finance 
Act,  1918,  relating  to  profite  amiug  from  the  t&I«  of  Irading  stock 
otherwise  than  in  the  ordinary  course  of  trade. 

For  (in  the  case  of  a  trade)  bo  much  of  any  amount  expended  in 
replacing  obsolete  plant  or  machinery  as  is  equal  to  the  oo*t  of  Ui» 
plant  or  moohinery  replaced,  after  deducting  irom  such  Coat  (a)  tba 
total  of  any  allowances  already  made  for  the  wear  and  tear  of  suab 
plant  01:  machinery  and  {b)  any  sum  realized  by  ita  sale. 

For  ony  other  diebursementfl  or  eipenaes  wholly  and  eiclnsively^ 
'--"-■  -  It  for  the  purposes  of  the  trade,  t'" 


Where  a  clergyman  or  minister  pays  rent  for  a  d veiling- house,' 
or  ia  in  the  occupation  of  a  dwelling-house  but  pays  no  rent  therefor,' 
and  uses  any  part  of  Buch  house  mainly  and  substantiaDy  for  the 
purposes  of  his  duty  aa  a  clergyman  or  minlst«r,  a  corresjxinding 
part  of  the  rent  or  Annual  Value  of  the  house,  not  e^Keeding  one- 
eighth,  may  be  claimed  as  an  expense.  Any  amount  so  claimed 
■hould  be  specifically  shewn  on  p.  2  of  the  Form  No.  11. 

No  dednctions  are  allowed — 

For  any  interest  on  capital,  for  any  annual  interest,  annuity,  or 
other  annual  payment,  payable  out  of  the  profits  or  gains,  or  for 
any  royalty  or  other  sum  paid  in  respect  of^  the  user  of  a  patent.' 
(The  tax  on  Bucb  in(«reat,  patent  royalty,  or  other  annual  payment 
shonld  be  dedaoted   from   the  person  to  whom  the  payment  la 

For  any  sums  paid  as  salaries  to  proprietors,  or  for  drawings  by 

For  any  sums  invested  or  employed  as  capital  in  the  trade,  etc., 
or  in  respect  of  capital  withdrawn  therefrom. 

For  any  suras  expended  in  improvement  of  premises  or  written 
off  for  depreciation  of  land,  building,  or  leases. 

For  any  loss  not  connected  with,  or  arising  out  of  the  trade,  eto.' 

For  any  expenses  of  maintenance  of  the  persons  assessable,  their 
families,  or  establithments  ;  or  for  any  snm  expended  for  any  other 
domestic  or  private  purpose. 

For  any  loss  recoverable  under  an  insurance  or  contract  of 
indemnity.  , 

For  any  sum  paid  as  United  Kingdom  Income  Tax  on  profitB  or 
gains,  or  on  the  Annual  Value  of  trade  premises.  (Colonial  or 
Foreign  Income  Tai  paid  in  reBpect  of  the  profits  in  the  place 
where  they  arise  may,  however,  be  deducted.) 

For  wear  and  tear  of  machinery  or  plant,  or  for  any  premium  for 
lite  assurance ;  but  allowances  may  1^  claimed  in  respect  of  these 
items;  see  pp.  2  and  i  of  the  Form  No.  11,  and  Notes  (S> 
and  (14). 

Untaxed  Income. — Every  person  is  bound,  under  heavy 
penalties,  to  maka  a  return  of  bis  or  her  untaxed  inconid 
in  spite  of  the  fact  that  no  form  of  return  may  bare  been 
sent  to  them  to  fill  in.  Even  if  they  have  no  untaxed 
income,  tbey  must  enter  the  word  "  none  "  in  the  space 
provided  for  "  Betum  of  Untaxed  Income,"  and  must 
sign  the  declaration  and  forward  the  form  to  the  Assessor. 
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If  a  taxpayer  is  entitled  to  any  allowaooes,  the  "  Claim  " 
Sections  of  the  form  must  be  completed.  Omisaion  to 
complete  the  "Claim"  Sections  penalizes  the  taxpayer, 
since  the  authorities  cannot  grant  allowances  noless  they 
are  claimed  in  proper  form.  In  cases  where  a  taxpayer 
is  not  entitled  to  any  lUlowanties,  there  is  no  need  to 
complete  any  section  except  the  "  Betnm  of  Untaxed 
Income,"  nnlesB  the  Bevenue  Anthorities  ask  for  a  return 
of  "total  income." 

Untaxed  income  generally  consists  of:  (1)  Unearned 
income  of  the  preceding  year  from  which  tax  has  not 
been  deducted — the  exception  under  this  heading  consists 
of  income  from  foreign  inTestments  and  possessions 
which  is  dealt  with  later  on.  (2)  Average  profits,  or 
earnings,  from  any  kind  of  business,  trade  or  employment 
other  than  salaries,  fees,  commission,  etc.,  received  from 
Limited  Companies,  (lovemment  Departments,  Public 
Bodies,  etc. .  (3)  Any  income  (casual  or  otherwise) 
received  in  the  previous  year — or  average  of  one  year. 

If  the  taxpayer  claims  any  relief  or  allowanoes,  he 
must  enter  his  total  income  in  the  "  Claim "  Section 
(p.  S  of  the  return  form).  In  this  seotion  he  must 
enter  the  inoome  he  has  already  disclosed  in  the  "  Betum 
of  Untaxed  Income"  (p.  2  of  the  return  form).  He 
must  also  enter  any  income  which  he  loiU  receive  during 
the  year  from  which  tax  will  be  deducted  at  its  source, 
or  any  inoome  which  he  will  receive,  and  which  is  taxable 
under  any  other  schedule,  e.  g.  Sch.  A,  The  annual  value 
of  property,  land,  etc.,  whether  occupied  or  not;  Sch.  B, 
Farm  assessments;  Sch.  C,  Income  from  Government 
eeourities,  taxed  at  source;  Sch.  D,  Dividends,  interests, 
etc.,  taxed  at  source.  In  oases  where  such  income  is 
uncertain,  the  previous  year's  dividends  should  be 
entered. 

Prom  the  "Total  Income,"  arrived  at  as  described 
above,  the  taxpayer  should  deduct  any  charges  upon  his 
income  which  will  become  payable  during  the  year,  e.  g. 
Ground  Bent,  Interest  Annuities,  etc. 


Allowances  a^'d  Deductions 

Repayment  Claims. — To  obtain  the  allowances  to  which 
a  taxpayer  m^  be  properly  entitled,  be  must  fill  up  one 
of  the  usual  Income  Tax  forms.  The  allowances  due 
will  then  be  made  from  any  untaxed  income  which  is 
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directly  assessable  upon  the  indmdaal.  If  tbe  untaxed 
income  of  a  taxpayer  is  inBufficient  to  cover  the  total 
allowances  to  which  he  may  be  entitled,  it  is  necessary 
that  a  "  Bepayment  Claim  "  should  be  made  at  the  close 
of  tbe  fiscal  year — or  within  three  years  from  tbe  end  of 
tbe  fiscal  year  for  which  a  claim  is  made.  A  claimant 
can  recover  overpayments  for  one,  two  or  three  years' 
assessments  upon  a  single  claim  form.  The  completion 
of  tbe  UBuaJ  Income  Tax  Betum  does  not,  in  itself, 
constitute  a  "  Bepayment  Claim,"  so  that,  if  after  making 
such  Betum  and  receiving  an  assessment  notice,  the 
taxpayer  finds  that  further  allowances  are  due  to  him, 
he  must  make  a  "  Bepayment  Claim  "  at  tbe  end  of  the 
year — or  an  interim  claim  at  the  half-year  to  October  5. 
U^e  first  year's  Income  Tax  Bepayment  Claim  is  dealt 
with  by  the  local  Inspector  of  Taxes  (bis  address  can  be 
obtained  from  tbe  collector  mentioned  in  the  return 
form),  and  from  him  the  necessary  forms  can  be  had. 
Subsequent  Bepayment  Claims  ore  examined  and  adjudi- 
cated by  the  "  Claims  Branch  "  of  tbe  Inland  Bevenae  at 
Australia  House,  London,  W.C.  3. 

When  making  claims  of  this  kind,  tbe  taxpayer  must 
set  out  in  detail,  on  the  "  Bepayment  Claim  Form,"  the 
whole  of  his  income  whether  taxed  direct  or  at  source. 
Tbe  income  to  be  returned  is  the  gross  income  (including 
wife's  income),  i.  e.  {a)  tbe  net  amount  received  in  the 
form  of  dividends,  interest,  etc.,  taxed  at  source  plu9  th^ 
amount  of  tbe  tax  deducted;  {b)  the  actual  salary,  wages 
or  trade  profits  upon  which  tax  has  been  paid ;  (c)  the 
actual  annual  value  (rateable  value  in  liOndon)  of  any 
property  or  land  owned  by  the  taxpayer;  (d)  the  Sch.  B 
assessment  of  any  farm  cultivated  by  the  taxpayer,  or 
the  assessed  profits  derived  therefrom  if  this  method 
of  assessment  has  been  previously  arranged  with  the 
Inspector  of  Taxes ;  (e)  any  untaxed  interest  upon  which 
tax  was  paid  in  tbe  year  m  respect  of  which  the  claim 
is  being  made.  From  tbe  total  income  arrived  at  as 
above  tiiere  should  be  deducted  any  ground  rent,  tithes 
(if  not  allowed  in  the  Scb.  A  assessments),  mortgage  or 
loan  interest,  annuities  (excluding  voluntary  allowances 
or  payments),  or  any  other  charges  on  income  which  can 
be  legally  claimed. 

In  connection  with  dividends,  it  should  be  clearly 
undsrstood  that,  for  Income  Tax  purposes,  there  is  no 
such  thing  as  a  "  free  of  tax  "  dividend.    All  Company 
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dmdeads  are  paid  out  of  profits,  and  all  profits  are 
taxable.  The  omoimt  received  by  tbe  Bboreholder,  there- 
fore, is  hia  share  of  the  net  profits  after  tbe  Company  bos 
mid,  or  provided  for,  the  Income  Tax  due  on  such  profits. 
-For  esomple,  tcIuIsI)  Income  Tax  remains  at  6s.  in  tbe  £, 
a  7  per  cent.  "  free  of  tax "  dividend  is  equivalent  to  a 
10  per  cent,  "less  tax"  dividend.  It  is  the  Company 
which  is  responsible  for  the  Income  Tax,  whether  it  takes 
a  lump  Bum  out  of  its  profits  for  Income  Tax  purposes 
and  pays  a  "free  of  tax  dividend,"  or  declares  a  gross 
dividend  from  which  it  deducts  Income  Tax  when  dis- 
tributing it  among  the  shareholders.  The  amount  of 
income  from  the  shareholder's  point  of  view  ie  the  same 
in  either  casa  The  difference  between  tbe  two  claesed 
of  dividends  is — to  take  an  illustration — this  :  the  holder 
of  fixed  7  per  cent.  "  free  of  tax "  shares  is  always 
entitled  to  a  net  dividend  of  7  per  cent,  whatever  the 
current  rate  of  tax  may  be,  whilst  tbe  bolder  of  fixed 
10  per  cent,  shares  subject  to  Income  Tax  would  get  only 
5  per  cent,  net  dividend  if  the  tax  went  up  to  10s.  in 
the  £,  or  71  per  cent,  net  if  the  current  rate  of  tax  was 
63.  in  the  £. 

When  preparing  Income  Tax  Bepayment  Claims,  it  is 
necessary  to  set  out  the  Income  m  detail,  and  to  attach 
to  the  form  all  the  Income  Tax  deduction  Certificates 
^counterpart  warrants)  given  by  Company  Secretaries 
or  other  persons,  paying  dividends  or  interest  or  deduct- 
ing tax  nom  mortgage  interest,  etc.,  and  also  all  tbe 
receipts  given  by  the  Income  Tax  Collectors  for  tbe  tax 
paid  dnring  the  year  under  adjudication. 

Ituoranoe  Premimns. — A  taxpayer  wbo  has  effected  an 
insurance,  or  taken  a  deferred  annuity,  on  bis  own  life, 
or  that  of  his  wife,  with  any  office  legally  established  in 
the  United  Kingdom,  or  in  any  British  Possession,  and 
"  lawfully  carrying  on  business  in  tbe  United  Kingdom," 
or  with  a  register^  Friendly  Society,  may — in  addition 
to  any  claims  for  "  personal  allowances "  to  which  he 
may  be  entitled — claim  an  allowance  of  all  the  tax  "  at 
appropriate  rates,"  upon  the  annual  premiums  paid  in 
respect  thereof,  up  to  and  not  exceeding  one-sixth  of  his 
total  net  income  from  ail  sources,  nor  more  than  £100  in 
all  in  respect  of  premiums  on  deferred  annuities.  The 
allowance  in  respect  of  each  premium  is  limited,  however, 
to  7  per  cent,  of  the  capital  sum  payable  at  death  under 
the  policy,  and  in  no  case  may  this  concession  afford  any 
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gieator  relief  than  is  allowable  on  the  taspayet's  total 
income-  Moreover,  this  relief  cannot  be  applied  .to 
Super-tax  assessments. 

When  such  claims  are  made,  the  Inspector  of  Taxes 
usually  calls  foi-  the  production  of  the  ofhei&l  receipts  for 
the  assumnoe  premiums  paid.  Accident  ioBur&aoe  pre- 
miums (up  to  £100)  are  only  allowed  as  deductions  when 
the  policy  covers  the  risk  of  death.  Claims  on  ooooont 
of  any  life  assurance  premiums  paid,  if  not  fully  or  par- 
tially allowed  from  the  taxpayer's  assessments,  may  be 
preferred  for  three  years  back  by  using  the  special  form, 
obtainable  from  any  Inspector  of  Taxes,  bsued  for  the 
purpose  by  the  Hevenne  Authorities. 

T^e  deductions  allowed  in  respect  of  life  assoranoe 
premiums  also  extends  to  any  compulsory  deduction 
which  may  have  been  made  from  a  taxpayer's  stipend, 
or  salary,  for  the  purpose  of  providing  an  annuity  tor  his 
widow  or  provision  for  his  children.  The  Finance  Act, 
1919,  made  it  clear  that  insurance  premiums  paid  by  a 
married  woman  out  of  her  separate  income  in  respect  of 
a  policy  on  her  own,  or  her  husband's,  life  may  be  treated 
as  though  paid  by  the  husband.  :'  - 

The  deductions  allowed  from  the  tax  payable  upon  the 
taxable  income  are  the  amounts  which  represent  tax  at 
the  appropriate  current  rates  upon  the  pi-emiums  paid, 
viz : — 

{a)  Total  Incomes  not  exceeding  £1,000 — ^half  the 

standard  rate  (i.  e.  3s.  for  1920-21). 
(6)  Total  Incomes  exceeding  £1,000  but  not  esoeed- 

iug  £2,000 — three-fourths  of  the  standard  rata 

{i.  e.  is.  6d.  for  1920-21). 
(c)  Total  Incomes  exceeding  £2,000  —  at  the  full 

standard  rate  {i.  e.  Qs.  for  1920^21). 

'  The  deduction  in  respect  of  insurances  effected  after 
June  22,  1916,  is  limited  to  half  the  standard  rate 
upon  the  premium  paid  (i.  e.  8s.  in  1920-21-).  No  allow- 
anoe  is  made  for  deferred  insurances  which  do  not 
secure  the  payment  of  a  capital  sum  at  death,  if  they, 
were  taken  out  after  the  above  date,  except  in  oases 
where  they  are  in  connection  with  a  bona  fide  pension 
scheme. 

Where  it  is  found  that  the  taxpayer  whose  income  is 
lees  than  £1,000  or  £2,000,  as  the  case  may  be,  hw,  by 
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reason  of  the  differeDce  in  the  Appropriate  rate  of  tax 
upon  hie  manranoe  premium,  paid  mora  tax  tban  would 
hare  been  the  ease  if  his  income  had  exceeded  £1,000  or 
£2,000,  ft  further  deduotioti  will  be  allowed,  viz.  the  mm 
by  which  tax  at  one-fourth  of  the  etandard  rate  upon  th4 
premiom  exceeds  the  tax  at  the  standard  rate  apon  the 
difEerence  between  the  total  income  and  £1,000  or  £2,000) 
as  the  case  may  be. 

Personal  AUovanoet  and  Dednctioni.  —  Prior  bo  the 
Finance  Act,  1920,  personal  allowances  and  deduotiona 
were  granted  onder'the  beads  "Exemption,  Abatement 
and  Belief."  All  peraoas  whose  incomes  from  all  sources 
did  not  exceed  £130  per'annum  were  exempt  from  tax. 
T^oae  with  annual  inoomes  exceeding  £130  but  not  ex- 
ceeding £700  were  granted  abatements  ranging  from  £120 
to  £70.  Belief  was  granted  in  respect  of  wives,  children 
and  dependants  ^  those  whose  incomes  did  not  exceed 
£800  per  annum.  Incomes  were  classified  aa  "  earned  " 
or  "unearned,"  and  the  tax  imposed  was  graduated 
iu  its  incidence  up  to  incomes  of  £2,500  and  £2,000 
respectively. 

The  Finance  Act,  1920,  revised  the  whole  basis  of 
abatement  and  relief.  Under  this  Aot,  all  taxpayers, 
irrespective  of  the  amount  of  their  incomes,  are  on  an 
equal  footing  in  respect  of  claims  for  "  earned  "  income, 
wives,  children  and  dependants.  The  only  difference  is 
the  graduated  relief  in  respect  of  allowances  for  Life 
Assurance  premiums  as  set' out  above. 

Pers<mal  Allowance. — Every  person  is  now  entitled  to 
deduct  from  his  assessable  income  a  personal  allow- 
ance, if  a  bachelor  or  widower,  of  £135,  or  of  £225  if 
a  msjried  man,  and  his  wife  is  living  with,  or  wholly 
supported  by,  him.  The  personal  aUowaoce  of  £135 
applies  also  to  spinsters  and  widows.  Thus  single 
persons  whose  total  assessable  Inoomee  do  not  exceed 
£135,  and  married  persons  whose  incomes  do  not  ex- 
ceed £225,  are  ivhdlly  exempt  from  tax.  If  a  man's 
total  income  includes  income  earned  by  his  wife,  a 
further  allowance  of  nine-tenths  of  the  wife's  earnings 
can  be  claimed,  but  not  exceeding  the  sum  of  £45.  In 
•uch'  cases,  then,  the  maximum  personal  allowance  is 
£270. 

AUowanee  on  Earned  Income, — Every  person,  including 
s  spinster  or  widow,  is  entitled  to  reduce  his  or  her 
earned  income,  irrespective  of  amoimt,  by  10  per  cent., 
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DOt  exoeediDg  a  maximum  sum  of  £200,  for  the  purpose 
of  arriviDg  at  the  amount  of  assessable  income  urom  all 
sources  during  the  year. 

Deduction  in  Bespect  of  Relatives  Takiiig  Charge  of 
Children.  —A  widower,  or  widow  is  entitled  to  a  deduo- 
tion  oC  £45  from  bis  or  her  assessable  income  in  respect 
of  a  female  relative  (on  either  side)  residing  with  him,  or 
faer,  for  the  purpose  of  taking  charge  of  a  oliild  or. chil- 
dren. This  allowance  is  not  granted  unless  it  can  be 
proved  that  no  other  person  is  receiving  a  similar  allow- 
ance in  respect  of  the  female  relative,  neither  is  it  granted 
if  the  husband  (if  any)  of  the  female  relative  is  receiving 
the  full  personaJ  allowance  of  £225  per  annum.  A  similar 
allowance  is  granted  in  respect  of  any  female  not  related 
to  the  claimant  where  it  can  be  shown  that  no  female 
relative  is  able  or  willing  to  assume  charge  of  the  child 
or  children. 

Deduction  in  Bespect  of  Widowed  Mother  taking  Charge 
of  Brother  or  Sister. — (1)  A  bachelor  or  an  unmarried 
woman,  hving  with  his  or  her  widowed  mother,  or  (2)  a 
mother  living  apart  from  her  husband,  or  (3)  any  female 
relative  having  charge  and  care  of  a  brother  or  sister,  is 
entitled  to  a  dednctioQ  of  £45  from  his  or  her  assessable 
income  if  the  claimant  supports  his  or  her  mother  or 
female  relative.  The  allowance  will  not  be  granted  if 
any  other  peraon  is  receiving  any  deduction  m  respect 
of  the  mother,  brother  or  sister. 

Deduction  in  Bespect  of  Children. — A  taxpayer  is 
entitled  to  an  allowance  from  his  assessable  income  of 
£36  for  the  first  child,  and  £27  for  each  subsequent  child 
faUing  under  one  of  the  following  categories : — 

{a)  Own  children  and  stepchildren  who  are  imder 
sixteen  at  the  commencement  of  the  fiscal  year  (i.e. 
April  6). 

{b)  Own  children  and  stepchildren,  irrespective  of  age, 
who  are  continuing  full-time  attendfuice  at  a  university, 
college,  school,  or  other  educational  institntion. 

(c)  Adopted  children  (excluding  illegitimate  children, 
unless  the  parents  were  afterwards  married),  under  or 
over  sixteen  as  above,  provided  that  no  other  person  is 
entitled  to,  or  claims,  an  allowance  in  respect  of  such 
child.  No  deduction  is  allowed  in  this  section  in  respect 
of  any  child  who  is  entitled,  in  his  or  her  own  right,  to 
an  income  exceeding  £40  per  annum.  When  calculating 
such   income,  no  account  is  to  be  taken  of  amounts 
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received  from  a  soholorBbip,  buteaiy,  or  similar  eduoa- 
tioual  grant.* 

Deduction  in  Bespect  of  Dependent  Beiativea. — ^A  tax- 
payer who  maintaitis  at  his  own  expense  a  relative  of 
his,  or  of  his  wife,  incapacitated  from  maintaining  Mm- 
or  herself  by  infirmity  or  old  i^,  is  entitled  to  a  de- 
dootion  from  bis  assessable  income  of  £25  per  annum, 
provided  the  relative  so  maintained  does  not  possess  an 
inoome  exceeding  £50  per  annum.  A  like  allowance  is  made 
in  respect  of  a  taxpayer's  widowed  mother,  or  widowed 
mother-in-law,  but  in  these  two  oases  the  condition  of 
"  iaoapaoity,"  b  waived.  If  two  or  more  persons  con- 
tribute to  the  maintenance  of  the  dependent  relatives 
mentioned  above,  the  allowance  granted  shall  be  in  pro- 
portion to  the  amount,  or  the  value,  of  their  respective 
oontribubions  towards  the  cost  of  maintenance.  The 
above  allowances  are  also  granted  to  a  female  taxpayer 
who  supports  such  dependent  relatives. 

Commercial  Travellers. — Where  the  employers  of  a 
commercial  traveller,  or  person  similarly  employed,  make 
DO  allowance  for  expenses,  such  person  is  entitled  to  an 
allowanae  from  his  assessable  income  (salary  and  com-r 
mission)  for  reasonable  expenses  incurred  in  carrying  on 
his  vocation.  But  ordinary  business  men,  and  employers 
are  not  entitled  to  claim  in  respect  of  the  coat  of  travel- 
ling (season  tickets  or  otherwise)  to  and  from  tbeir  plaoe 
of  business  or  employment. 

Allowances  to  Residents  Abroad. — None  of  the  allow- 
ances detailed  above,  including  the  allowance  in  respect 
of  insurance  premiums,  is  granted  to  persons  residing 
elsewhere  than  in  the  United  Kingdom,  the  Channel 
Islands,  or  the  Isle  of  Man,  unless  the  taxpayer  satisfies 
the  authorities  that  he  or  she  is : — 

(a)  A  British  subject,  or  {b)  a  person  who  is,  or  has 
been,  employed  in  the  service  of  the  Crown,  or  of  a 
Missidnary  Society,  or  in  the  service  of  any  Native  State 
under  his  Majesty's  protection,  or  {c)  residing  abroad  for 
the  benefit  of  health,  and  has  previously  resided  within 
the  TJ.K,  or  (d)  a  widow  whose  late  husband  was  in  the 
service  of  the  Crown. 

In  calculating  the  tax  pavable  by,  or  repayable  to, 
such  person,  account  must  oe  taken  of  the  claimant's 

*  Income  'ariiiiiig  from  a  scholarship  or  similar  educatioDail  endow- 
ment held  by  a  person  reoeiving  full-tine  iostnictiou  u  not  aasesa- 
able  for  Income  Tax  or  Super-tax. 


hyGoogle 


310       BOOK-KEEPING  AND  ACCOUNTS 

income  (if  any)  which  arises  out  of  the  U.K.  Although 
□ot  asBBsadble  to  United.  Kingdom  income  tax,  snob 
income  muat  be  included  in  the  claimant's  income  from 
,fi\  sonroeB,  and  relief  will  be  granted  only  to  the  extent 
of  making  the  tax  payable  equivalent  to  the  amount 
which  would  have  been  payable  if  the  whole  of  the 
income  was  subject  to  United  Kingdom  income  tax. 

Cessation  of  Trade  or  Death. — Certain  abatemcDts  are 
allowed  where  the  taxpayer  has  ceased  to  foUow  his 
trade  or  occupation,  or  dieB  before  the  end  of  the  year 
of  assessment.  In  snch  cases,  the  aasesament  will  be 
cancelled,  or  amended,  and  such  relief  "  as  is  just "  will 
be  granted,  or  repayment  will  be  made  {Income  Tax  Act, 
1918,  Sch.  D,  General  Rule,  3). 

Rates  of  Tax  Charged  on  Income. — The  etndent  must 
bear  in  mind  that  all  the  allowances  detailed  above  are 
personal,  and  do  not  apply  in  the  case  of  Gompanies  or 
Public  Bodies.  After  such  of  these  personal  allowances 
ae  the  taxpayer  may  be  entitled  to  claim  have  been 
deducted  from  the  total  assessable  income,  the  rates  of 
tax  to  be  changed  upon  the  remaining  taxable  income  are 
ae  follows : — 

0»  thi  first  JE22S  of  income,  one-half  the  standard  rate. 

On  the  remaining  income,  the  fail  standard  rate  (6s.  in 
the  £). 

These  rates  apply  to  all  individual  taxpayers  whether 
married  (with  or  without  children)  or  smgle.  Income 
Tax  on  earned  income  is  payable  in  two  equal  instal- 
ments, viz.  on  January  1  and  July  1  in  each  year. 
The  tax  due  from  Limited  Companies  is  .payable  in  one 
amount  on  January  1  in  each  year.  Weekly  wage- 
earners  employed  upon  manual  labour  are  assessed  and 
must  pay  tax  quarterly.  Clerks,  and  those  engaged  In 
similar  employment  are  excluded  from  this  rule. 

Tnut  Income  and  Infants'  Inoame. — Every  person 
who  acts  as  Trustee  or  Agent  and  receives  income  on 
behalf  of  other  persons  is  bound,  if  required,  to  deliver 
to  the  Gommissi  oners  full  particulars  of  the  income 
received,  and  a  list  of  the  persons  on  whose  behalf  he 
receives  it.  A  trustee  should  retain  out  of  any  untaxed 
inoome  received  sufQcient  money  to  pay  the  tax  assess- 
able on  suoh  untaxed  income.  When  paying  over  the 
trust  income  to  a  beneficiary,  the  trustee  should  give  a 
certificate  showing  the  year  in  which  the  income  was 
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raceived,  ajid  n  Btatement  to  the  effeot  that  tax  has  been, 
OF  vrill  be,  paid  to  the  aatborities  on  ancb  inoome.  The 
beneficiary  should  enter  in  hie  tax  rstonw  or  olums  the 
gross  inoome  {%.  e.  the  net  cash  received  plus  the  standard 
rate  of  tax)  receivable  during  the  yeax,  ot,  if  the  amount 
ia  uncertain,  the  amount  received  for  the  previoue  year. 
Thus  if  four  persons  share  equally  in  a  trust  fond  pro- 
ducing a  net  income  of  £1 ,400  per  annum,  the  gross  income 
of  each,  with  tax  at  63.  in  the  £,  is  £500  (£1,400  +  ^ths 
of  £1,400  =  £2,000  -^  4),  and  £500  is  the  amount  each 
should  enter  in  his  Income  Tax  return  or  claim. 

Where  a  fund  esists,  under  a  Will  or  Settlement,  for 
the  benefit  of  certain  persons — usually  infants — the  Income 
of  which  is  not  distributable  nutil  the  beneficiaries  attain 
a  certain  a,ge,  or  upon  the  happening  of  a  certain  event — 
e.g.  marriage — the  Trustees  must  pay  Income  Tax  at  the 
full  rate  until  the  beneficiaries  are  entitled  to  the  accumu- 
lated income.  Each  beneficiary  can  tJien  (within  three 
y^ears)  claim  payment  for  the  whole  period  of  acoumula- 
tion  of  any  relief  to  vrhich  he  would  have  been  entitled 
had  he  actually  received  his  share  of  the  income. 

If  the  beneficiary  (whether  an  infant  or  not)  hw 
immediate  right  to  the  income  as  and  when  it  accrues, 
he  can  claim  annually  for  any  relief  to  which  he  may  be 
entitled,  either  personally,  or  through  his  parent  or 
guardian  as  the  case  may  require. 

If  the  Trustee  is  entitled  bo  spend  out  of  the  Tmat 
Income  such  sums  as  may  be  necessary  for  a  minor's 
maintenance  and  education,  the  minor's  annual  income, 
until  he  becomes  entitled  to  the  accumulated  income,  is 
considered  to  be^  the  annual  sum  so  spent  on  him,  and 
interim  claims,  for  relief  may  be  put  forward  annually  as 
though  that  annual  sum  was  his  total  income.  In  this 
case  when  the  minor  becomes  entitled  to  the  accumulated 
income,  and  repayment  of  the  tax  overpaid  in  previous 
years  is  claimed,  the  amount  of  relief  already  given 
annually  is  deducted  from  the  accumulated  Income  Tax 
which  is  repayable. 

Definition  of  "Earned"  Inoome. — The  Income  Tax 
Act,  1918,  s.  14,  defines  earned  income  as  follovra: — 

{a)  Any  Income  arising  in  respect  of  any  remuneration 
from  any  ofBce  or  employment  of  profit  held  by  the 
individual  or  in  respect  of  any  pension,  superannuation, 
or  other  aUovrance,  deferred  pay  or  compensation  for  loss 
of  office  given  in  respect  of  the  past   services  of  the 
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iadrndual  or  of  the  husb&nd  oi  pftrant  of  tfafi  individual 
in  any  office  or  employmenti  of  prolit,  or  given  to  the 
individual  in  respect  of  the  past  services  of  any  deceued 
person,  whether  the  individual,  or  hnsband  or  parent  of 
the  individual  shall  have  contributed  to  such  pension, 
superannuation  allowance  or  deferred  pay  or  not. 

(6)  Any  Income  from  any  property,  which  is  attached 
to  or  forms  part  of  the  emolument  of  any  office  or 
employment  of  profit  held  hy  the  individual. 

(c)  Any  Income  which  is  diarged  under  Sch.  B,  or  D, 
or  the  rules  applicable  to  Soh.  D,  and  is  immediately 
derived  hy  the  individual  from  the  carrying  on  or  exereiae 
hy  him  of  bis  profession,  trade  or  vocation,  either  as  an 
individual  or  in  the  case  of  a  partnership  as  a  partner 
personally  acting  therein. 

In  previous  years,  relief  in  respect  of  earned  income 
wa,s  granted  by  charging  a  lower  rate  of  tax  than  that 
charged  on  unearned  incomes.  As  previously  stated,  this 
differentiation  is  now  abolished.  A  level  rate  of.  tax  is 
now  imposed  on  all  income,  except  that  10  per  cent.,  not 
exceeding  a  maximum  of  £200,  may  be  deducted  from 
earned  income  irrespective  of  its  amount,  before  arriving 
at  the  taxpayer's  assessable  income.  The  expression 
"  Investment  Income  "  is  now,  it  would  appear,  to  replace 
the  old  designation  "  unearned  income." 

All  dividends  from  Limited  Companies  are  regarded  as 
unearned  Income,  and  are  therefore  taxed  at  the  higher 
rate.  This  ruhng  creates  hMrdship  in  the  case  of  "  Private 
Companies,"  whose  shareholders  are  practically  active 
partners  in  a  private  venture,  and  earn  and  draw  all  their 
profits  in  the  shape  of  dividends.*  This  hardship  has  led 
many  Private  Companies  to  distribute  their  profits  largely 
in  the  shape  of  directors'  "  remuneration "  and  "  com- 
mission "  in  order  to  avoid  the  higher  rate  of  tax  charged 
upon  dividends  as  such. 

Income  of  Married  Women. — The  Income  of  a  married 
woman  living  with  her  husband  is,  hy  the  Income  Tax 
Acts,  deemed  to  be  the  husband's  Income,  and  is  taxed 
in  his  name,  and  must  he  entered  in  his  return.  If  either 
a  husband  or  a  wife  applies  to  the  Commissioners,  they 
con  be  separately  assessed  as  though  they  were  not 
married,  also  either  of  them  may  make  a  return  of  their 
total  combined  income.  If  the  Commissioners  are  not 
satisfied,  they  eon  demand  that  the  other  party  shall  also 
make  a  return. 
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Id  arrivitig  at  &e  income  of  the  m&ii  ftncl  vAU  sepa- 
rately asaesBed,  the  total  relief  and  allowances,  and  the 
total  amotint  of  taxable  income  on  which  a  reduced  rate 
of  tax  ia  aharged,  may  not  exceed  the  amoont  allowable 
if  there  had  been  no  separate  asaesament. 

If  both  the  haaband  aod  wife  have  earned  inoome,  the 
allowances  of  10  per  cent,  (not  exceeding  £200)  in  respect 
of  earned  inoome  and  nine-tentha  of  Uie  wife's  earned 
inoome  (not  exceeding  £45)  shall  be  divided  between 
the  hnsband  and  wife  in  proportion  to  their  respective 
earned  incomes.  The  Personal  Allowance,  and  the  re- 
duction in  the  rate  of  tax,  shall  be  in  proportion  to  their 
separate  assessable  incomes.  The  deductions  for  Life 
Assurance  Premiums,  and  maintenance  of  Children, 
Dependants,  etc.,  shall  be  allowed  to  the  party  paying 
the  premiums  or  maintaining  the  Children,  Dependants, 
etc. 

Hode  of  Assessment.  —  Persons  assessable  under 
Schedules  B,  D  and  E  receive  during  the  early  part 
of  the  Government  year  official  forms  which  they  must 
fill  in  and  return  to  the  assessor  for  the  district.  This 
official  does  not  himself  maJce  the  assessmenta ;  hie  duty 
chiefly  oonsista  in  the  collection  of  the  returns,  and  the 
prescribed  listing  of  them,  and  he  acts,  to  an  extent, 
under  the  supervision  of  an  "Inspector  of  Taxes."  The 
persons  by  whom  the  assessments  are  made  are  styled 
"  ConHnissioners,"  and  two  kinds  of  "  Boards  of  Income 
Tax  Commissioners  "  exist ;  first,  the  "  General  Commis- 
sioners "  *  (bodies  of  influential  gentlemen,  not  Inoome 
Tax  officials,  appointed  for  each  district  without  remu- 
neration) ;  and  secondly,  the  "  Special  Commissioners " 
at  Somerset  House  (a  apecial  central  Board  of  paid 
Government  officials). 

-  A  person  mahing  a  return  for  Income  Tax  purposes 
may  claim,  in  his  return,  to  be  assessed  in  either  of  the 
two  following  special  ways,  viz. — 

(1)  By   the    Special    Commissioners    at    Somerset 

House. 

(2)  By  the  General  or  Additional  Commissioners  of 

the  District,  not  in  his  own  name,  but  under 
a  number  or  letter. 

*  The  General  Commiswoneri,  when  they  aeem  it  expedient,  can 
appoint  "Additional  Commimioneni,"  who  make  asBessmenta  which 
ar«  confirmed  by  the  General  CommiaBionera. 
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Either  of  these  methods  can  be  employed  by  any  trader 
who  may  not  wish  to  digolose  his  private  affairs  to  the 
local  assessor  or  ooUeotot  oi  taxes.  The  adoption  of  the 
firat  method  removes  the  whole  matter  from  local  oogni' 
zance.  Failing  request  by  the  taxpayer  for  a  special 
assessment,  he  will  be  MBe&sed  in  the  ordinary  way,  in 
his  own  name,  by  tfae  District  Commiesioners  oi  the 
locality  in  which  he  lives  or  trades.  Persons  who  fail  to 
make  a  return  when  required,  or  who  make  an  nntrue 
return,  are  liable  to  a  penalty  not  exceeding  £20,  and 
treble  duty,  or,  it  the  matter  is  taken  to  the  Law  Courts, 
a  penalty  of  £50. 

Appeui. — Where  the  taxpayer  considers  that  he  has 
been  unfairly  or  incorrectly  assessed  by  the  Additional 
Commissioners,  he  has  the  right  of  appeal  either  to 
{a)  the  District  Commissioners,  or  (b)  the  Special 
Commissioners  at  Somerset  House.  In  practice  fe.w 
appeals,  comparatively  speaking,  reach  either  of 
these  BoB,rdB.  UsuaUy  the  taxpayer  obtains  pro- 
fessional assistance  and  settles  the  matter  amicably' 
with  the  District  Inspector  of  Taxes.  When  a  satis- 
factory settlement  is  not  attained  in  this  way,  and  the 
taxpayer  decides  to  appeal,  it  may  be  difficult  to  decide 
which  ia  the  better  tnbunal  to  which  to  appeal.  The 
District  Commissioners,  as  practical  business  men,  are 
often  more  generous  and  less  bound  by  precedent  when 
dealing  with  such  matters  as  "  wear  and  tear,"  "  bad 
debts,"  etc.,  than  the  Special  Commissioners,  who  sit  in  a 
strictly  judicial  capacity ;  but  there  may  be  droum- 
stances,  indicated  above,  which  make  an  appeal  to  the 
District  Commissioners  inadvisable.  The  author's  per- 
sonal experience  is  that,  when  the  case  is  a  good  one,  it 
is  preferable  to  appeal  to  the  Special  Commiseioneis. 
Appeals  are  generally  conducted  on  behalf  of  the  tax- 
payer by  professional  accountants,  who  must  be  members 
of  a  society  recognized  by  law.*  A  barrister  or  solicitor 
may  now  appear  for  the  appellant  {Income  Tax  Act,  1918, 
s.  137).  The  taxpayer  must  give  ten  days'  notice  in 
writing  to  the  Inspector  of  his  intention  to  appeal. 

If,  after  appeal,  the  taxpayer  thinks  that  the  decision 
of  the  Commissioners  is  erroneous  in  point  of  law  he 
may,  within  twenty-one  days,  require  them  to  state  a  case 
for  judgment  by  the  High  Court.  This  judgment  may  be 
appealed  against  in  the  Court  of  Appeal,  and  the  judg- 
•  iTtcomi  Tax  Act,  1918,  a  137  [3c). 
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meat  of  that  Court  may  be  reriewed  by  the  House  of 
Lords  {Income  Tax  Act,  1918,  s.  149).  But  the  dewnout 
of  tbe  OommiBgionera  on  questions  of  fact  are  fioal  and 
«onoliuiTa.  If,  e.  g„  the  CommissionerB  decide  that  an 
aUowanoe  for  wear  and  tear  of  &%  on  tiM  valoe  of  Plant 
and  Maohinery  employed  by  tiie  taxpayer  ia  a  fair  one, 
then  in  no  oircumstanoei  oan  there  be  any  appeal  against 
this  decision. 

On  appeal,  tbe  taxpayer  must  |nx>dnoe  accoonta  *  to 
aobatantiate  his  contentiMis,  and  oan  be  required  to  verify 
them  by  o^h,  though  this  is  seldom  demanded.  The 
Oommisaionerg  have  power  idso  to  quastioQ  tbe  appellant 
orally  w  in  miting,  and  to  summon  and  examine  wit- 
nesMs  on  oaUi.  It  would  appear,  however,  that  the  tax> 
payer  cannot  be  oompoUed  to  produce  Ms  booke  (B.  t. 
Ch&m  and  Otkert).  But  the  refusal  to  do  so  would,  in 
most  oases,  tell  adrersely  against  the  appeal,  and,  in  the 
anthor's  opinion,  it  is  always  wise  to  prodooe  the  books 
when  called  for. 

In  the  eoursd  of  preparing  and  settliog  account  with 
the  Inspector  of  Taxes,  or  in  oonduolong  a^^ieals  before 
tiie  Commissionera,  there  are  certain  "  allowances  "  and 
"  mrchu'ges  "  which  oeed  detailed  oonsiduation.  The 
official  list  of  allowances  and  disallowances,  reproduced 
on  pp.  301-2,  needs  explanatory  comment  if  the  student 
U  not  to  be  misled  by  the  somewhat  cryptic  pliraeeology 
etmiloyed  in  the  enumeration. 

ia  the  Income  Tax  appeal  case — G/eiha/m  Life  Atmr- 
once  Society  v.  Styles — ^Ixird  Hersohel  said :  "  Profits  are 
ascertained  by  setting  against  tbe  Income  earned  the 
cost  of  earning  it."  Again,  Lord  Halsbory  said :  "  The 
profit  was  that  which  was  earned  after  paying  all  expenses 
aeoessary  and  incident  to  the  earning  of  it "  {Ashion  Oat 
Company  v.  Attorney-General).  These  aj^iarentty  explicit 
statements  make  many  of  the  decisions  in  Income  Tax 
eases  as  to  what  taxable  profits  consist  of  difficult  of 
comprehension.  It  must  be  remembered  that,  in  many 
eases,  some  of  the  charges  and  provisions  which,  in  com- 
mercial circles,  it  is  thought  to  be  not  only  prudent  but 
Msential  to  raake  in  order  to  ascertain  the  true  profits, 
are  not  recognized  in  law,  or  by  the  Income  Tax  authori> 
ties,  and  are  disallowed.  The  result  is  that  many  tax- 
payers pay  tax  upon  a  earn  far  larger  than  the  Income 
*  The  OommissioneiB  can  demimd  this  information  nnivt  the 
powers  eonferrad  by  a.  139  of  tbe  Act  of  1918,  above. 
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'wbioh  they  consider  themselves  entitled  to  regard  as 
legitimately  earned. 

wear  and  Teat. — There  is  probably  no  item  in  the 
whole  oE  bis  assessment  which  causes  the  trader  more 
dissatisfaction  than  the  allowances  made  by  the  authori- 
ties under  this  heading.  So  inadequate  are  these  allow- 
Euices  that  the  large  owner  and  user  of  machinery  and 
plant  is  burdened  with  what  amounts  to  an  additional  tax. 

Daring  the  first  tbirty-slx  years  of  the  history  of  Income 
Tax,  no  claims  for  wear  and  tear  were  recognized  at  all, 
and  it  was  only  after  strenuoua  efforts  that  Parliament 
was  Induced  to  grant  ooncessions  upon  the  present  meagre 
lines  {Inland  Revenue  Act,  1878,  s.  12).  Since  that  date 
many  efforts  have  been  made  to  obtain  more  liberal  treat- 
ment, but  vrith  no  very  encouraging  results,  except 
perhaps  that  on  May  28, 1897,  in  reply  to  a  memorial  by 
the  Associated  Chambers  of  Commerce,  the  Chancellor 
of  the  Exchequer  gave  instructions  that  the  Surveyors  of 
Taxes  were  "  Not  to  object  to  a  deduction  from  the 
assessable  profits  of  the  year  of  so  much  of  the  cost  of 
replacement  of  obsolete  machinery  as  is  represented  by 
the  existing  value  of  the  machinery  replaced."  This 
instruction  was  a  distinct  concession,  as  allowances  under 
this  head  had  hitherto  been  nnobtainable. 

The  wastage  which  takes  place  in  the  life  of  certain 
assets  through  use.  is,  in  acoonntanoy  language,  termed 
"  Depreciation."  The  student  often  confuses  this  term 
with  the  designation  "  Wear  and  Tear,"  as  employed  in 
connection  with  Income  Tax.  It  must  be  clearly  realized 
that  these  two  terms  are  by  no  means  synonymous.  The 
term  "  Depreciation  "  includes  WcEir  and  Tear,  of  course, 
but  it  covers  a  much  wider  field,  and  embraces  the  wast- 
age caused  by  any  fall  in  market  values.  Such  falls  may 
or  may  not  be  connected  with  Wear  and  Tear.  IE 
machinery  becomes  obsolete  and  la  replaced  by  new 
machinery  an  allowance  is  made  of  the  difference  be- 
tween the  original  cost  of  the  replaced  machinery,  less 
the  Wear  and  Tear  allowed  in  past  years,  and  what  it 
realized  when  sold  as  scrap,  or  otherwise. 

The  actual  rates  of  depreciation  allowed  by  the  Income 
Tax  authorities  are  naturally  of  great  interest  both  to  the 
taxpayer  and  to  the  student.  But  the  subject  presents 
great  difficulty  to  a  text-book  writer,  beoauee  of  the 
divergent  practice  in  different  districts,  and  even  between 
individual  inspectors.     The  author  has  noticed,  however. 
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that  the  average  examinee  ia  not  troubled  by  tbeae 
dirergenoies  of  practice,  but  is  quite  ready  to  affinn, 
supported  as  he  is  by  some  textoookg,  that  5%  is  the 
utmost  rate  ever  allowed  in  this  connection.  It  is  per- 
haps true  that  5%  is  the  more  usual  rate  of  allowance  for 
Wear,  and  Tear,  but,  in  practice,  other  rates  are  also 
frequently  allowed.  For  example,  the  author  has  been 
allowed,  on  behalf  of  clients,  5%,  7}%,  8%,  10%,  15%,  and 
20%  under  varying  ciioumstancee,  the  highest  rate  men- 
tioned (20%)  being  admittedly  a  special  allowanoe  arising 
out  of  the  war.  The  Board  of  Inland  Bevenue  have 
recently  attempted  to  standardize  Wear  and  Tear  aJlow- 
ancee  in  different  trades,  in  respect  of  various  classes  of 
machinery,  and  it  is  a  growing  practice  for  Trade  Associa- 
tions to  open  negotiations  with  the  Inland  Bevenue 
Authorities  vvith  a  view  to  agreeing  a  reasonable  rate 
of  allowanoe  for  depreciation  in  tiie   particular  trade 


When  working  an  exercise  requiring  the  compilation 
of  an  Income  Tax  return,  the  examinee  will  be  wise, 
after  arriving  at  the  figure  of  the  average  profits,  to 
deduct,  as  a  claim,  depreciation  at  the  rate  of  5%,  ex- 
plaining thereafter  that,  in  certain  circumstances,  an 
appeal  for  a  higher  rate  might  be  successful. 

The  student  is  aware  that  the  usual  method  of  dealing 
with  the  Plant  Account  in  the  preparation  of  a  Balance 
Sheet  is  as  follows — 


Machinist  and  PiaAst  Account 


1,000 


£1,350    0    0 

The  Income  Tax  practice  is,  however,  to  allow,  what- 
ever rate  of  depreciation  is  conceded,  upon  the  initial 
balance  only  {i.e.  £1,000  in  the  above  illustration),  no 
depreciation  being  allowed  on  the  additions  made  during 
theyear. 

The  following  Soh.  of  Rates  of  Depreciation  has  been 
agreed  between  the  Inland  Eevenue  and  the  repre- 
sentatives of  the  industries  scheduled : — 
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No  depreoifttioD  allo^aocefl  are  made  for  any  shriDkages 
-which' may  have'ocoufred  in  the  value  of  Buildings  or 
Land.     Such  wastage  is  regarded  as  loss  of  capital. 

The  following  provisions,  being  an  amelioration  of  the 
previous  rules  in  regard  to  depreciation  allowanoes,  appear 
in  the  Income  Tax  Act,  1918 : — 

1.  No  deduction  for  Wear  and  Tear  shall  be  allowed  in  aay  ye»r 
if  the  deduction,  wlien  added  to  the  dednctions  allowed  on  that 
account  to  the  person  by  whom  the  concern  is  carried  on,  will  make 
the  ^gregate  amount  of  the  deductions  exceed  the  actual  cost  to 
that  person  of  the  machinery  or  plant  (including  in  that  actokl 
coat  any  expenditure  in  the  nature  of  capital  expenditure  on 
the  machinery  or  plant  by  .way  ot  renewal,  improvement  or 
reimtatement. ) 

2.  If  in  any  year  full  Effect  cannot,  by  reason  of  insufBciency  of 
aseeRaable  profits,  he  given  to  the  deduction  allowed  to  be  made  for 
that  year's  Wear  and  Tear  of  machinery  and  plant,  the  amount  nob 
■deducted  in  that  year  can  be  carried  forward  to  the  next  year,  and 
added  to  that  year's  eimiUr  deduction,  and  bo  on  in  succeeding 
yewB. 

Concession  (2)  is  an  important  one,  and  when  bad 
years  are  encountered  frequently  affords  welcome  relief 
to  the  taxpayer.  As  an  illustration  of  the  effect  of  the 
'provision,  consider  the  following  example  of  an  actual 


iLLrSTBATION' : — 

The  profits  of  a  certain  undertaking  w 


ks  per  accounts  for  1918 
I  surcharges 


Average 1,304 

Claim  for  Wear  and  Tear  (allowed  on  appeal) 

at  10  per  cent.  OB  £18,000  .  .     1,800 

Balance  of  Wear  kod   Tear  allowance,  not 

required,  to  be  carried  forward  to  next  year    £496 
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Ordinary  tirade  repairs  are  always  allowed,  provided 
they  do  not  exceed  the  usual  expenditure  under  this 
beading,  based  upon  the  average  of  the  past  three 
years. 

Keplaomnents. — The  taxpayer  oan,  if  he  so  desires, 
surrender  his  claim  for  Wear  and  Tear,  and  charge  bis 
aooounts,  in  substitution  therefor,  with  any  replacements 
be  may  have  effected  during  the  year.  Many  Inspectors 
prefer  this  method,  and  indeed  advise  it,  and,  in  some 
circumstances,  the  alternative  is  beneficial  to  tbe  tax- 
payer, especially  in  those  trades  where,  owing  to  the 
nature  of  tbe  raw  materials  dealt  with  (acids,  for  example), 
the  plant  has  to  undergo  extensive  replacement  at  frequent 
intervals,  or  e.g.  in  connection  with  Cinema  Theatres 
where  a  piano  lasts  twelve  months  only  I 

ILL173TRATIOS  ; — 

A  business  employmg  goa  substituted  electricity  ag  a  motive 
power  M  t.  cost  of  some  £2,600.  An  eipert  valuation  waa  obtained, 
from  which  it  appeared  that  it  would  have  coit  £1,500  to  have 
replaced  tbe  old  eas  plant  with  a  new  plant  of  tbe  same  lypt.  No 
claim  was  made  for  Wear  and  Tear,  and,  upon  Appeal,  the  author 
woa  allowed  a  aum  of  £1,200  m  repreeeutinf;  the  cost  of  replace' 
menta,  legs  any  value  there  might  be  attached  to  the  old  plant  as 

Losses  of  Capital — Capital  losses  are  not  permissible 
as  a  charge,  even  in  part,  against  the  profits  assessable 
for  Income  Tax.  It  is  quite  impossible  to  define,  within 
reasonable  limits,  the  meaning  of  a  "capital  loss"  from 
the  Income  Tax  point  of  view.  All  that  oan  be  said  is 
that,  in  a  lai^e  number  of  oases,  the  replacement  out  of 
profits  of  the  capital  so  lost  would,  in  commercial  circles, 
be  considered  a  matter  of  necessity,  prior  to  the  division 
of  such  profits  amongst  the  partners  of  a  firm,  or  the 
shareholders  of  a  Limited  CompB.ny. 

A  few  examples  may  perhaps  afford  tbe  best  indication 
of  the  line  of  demarcation  adopted  by  the  authorities 
in  discriminating  between  "  Capital  losses "  and  losses 
chargeable  against  taxable  profits. 

(a)  A  branch  factory  established  hy  a  Company  proved 
unsuccessful,  and  the  loss  sustained  on  the  Fixtures, 
Plant,  etc.,  upon  dosing  such  branch  was  disallowed  (as 
a  "  Capital  loss ")  as  a  charge  against  the  Company's 
profits  {Smith  v.  WestinghouM  Brake  Company). 

(b)  A  steamship  Company  underwrote  a  portion  of  tbe 
value  of  one  of  their  own  steamers,  ulacing  tbe  balance  of 
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the  risk  elsewhere.  Upon  the  wreck  of  the  ateamer,  the 
risk  underwritten  by  the  Company  itself  waa  disallowed 
as  a  "Capital  loss"  (Inland  Revenue  v.  Western  Steamship 
Company). 

{c)  A  Company  upon  removing  to  new  works  waa 
disallowed  the  cost  of  removal  of  tbe  Stock  and  FUnt 
to  tbe  new  premises  {Granite  Supply  Association  v. 
Kitton). 

(d)  A  Company,  owning  nitr&te  grounds,  eongbt  to 
make  provision  for  the  wastage  occurring  owing  to  the 
exhaustion  of  the  nitrate  deposits,  but  tba  claim  was 
disallowed  as  a  "  Capital  loss "  (Alianza  Company  v. 
Bell). 

(e)  A  Company,  having  made  an  issue  of  Debentures, 
charged  the  expenses  of  such  issue  (snob  as  brokerage, 
printing,  advertising,  etc.)  against  profits,  but  the  charge 
waa  disallowed  (Texas  Land  and  Mortgage  Company  v. 
Sollham).  ' 

Toluntary  SnbRcriptioni. — These,  even  when  disbursed 
solely  for  trade  purposes,  are  not  always  allowed  (Bhymnty 
Iron  Company  v.  Fowler).  Subscriptions,  or  "  guaranteea," 
towards  a  Trade  Exhibition  have,  for  instance,  been  dis- 
allowed. It  is  the  practice  of  most  Inspectors,  however, 
to  allow  such  Bubscriptione  aa  are  bond  fide  necessary 
for  trade  purpoBes.  Charitable  subscriptions,  as  sach, 
are  not  allowed  as  deductions.  Contributions  to  a 
hospital  where  the  taxpayer's  employees  and  their  wives 
and  children  are  treated  ore,  however,  allowed.  Annual 
subscriptions  by  an  Employer  of  labour  to  local  charities 
and  institutions  which  may  be  for  the  benefit  or  instruction 
of  his  workers  are  also  allowed. 

Preliminftry  Expeniea.— The  "  Preliminary  Expenses  " 
incurred  upon  the  formation  of  a  Limited  Company 
are,  as  the  student  is  aware,  usually  held  in  suspense, 
and  are  charged  in  instalmeDts  against  tbe  profits  of 
several  years.  No  charge  of  this  nature  is  allowed  for 
Income  Tax  purposes,  the  item  being  regarded  as  capital 
expenditure  incurred  in  creating  the  Company.  If, 
however,  tbe  amount  charged  contains  any  items  such 
as  tbe  cost  of  tbe  Company's  books  of  account,  or  the 
seal  of  the  Company,  such  items  will,  aa  a  rule,  be 
allowed. 

Annuities. — Annuities  payable  out  of  the  profits  of 
a  business— to  tbe  widow  of  a  deceased  partner,  for 
example — are    not   chargeable   against   the   profits   for 
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Income  Tax  parpc»eB.  The  tax  may,  however,  be 
deducted  prior  to  the  payment  of  the  annuity,  and,  in 
this  way,  the  business  would  be  recouped.  This  practice 
furnishes  us  with  yet  another  example  of  the  underlying 
principle  that  all  tax  is  collected  at  its  source,  whenever 
possible. 

Interest. — Annual  Interest  is  not  allowed  as  a  charge 
against  profits  no  matter  how  it  may  arise.  Interest 
on  partners'  Capital,  Interest  on  Loans  and  Mortgages, 
indeed  each  and  every  form  of  interest  is  surcharged. 
As  in  the  case  of  the  annuities  dealt  with  above,  the 
right  of  recoupment  of  the  tax  exists  in  connection  with 
all  interest  payments,  and  the  practice  of  the  collection 
of  the  tax  at  its  source  is  again  exemplified.  Any  agree- 
ment tor  the  payment  of  Interest,  Bent,  or  other  similar 
payment  without  deduction  of  tax  is  void,  and  any 
person  who  refuses  to  allow  a  deduction  of  tax  from 
an  annual  payment  of  interest,  rent,  etc.,  is  liable  to 
forfeit  £50. 

There  would  appear  to  be  an  exception  to  this  rule  in 
the  case  of  "  Short  Loans  "  advanced  by  Bankers  where 
money  is  lent  to  customers  for  a  specified  time.  As  such 
interest  is  not  "yearly  interest,"  but  accrues  and  is 
payable  as  and  when  the  loan  becomes  repayable,  it  does 
not  come  within  the  section. 

Inspectors  of  Taxes  also  make  an  exception  with 
regard  to  "  Bankers'  Interest,''  recognizing  the  almost 
imiversal  practice  of  Bankers  to  charge  interest  on  over- 
drafts, etc.,  gross  in  the  customer's  pass  book ;  the 
taxpayer,  having  therefore  no  opportunity  of  deducting 
the  tax,  is  allowed  to  charge  such  interest  against  hia 
trading  profits  for  Income  Tax  purposes,  or  to  recover 
tax  upon  such  interest,  if  it  has  not  oeen  deducted  from 
any  untaxed  income. 

On  the  other  band,  when  interest  is  received  from 
Bankers  upon  deposit  accounts,  sach  interest  is  usnally 
credited  gross,  and  must,  therefore,  be  brought  into 
account  hy  the  taxpayer.  Colonial  and  Foreign  Banks, 
with'branches  in  tnia  country ,*sometimeB  pay  such  interest 
lets  tax. 

When  loans  are  advanced  on  mortgage  or  other  security 
for  fixed  periods  by  a  Bank,  the  interest  upon  such  loans 
is  charged  less  tax  in  the  usual  way. 

The  underlying  principle  of  taxing  all  Income  at  its 
source  applies,  perhaps,  with  more  force  to  interest  than 
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to  any  other  class  of  Income,  as  it  ia  usually  more  easily. 
traced.  The  student  will  note  that  all  interest  on  money 
is  taxable  as  such,  and  that  it  is  tlierefore  quite  possible' 
for  a  Company  to  make  a  trading  loss,  and  yet  to  be 
obliged  to  pay  tas  upon  the  return  from  any  invest-' 
ments  held  (Clerical,  Medical  and  General  Life  Assurance 
Society  v.  Carter;  Eevel  v.  Edinburgh  Li/e  Insurance 
Com/patty). 

In  making  payments  of  annual  interest  the  taxpayer 
is  always  entitled  (Income  Tax  Act,  1918,  Gerieral 
Rules  19  and  21)  to  deduct  Income  Tax  therefrom  and 
is  therefore  recouped  in  such  cases. 

Bad  Debts. — Debts  known  to  be  "  bad,"  and  actually 
written  off  as  suoh  on  the  taxpayer's  books,  are  allowed 
as  a  charge  against  taxable  profits.  The  student  will 
remember  that,  in  addition  to  writing  off  actual  bad 
debts,  it  is  customary  to  provide  a  reserve  for  "  Bad  and 
Doubtful  Debts"  based  upon  a  percentage  of  the  total 
outstanding  debts  at  the  close  of  the  trading  period.  It 
is  not  usual  for  such  a  reserve  to  be  allowed  in  accounts 
passed  for  Income  Tax  purposes.  The  average  examinee 
is  wont  to  schedule  this  item  as  another  charge  which 
is  never  allowed.  The  author  was  successful  on  two 
occasions  in  obtaining  such  an  allowance,  once  on  appeal 
before  the  District  Commissioners,  and  again  from  an 
Inspector  of  Taxes.  The  circumstances  in  these  cases 
may  have  been  somewhat  imusual,  and  the  matter  is 
only  mentioned  here  as  a  further  illustration  of  ite 
unwisdom  of  dogmatizing  upon  questions  of  Income  Tax 
practice. 

Bad  debts  incurred  owing  to  the  loss  of  moneys  loaned 
to  the  customers  of  an  undertaking  in  accordance  with 
trade  custom  (in  the  case  of  Breweries,  for  example)  are 
allowed  as  a  deduction  against  trading  profits.  Such 
losses  are  not  deemed  to  be  losses  of  capital  (Reid's 
Brewery  v.  Male). 

Bpeculatioiu. — Profits  or  losses  made  in  connection 
with  speculations  outside  the  business  of  the  taxpayer 
may  not  be  brought  into  account.  The  rule  appears  to 
be  that,  if  the  taxpayer  does  not  make  speculatioa  a 
source  of  income,  he  escapes  the  payment  of  tax  upon 
uiy  profit  he  may  make.  It  is  difficult,  however,  to 
obtain  any  official  definition  of  the  liability  under  this 
head.  One  Inspector  infcarmed  the  author  that  "  any- 
thing in  excess  of  five  or  six  speculations  a  year  would 
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be  subject  to  t&x."  *  But  profeseonal  speoqktors  are 
liable  (o  tax.  For  example,  a  bookmak'er  who  sooght  to 
evade  tax  on  the  ground  that  his  oalhng  was  not  a 
"  business,"  was  held  liable  on  the  ground  that  he  was  at 
any  rate  engaged  in  a  "  vocation  "  {Partridge  <6  Eancox 
V.  Mallandaine). 

Pftmiojiu  on  the  lune  of  New  Sharei. — These  are  held 
to  be  a  "  capital "  profit,  and  are  therefore  not  taxable. 

Voluntary  Gift*. — These  are  not  liable  to  tax.  If,  for 
example,  a  father  allows  his  son  an  Annual  Income,  suoh 
Income  is  not  taxable  unless  in  payment  for  services 
rendered.  But  the  father  cannot  deduct  suoh  Voluntary 
Gifts  from  his  assessment  for  Income  Tax  and  Super-tax 
purposes. 

Depreciation  on  Leue. — The  annual  wastage  in  the 
value  ot  a  leasehold  is  held  to  be  a  "Capital"  loea. 
Where,  therefore,  a  "  premium  "  has  been  paid  for  a  lease, 
tlie  anaaal  instalment  of  suoh  premium,  aa  charged  in 
the  ordinary  course  against  the  profits  of  the  year,  is 
disallowed.  The  taxpayer  has,  however,  the  right  of 
claiming,  as  a  deduction,  his  net  assessment  under  Scb.  A 
for  such  property.  If  the  property  in  question  is  occupied 
b^  the  owner  and  is  used  as  a  factory,  mill,  or  for  other 
eimOar  purposes,  the  full  annual  value  can  be  deducted 
from  hia  trading  profits.  An  allowance  of  <«ie-sixth  of 
the  annual  value  of  business  premises  situated  abroad  is 
made  to  persons  carrying  on  business  iu  this  country. 

Income  Tax. — This  is  not  allowed  as  a  charge  against 
profits,  and  must  be  added  to  the  trading  profits  when 
making  a  return  under  Sch.  D.  The  tax  so  paid  is  not 
an  "expense"  incurred  in  earning  the  Inoonie,  and  is 
officiidly  regarded  aa  that  proportion  of  the  ascertained 
profits  which  is  due  to  the  Crown,  and  so,  from  the 
Inland  Eevenue  point  of  view,  it  is  an  apportionment  of 
profits,  and  not  a  charge  against  them. 

Partner's  flaluies. — These  are  not  allowed  as  deduc- 
tions. It  is  obvious  that,  if  allowances  of  this  nature  were 
made,  abase  of  the  oonoession  would  probably  arise.  From 
the  point  of  view  of  the  Crown,  therefore,  salaries  paid  to 
partners  are  regarded  as  an  appropriation  of  profits. 

After  what  has  been  said  above,  it  will,  pwhaps,  be 

*  The  commiaBionerB,  on  appeal,  are  the  sole  judgea  on  qaeatioDB 
of  fact,  aa  to  whether  the  busiaeBS  of  the  appellant  may  be  held  to 
embrace  the  "  «pecnUtionB  "  whicb  f  orm  the  subject-matter  of  the 
•H?eal. 
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almost  tmneoessary  to  state  that  no  deductions  are 
allo-nable  for:  Sinking  Funds  for  tlie  fiedemption  of 
Debentorea  (Imperial  Brazilian  Railway),  Conuniuions 
paid  for  placing  Shares  (Texas  Land  and  Mortgage 
Company,  Ltd.),  Instalments  written  off  the  Life  of 
Patents,  Instalments  written  off  the  Cost  of  sinkii^  Pit 
Bliafts  {Goltitess  Iron  Company),  and  Amonnta  written  off 
Goodwill. 

Losses  by  Embezdement. — These  were  always  formerly 
disallowed,  but  the  practice  has  been  modified,  and  if  the 
defalcations  arise  in  the  ordinary  conduct  of  the  business 
concerned,  such  losses  are  now  generally  allowed  as 
deductions. 

Trade  Charges. — In  preparing  accounts  for  Income 
Tax  it  is  always  inadviBable  to  iDclude  too  many  items  of 
expenditure  under  this  heading,  as  the  averi^e  Inspector 
of  Taxes  always  seems  to  suspect  this  designation  as  the 
hiding-place  of  questionable  items.  As  far  as  possible  a 
full  analysis  of  expenditure  should  be  set  out. 

Dividends. — When  deducting  Income  Tax  from  interest, 
dividends,  etc.,  the  rate  (where  there  has  been  a  change 
of  tax  during  the  period  covered  by  such  interest  or 
dividend)  is  to  be  calculated  as  follows — 

A.  On  Dividends  and  Interest  from  Public  I\inds, 
Foreign  Loans,  or  Foreign  and  Colonial  Companies, 
Official  Salaries,  and  Pensions.  Interest  and  Annuities 
paid  by  Municipal  Corporations  or  Local  Authorities  to 
additions  on  Bates,  at  the  rate  in  force  at  the  date\of 
payment, 

B.  Mortgage  Interest  or  other  Interest,  Ground  Bents, 
Interest  on  Annuities  payable  out  of  Profits,  Dividends 
from  Public  Companies,  at  the  rates  in  force  during  the 
period  in  which  they  have  been  accruing. 

(Board  of  Inland  Bevenue  Order,  May  1893.) 
Companies  deducting  tax  when  paying  dividends 
usually  issue  a  printed  form  certifying  that  such  tax  has 
been  deducted,  and  stating  the  amount  so  deducted.* 
This  procedure  is  followed  in  order  that  the  amounts 
paid  may  be  deducted  or  reclaimed  by  the  shareholders. 
Holders  of  Inscribed  Stocks  need  no  such  certificates. 
When  making  claims  for  rebate  the  "counterparts"  of 
the  dividend  and  interest  warrants  must  be  produced  for 
the  inspection  of  the  Inspector  of  Taxes. 
•  See  page  439. 
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Partners 

Where  two  or  more  persons  carry  on  business  in 
'partnership,  a  return  for  Income  Tax  purposee  must  be 
made  showing,  in  one  sum,  the  profits  of  the  firm  liable 
for  assessment.  The  precedent  partner  is  responsible  for 
making  the  retnm,  and  must  declare  therein  the  full 
names  and  addresses  of  all  the  partners,  together  witb  a 
statement  showing  how  the  profits  are  apportionable. 
Failing  any  request  for  the  adjustment  of  the  assessment, 
as  explained  hereafter,  a  demand  for  tax  upon  the  full 
amount  of  the  profits  ae  shown  in  the  return  will  be 
made  upon  the  firm.  The  right  of  partners  to  be  sepa- 
rately assessed  was  withdrawn  by  the  FUiance  Act, 
1907,  s.  30. 

Partners,  however,  are  entitled  to  all  the  personal 
allowances  and  deductions  which  can  be  da.imed  by 
individual  taxpayers.  Any  allowances  or  deductions  to 
which  the  individual  partners  may  be  entitled  must  be 
set  out  on  a  separate  return,  to  be  made  by  each  partner, 
giving  full  details  ot  his  income  from  all  sources,  in- 
cluding bis  share  of  the  profits  of  the  firm  as  shown  in 
the  partnership  return  made  by  the  precedent  partner. 
All  allowances  and  deductions  dhown  to  be  due  under 
these  individual  returns  will  be  made  from  the  sum . 
payable  by  the  firm  in  respect  of  the  joint  profits. 

EXAUPLB  ; — 

If  the  net  assessable  profit  of  a  partnership  of  two  Bmounts  to 
£630,  and  profits  are  shared  in  the  proportion  of  two-thirds  to  A 
and  one-third  to  B,  then,  aesnining  that  the  partaers  Have  no  other 
tource  of  income,  thej  c!in  claim  to  be  dealt  with  as  follows : — 


Less  Personal  Allowance  (if  unmarried) 


Less  Further  Allowance  if  married,  without  children    . 


Apportionment  of  Tax  between  Partners. — When  the 
individual  partners  do  not  claim  Personal  Allowances  of 
any  kind,  the  amount  paid  to  the  Eevenue  Authorities 
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ie  applicable  to  all  the  partners  fro  rata  as  they  share 
profits.  It  can  therefore  be  debited  in  the  F.  and  L. 
A/c  in  the  ordinary  way  without  injustice  to  the  pM-tners.' 
But  any  tax  so  debited  must  be  added  back  when  com- 
puting profits  for  Income  Tax  purposes.  When,  bow- 
ever,  a  partner  claims  additional  allowances  not  due  to 
the  other  partner,  or  partners,  or  claims  total  exemption, 
it  is  only  just  that  he  shall  not,  through  the  F.  and  h. 
A/c,  be  charged  with  mor«  than  his  share  of  the  firm's 
Income  Tax  payment,  and  it  is  then  necessary  to  oredit 
that  partner  with  an  amount  representing  the  'Sum  to 
which  his  share  of  the  profits  has  been  subjected  to 
Income  Tas  charge  in  excess  of  its  proper  amount. 

EXAMPLB: — 

The  prufita  of  a,  firm,  consisting  of  two  partners,  asBesaable  to 
Income  Tax,  were  £1,000.  A'a  share  waa  £800,  and  B's,  £200. 
AsBUming  that  botli  pactiiers  were  imnmrried,  that  neither  had 
:,  and  claimed  no  additional  personal  allowances,  the 
— ,.  1..  i._  — :_._j   ^j  ^  foUowa ; — 


Less  Personal  Allowance  {if  unmarried)    .     185    0    0        135    0    0 
Taxable  Income £585    0    0       £45    0    0 


£U1  15    0         £6  15    0 

Total  Tax  payable  =  £148  10s.  ^~^~ 

If  this  amount  be  charged  against  the  profits  diviaible  between 

A  and  B,  partner  B,  taking  oue-filth  of  the  profit,  would  be  pajinR 

E»rt  of  A's  Income  Tai.  B  must  therefore  oe  credited  and  P.  and 
.  A/c  debited  with  one-fourtb  of  £141  ISi.  =£35  8a.  9d.,  lets 
£8  15s.  =  £28  13s.  9d. 

The  numerous  allowances  that  can  now  be  claimed, 
and  the  two  different  rates  payable  on  income,  whether 
earned  or  unearned,  makes  it  advisable  not  to  charge 
Income  Tas  to  F.  and  L.  A/c,  lest  the  equity  of  the 
partnership  arrangements  should  be  disturbed.  The 
better  way  is  to  charge  each  partner  with  the  Income 
Tax  payable  by  him  personally.  Although  a  single  assess. 
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roent  is  made  on  a  firm,  the  Inapeotor  of  Taxes  will 
alMTays  give,  on  application,  detaila  of  the  assessment. 
It  is  in^visable,  also,  to  make  reserres  out  of  profits  to 
meet  the  estimated  liability  for  Income  Tas  (as  some 
partners  do),  since,  if  the  mdividual  assessment  of  the 
partners  is  unequal,  the  balance  of  the  Beserve,  if  written 
back  to  P.  and  L.  A/o,  could  not  fairly  be  considered  as 
divisible  in  the  proportion  in  which  the  partners  share 
pro&ts.  Moreover,  if  the  balance  of  the  Account  is  carried 
forward  in  reserve,  it  would  give  rise  to  ditficulties  in 
the  event  of  a  dissolution. 

Specimen  Eetonu, — In  preparing  returns  tor  Income 
Tax  purposes,  it  should  be  remembered  that  a  certain 
amount  of  diversity  of  practice  exists  among  Inspectors, 
and  due  allowance  for  this  factor  must  be  made.  To  this 
extent,  therefore,  it  is  impossible  to  lay  down  hard-and- 
fast  rules  for  the  preparation  of  a  form  of  return  that 
will  meet  the  needs  of  all  cases.  With  this  proviso,  two 
examples  are  subjoined  indicative  of  the  general  lines  for 
the  construction  of  such  returns. 

Example  1;— 

A.  B.  IB  a  Bub-manageT  employed  by  a  firm  of  mannfactiiKra. 
His  B&lary  foe  the  years  1917, 1018  and  1619  wu  £400,  £420  and  £440 
raapecCively.  He  poweasea  £1,000  3  per  cent.  War  Loan  (Bonds), 
and  earned  in  I»IT  £U,  iQ  ISlSfie,  in  1919  £30  reepectively  by  writ- 
ing articleBfora  trade  journal.  Hiawiteposae8Bea£500Grftnd  Trunk 
Pacific  Railway  3  per  cent.  Bonds,  and  £200  Natal  Govemment  3^ 
percent.  Stock.  His  life  since  1912.  haa  been  insured  for  £1,0110 
with  tbe  Guardian  Assurance  Company,  Ltd.,  the  annual  premium 
amounting  to  £31  10^.  Income  Tax  has  been  deducted  at  6).  in  the 
£  on  unearned  income.    Prepare  A,  B.'s  return  for  the  year  1920-21. 

Rbcttkn  : — 

i.B.'alnami.—  £    s.    d. 

Average  Salary  1917,  1918  and  1919  .  .  .  420  0  0 
Average  Earninas  by  writing  articles  .  .  ,  20  0  0 
Interest  on  £1,000,  5  per  cent.  War  Loan  (Taxed 

.  before  receipt) 60    0    0 

Wife'l  Incomt — 
Interest  on  Grand   Trunk   Pacific  Railway  Bonds 

(£500),  (Taxed  before  receipt)  .  .       15    0    0 

Interest  on  Natal  Government  3}  per  cent.  Stock 

(£200),  (Taied  before  receipt)      .        .        .         .         7    0    0 

Total  Income  from  all  SourccB £512    0    0 

Claim  for  Lift  Jn$iiraiiee— 
Capital  Sum  of  £1,000.     Date  1912.  Premium      .     £31  10    Q 
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AsaSSSMKNT  : —                                                                                                    £     t,  d. 

Earned  Income 44iJ    0  0 

Leas  10  p«r  ceot.  allonancB 44    0  0 

396    0  0 

InveBttnent  Income 72    0  0 

408"  0  0 

Personal  Allowance  (mairied  man)     ....     225    0  0 

TaxaLle  Income =  £243    0  0 

Tax  at  3s.  on  first  £223 =      33  15  0 

„     „  6s.  „  balance  (£18) =        5    8  0 


Less  Tai  aL  3s.  (appropriate  rate)  on  Insurance  Pre- 
mium (£31  10a.) 4  14     6 

34    8    6 

Leu  Tar  peid  by  deduction  on  Investment  Income  6s. 
on  £72 21  12    0 

Net  Tax  payable =     £12  16    6 

EXAUFLE  II  :— 

A  firm's  P.  end  L.  A/cs  for  the  three  yeara  1917,  1918,  and  1919 
show  profitB  respectively  of  £5,000,  £4,300  and  £4,100.  The  firm 
conBists  of  two  partners,  X  and  Y.  These  profits  have  been  arrived 
at  after  charging  the  P.  and  L.  A/cs  with  the  following  items  : — 

1.  Annual   interest    on  partners'   capital   at  4  per  cent,   on 

£10.000.  X  §,  Y  i- 

2.  Annual  salary  to  the  junior  partner  of  £100. 

3.  Charitable  donations  unconnected  with  llie  business :  1917, 

£10;  1918,  £15;  1919,  £25. 

4.  Amounts  set  aaide  aa  Reserves  tor  Bad  and  Doubtful  Debts ; 

1917,  £75  ;  1918,  £120 ;  1919,  £200. 
6.  Income  Tb-t^  paid  under  Sch.  A  :    1917,  £300  ;  1918,  £360 ; 

1919,  £360. 
6.  Depreciation  of  Lease  of  Premises  (Net  Sch.  A  usseBBment 
on  same,  £1,200) :  1917,  £120  ;  1918,  £125  ;  1919,  £130. 
elation  of  Machinery  and  Plant  at  10  per  cent.  :  1917, 
;  1918,  £90;  1919,  £100. 


Depi 

£8 


The  Inspector  of  Taxes  will   only  allow  the  following  sums  for 
Reserve  agaiiiet  Bad  and  Doubtful  Debts  in  lieu  of  those  set  out 

viz.  1917,  £50;  1918,  £50;  1919,  £100. 
He  also  declines  to  allow  more  than  £80  per  annum  for  depreciation 
of  Machinery  and  Plant  instead  of  the  amounts  set  out  in  item  No.  7, 
Neither  partner  possBBBes  any  outside  Income.  Profits  are  shared, 
two-tbirds  to  X,  and  one-third  to  Y.  Y  pays  a  Life  Insurance 
Premium  amounting  to  £60  per  annum  on  a  policy  for  £1,000,  dated 
1912. 
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Eetubh  ;— 

1917. 

1918. 

1919. 

Profit  M  per  Profit  snd  Lwe  Accounts 

£5,000 

£4,300 

£4,100 

AM- 

Iwms  disalloHed : 

Interest  on  Capital . 

400 

400 

400 

Partner's  salary       . 

100 

■  100 

100 

Charitable  donationa       . 

]0 

16 

25 

EieesB  Reserve  tor  Bad  and  Doubt 

fnl  Debts      .... 

25 

70 

100 

Incame  Tai  paid 

30O 

3*10 

360 

Depreciation  of  Lease      . 

120 

125 

130 

Depreciation    of    Machinery    and 
Plant  (see  allowance  below) 

83 

90 

100 

6,040 

5,400 

5,315 

Dtd,Kl- 

'  Sch.  A  assessment  on  premiaes 

1,200 

1,200 

1.200 

Annual  Profits  as  adjusted  . 

£4.S40 

£4,260 

£4,116 

£ 

».    •!. 

Profits  as  above,   1917   . 

.     4,S40    0    0 

„        1918   . 

.     4,260    U    0 

,.       1919   . 

.     4,115    0    0 

3)13,215    0 

0 

Average  annnal  profits 

Laa  allowance  for  wear  and  tear  1 

. '  4,405    0 
80    0 

0 
0 

Amount  of  assessment 

=  £4,328    0 

0 

Manner  in  which  thn  Partners  are  treated  :— 
£     a.    d. 
Amount  of  Firm's  Assessment 
Less  Interest  on  Capital .         .    40d    0    0 

Junior  Partner's  Salary     ,     100    0    0 


£3,825    0    0 

Ti>a4]ili4s or £9,SE!I    .-£Z,S50   0   0 
Inttr^nnaofCaplUl 
(*^a«  t!3.  «.)       .          2M  13    4 

/•flrtTw  r.                      M     1.  d. 
Otifl-thJnlof*S,8JS  .        .-1,WS    0    0 
Ititerut  OD  t  of  Capital 

(£S.I»S  at  Si)      .       .        181    0    8 
B»laT7        ....       too    0    0 

«.««  »    4 

£1,»W    «    8 

•  JfoK  the  (taU  Sch.  A  (£l.440)«n  be  dwiuctsd  If  the  rrsmiw- sre  ■olsl'- I1M4 
HI  fcclory.  or  in  appropriate  proportion  of  tha  filU  annoal  valita,  if  tlie  preiotiM 
are  partly  UKd  for  bueineaa  iiiirposes. 
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ProviJingi 
Partner  Y's 
firm  wilt  be 


Tax  on  £225  ®&s.  ... 
„  .,  balance  (£2,256  133.  4<;., 
and   £897    lOs.  respectively)   at 


13  10    0 
£710  15    0  £319  10    0 


Total  Tax  payable  =  £1.030  Ej. 


The  above  illuslration  affords  another  example  of  the  imfaimeas 
ol  charging  the  amount  of  Income  Tax  payable  to  Profit  and  Loss 
Aceount  without  making  the  necessary  adiuatmentB.      If,  i 


Account  without  matins  tne  necessary  adiuatmentB.  If,  m  ttie 
above  case,  the  tax  was  charged  to  Profit  and  Loss  Account.  Partner 
Y  ahoidd  be  credited  (as  a  one-third  Partner)  with  the  difTerence 
between  one-half  of  £700  lo».,  viz.  £355  Is.  6rf.,  and  £319  10s.  = 
£34  17s.  6d.,  otherwise  he  ia  baarisu  one-third  of  £),030  5s.,  viz.  = 
£343  los. 

Income  Tax  Awustmbnt  in  a  P*iitnershii'.— A,  B  and  C  are 
partners  and  divide  profits  equally.  Interest  at  the  rat«  of  5  per 
cent,  per  annum  ia  allowed  on  partners'  capital :  A  £20,000 ;  B 
£IO.nOO ;  C  £fi,000.  The  parties  are'  ahio  entitled  to  draw  tile 
following  salaries:   A  £1,000;   B  £800;  and  C  £400, 

The  profits  asseasabla  to  tax  are  agreed  with  the  loapector  at 
£10,000.  The  amount  of  tax  payable  must  be  paid  by  tlie  firm  and 
will  be  adjusted  as  follows — 


Interest  oi 
Capitd. 
.     1,000  1.000 


Share  of 
Profit. 

Tot«I 

2,000 
2.000 
2,000 

4,000 
.^SOO 
2,700 

£6,000 

£10,000 
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EXAHFLE  in  :— 

C  Testont  is  a  married  man  with  two  children  nnder  16,  His 
widowed  mother  livea  with  bim,  and  baa  no  income.  He  efima  a 
Mtaryof  £1,000  per luinum.  His  life  wns  insured  in  1910  for  £1,000 
tfX  an  annual  premium  of  £60.  Teetout's  liability  for  tax  is  arrived 
at  as  follows  : — 

£      s.  d. 

Earned  Income 1,000    0    0 

Leu  Allowance  of  10  per  cent lUO    0    0 

£      !>.  d.      900    0   0 

Le3$  Allowance  (living  with  wife)  .  '235    0    0 

do.  first  child    .         .         .         .     ;)6    0    0 

do.  second  child        .         .         ,     27    0    0 

do.  dupendent  relative      .         .     2J    (I    0 

313    0    0 

Amount  of  taxable  income         .         .  =  £5S7    0    0 


Toi  payable,  3«.  on  first  £225 33  15    0 

do.         6j.  on  balance  (£362)       ,        .         .         .        108  1-2    0 

142    7    0 
Ltn  Allowance  tot  Life  Assurance  Premium  at  "appro- 
priate rate,"  :.  t.  3s.  in  the  £  on  £60         .         .        .  9    0    0 

Net  Tax  payable       .  =£133    7    0 

EXAUFLB  IV  : — 

George  Dickson  has  a  wife  and  four  children  age.,  respectively 
12,  14,  18  and  21.  The  ohild  o£  18  ia  in  full  term  attendance  at 
a  Unifersity.  Dickson's  share  of  the  assessed  prolits  of  his  firm 
b  £5,000.  His  income  from  investments,  all  taxed  at  source,  is 
£2,000  gross.  His  life  is  jnsurod  in  British  ol£ces,  and  he  pays 
jWOO  per  annum  on  policies  taken  out  in  1911,  and  £200  per  annum 
on  a  policy  taken  out  in  July,  1917.' 

Dickson's  liability  for  tax  is  arrived  at  as  follows  :— 

.     £ 
Earned  Income        ....  ....     5,000 

Lets  10  per  cent,  allowance  (maximum) 200 

4.S0O 
Investments 2,000 

6,800 

Lite  allowance  (living  with  wife) 225 

do.  (for  two  children  under  16  and  one 

,' .  ohild  at  University,  i.  e.  £36,  £27,  £27)      ...     90 

315 

Amonnt  of  taxable  income    •         .      =  :f  6,485 
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Income  Tax  Payable ; — 

£     a.   e 

Sj.  in  *  on  first  £225 aS  15 

e«.  in  £(Lialauce)  £6,260 1,87S    0 

1,911  15    I 
Lm  Tax  at  6«.  on  £2.000   "Investments  Income" 
already  taxed  at  source 600    0    ' 

1,311  15    I 
Le»)  Allowance  for  Life  Assarauce  Premiams  at  "ap- 
propriate ratea"  : — 
£*»  prior  to  June  22,  1916,  at  6a.       .         ,  180 

£200  after  June  22,  1916,  at  3a.    .         .         .  30 

210    0    ( 

Net  Income  Tax  payable        .  =  £1,101  15    < 


LeWH. — Where  a  lots  on  trading  has  ocoarreil,  in  place  of  the 
profit  estimated  in  the  return  made  under  the  statutory  regulation^ 
the  taxpayer  may,  wilhin  six  months  of  the  year  of  aasesBnient, 
make  a  claim  for  repayment  of  an  amount  equal  to  the  tax  p«id  on 
aacb  loBB  {htcame  Tax  Ad,  191S,  s.  34).  The  lose  referred  to  is,  of 
oonrse,  a  "BUttntory  loo."  Upon  maLinga  claim  under  this  section 
the  taxpayer  must  forward  (1)  acopyofliis  P.  and  L.  A/c  for  the 
year  in  question,  and  (2)  an  offidal  claim  form  duly  filled  in,  giving 
pnrticulars  of  hie  total  income  for  the  fiscal  year,  with  proofs  that 
the  duty  has  been  duly  paid  on  each  item.  When  a  succeaafiil  claim 
has  been  made  under  this  section  the  taxpayer  is  not  entitled  to 
bring  in  the  loss  when  averaging  the  profits  of  subsequeut  years  for 
iiMwme  tax  purposes,  thus ; — 

£ 

1917.  Profit 2,000 

1918.  Profit 1,000 

191Q.     Loss  £600  {Tax  on  which  was  recovered) 

to  be  taken  aa ml 


Average 

The  inability  to  bring  in  the  loss  i 
deprives  the  section  of  its  value,  and  the  privilege  is 
benefit  except  in  cases  where  losses  continue  to  be  made, 
incurred  in  one  business  may  be  set  off  a^inst  profits  made  in 
another,  in  cases  where  the  taxpayer  carries  on  more  than  one 
sepotate  business. 

?at«it  Soyallles. — Tax  on  Patent  Royalties  most  be  deducted 
npon  payment,  in  the  same  manner  in  which  the  Tax  npon  Interest 
is  deducted.     Formerly  the  owner  of  the  Patent  was  assessable. 

EaploysM. — Employers  are  under  the  obligation  to  make  a  return 
of  the  names  and  remuneration  of  all  persons  in  their  employ 
{Iname  Tax  AU,  1919,  s.  105).  This  return  must  include,  in  addi- 
tion to  salaries,  all  fees,  bonuses,  commissions  or  other  emoluments 
paid  lo  the  persons  employed,  provided  such  salaries,  etc.,  exceed 

Gocwic 
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£1S0  in  ftmount.  Cl«tka  of  Limited  Camp&niea  are  nominaUy. 
asseised  under  Sch.  E,  white  clerks  in  the  employment  of  ordinflry 
firms  are  aaeeased  under  Sch.  D.  As  a  matter  of  practice,  however, 
the  former  claes  of  clerks  are  allowed  to  take  advantage  of  the 
three  years'  overage  permitced  under  Sch.  D.  The  Becretories  and 
staff  officials  of  Limited  CompaaieB  are,  however,  assessed  tinder 
Sch.  E  ou  the  actual  salaries  of  the  current  year  of  assessment,  and 
the  bonus,  commiBsion,  etc.,  of  the  previous  year,  or  average  of  the 
three  previous  years. 

InoenM  from  Foreigii  Property. — Any  income  which  is  actually 
Ttcticed  in.  this  coviUnj  from  foreign  property  or  investments  is 
liable  to  tax.  The  fact  that  such  income  bus  already  paid  tax  in 
a  British  colony  does  not  exempt  it  from  the  British  tax  ;  but  an 
allowance  is  made  of  the  amount  of  Colonial  Income  Tax  up  to  half 
the  United  Kingdom  rate  of  tax  {Fiitance  Act,  1020.  s.  27). 

Voucher!  relating  to  Claims.— In  cases  where  claims  for  repay- 
ment of  tax  are  made,  such  claims  most  be  occompa  nied  by  a  detailed 
accoont  oC  all  income  received  and  must  be  veiilied  by  vouchers  in 
the  shape  of  counteruart  dividend  warrants,  etc.,  showing  the 
deduction  of  tax.  No  certificates  are  required  in  the  case  of 
Government  and  other  stocks  inscribed  at  the  Bank  of  England. 
In  the  case  of  ordinary  commercial  companies,  the  counterpart  of 
the  dividend  warrants  must  be  forwarded  (see  p.  439).  If  the 
countermrts  have  been  lost,  or  in  cases  where  no  other  voucher 
exists.  Forms  No.  185  or  135a  must  be  filled  in  and  duly  signed 
by  the  proper  persons.  In  cases  wheK  tax  lias  been  deducted  by 
IhuakeTB,  e.g.,  the  Interest  on  Foreign  Loans,  Form  180a  is  necessary. 

EXERCISES. 


L  Enumerate  the  five  "eohediUes" 
payable,  and  explain  the  classss  of  iuc< 

2.  What  is  meant  by  tixing  income    -  at  na  source     ; 

3.  A  market  gardener  is  asieased  for  Income  Tax  pumoses  upon 
the  profits  arising  out  of  the  land  he  holds  tmder  Sen,  B.  Can  he 
claim  to  be  assesasd  in  any  other  way  ? 

4.  Explain  what  is  known  as  "  Property  Tax  " ;  how  is  this  tax 
collected  "at  its  source"!  What  provisions  exist  for  the  recoup- 
ment of  the  amount  paid  by  the  person  paying  this  tax  from  the 
party  who  should  bear  it !    . 

5.  A  person  whose  income  is  below  £135  a  year  derives  all  his 
income  from  interest  upon  investments,  from  whicli  tax  has  been 
deduii^ted  prior  to  payment  to  him.     What  remedy  has  he  in  this 

6.  What  Income  Tax  allowances  are  made  in  respect  of  life 
iranoe  premiums  paid  l<y  a  taxpayer,  and  within  what  limits 
these  allowances  grantetlT 


.  What  "Personal  Allowances"  are   granted,  in  the   case  of 

ome  Tax  assessments,  to  all  taxpayers? 

L  In  preparing  account*  for  assessment  under  Sch.  D,  enumerate 
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£ve  fonns  of  expense,  ordinarily  charged  in  the  FroBt  and  Lom 
Account  of  a  buaineas,  which  the  Income  Tax  surveyor  would 
disallow  oa  a  charge  againat  profiu  for  Income  Tan  jpurpoaes. 

3.  What  provisionB  (if  any)  exist  as  regards  "  dinerenliatioa" 
between  earned  aod  unearnad  income! 

4.  To  what  extent,  and  in  what  circumstances,  can  the  aaeees- 
ment  made  upon  a  person  under  Sch.  A  be  deducted  by  him  from 
his  profits  in  preparing  a  retmrn  of  the  latter  for  aflsesament  under 
Sch.  D.  ? 

o.  What  rights  of  appeal  are  pouesied  by  a  taxpayer  who  deems 

regards  the 


17c. 

From  the  Following  particulars  prepare  A.  B.'s  return  for  Income 
Tai  purposea  for  the  Government  year  ending  April  5,  1921. 

SiUary.—\Q\l,  f200;  1918,  £210!  1919.  £^. 
Wife's  Income.— T\ie  interest  upon  £1,000  5  per  cent.  War  Loan,* 
and  £1,000  Canadian  Pacific  Railway  4  per  cent.  Detienture  Stock.* 

Lift  Atmrance  taken  mU  in  1910,  on  A.B.'s  life. — Annual  premium, 
£15  68.  Qd. 

Income  from  A.B.'a  oum  InvsetinenU. — The  income  from  £200  in 
6  per  cent.  £1  preference  shares  in  the  Hampton  Paper  Mills,  Ltd.* 
(paid  hftlf.yearly),  from  500  £1  ordinary  shares  in  the  Southchureh 

_  .^anese  tiovemment  4i  per  cent.  SLerlinc  Lioi 

(paid  half-yearly). 


From  the  following  particulars  prepare  the  return  for  aesessment 
under  Sch.  U  of  Messrs,  Brown,  King  &  Co.  for  the  Government 
year  ending  April  5, 1921. 

Net  Profits  as  per  Profit  and  Loss  Accounts. 

1917.  1918.  1919. 

Profit  £2,615  Profit  £824  Profit  £1,112 

The  following  items  have  been  charged  aa  " losses"  before 
arriving  at  the  above  profits — 

1917.  1913.  1919. 

Partners"  Salaries    .        .           .        ,  £200  £250  £250 

Interest  on  Partners'  Capital     .        .  £500  £550  £550 

Income  Tax  paid     .           .         .        .£125  £125  £150 

Depreciation  of  Plant         .        .         .  £100  £150  £160 

Improvements  of  Premiaes       .          .     £50  —  — 

Provision  for  Bad  and  Doubtful  Debts  £200  ..     £50  £60 

Xote. — (1)  The  finn  owns  its  own  premises,  which  are  assessed  for 
Prtperty  Thx  under  Sch.  A  at  £500  per  annum  net.  (2)  The 
Inspector  of  taxes  is  willing  to  allow  £85  per  annum  for  depreciation 
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ITo.  A.  B.'b  total  liability  for  Inoome  Tax,  aft«r  allowing  for  biB 
Insurance  Premium,  is  £7  15s.  M.  £31  I9f.  will  be  deduct«d  from 
his  inveBtment  income.  He  19  therefore  entitled  to  a  repayment  of 
the  diSeremw. 

17d.  AB9«Aaable   profit     £2,137   {aubjecl   to   partners'   peraonal 


allowi 


Super-Tax. 


Super-tax  was  first  imposed  by  the  Finance  Act,  1910, 
and  was  originaJly  a  charge — in  addition  to  Income  Tax 
— upon  indimduals*  whose  incomes  exceeded  £5,000, 
the  rate  being  Qd.  in  the  £  on  the  STim  by  which  the 
total  income  exceeded  £3,000.  Thus,  an  income  of 
£6,000  escaped  auper-tax,  but  an  income  of  £5,001  was 
taxed  OQ  £2,001.  The  Finance  Act,  1914,  reduced  the 
limit  of  exemption  from  super-tax  to  £3,000,  and  charged 
duty  on  income  in  excess  of  £2,500.  The  flat  rate  was 
abolished,  a  graduated  rate  of  tax,  ranging  from  5d.  to 
Is.  id.,  taking  its  place.  i 

■  Super-tax  is  now  chargeable  (in  addition  to  Income 
Tax)  for  the  fiscal  year  1920-21  on  the  total  income  from 
all  sources  (without  any  deductions  for  earned  income  or 
other  abatements)  in  excess  of  £2,000.  The  scale  of  duty, 
which  has  been  substantially  increased,  is  as  follows : — 

On  the  first  £2,000  of  Total  Income,  nil. 


„     next  £500      (lo  f  2,S00)   . 

1     Ointh 

„          „   £500      ( „  £3,000)   . 

2    0       „ 

„          „  £1,000    („  £4,000)   . 

2    6       „ 

„  £1,000    ( „  £5,000)    . 

3    0       „ 

„          „   £1,000    („  £6,000) 

3     6       „ 

„  £1,000    („  £7,000)    . 

4    0       „ 

„  £1,000    ( „  £8.000) 

4     6       „ 

„  £12,000  (  „  £20,000) . 

6    0       „ 

„  £10,000  ( „  £30,000) 

6    6       „ 

On  Income  in  excess  of  £30,000 

6    0       „ 

The  total  Super-tax  payable  upon  Incomes  in  excess  of 
£2,000  is  thus  :— 

*  Soper-tax  does  not  apply  to  Companies,  Corporations,  etc 
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Total  Income.  Duty  Payable. 

£2,500 37  10 

f3,000 87  10 

£4,000 212  10 

£5,000 362  10 

£6,000 437  10 

£7,000 637  10 

£8,000 862  10 

£9,000  \ 1,112  10 

£10,000Lg^        £jfw,.        .        .  1,362  10 

£15,000  P™  P^'  ^^*"™  .        .        .  2,612  10 

£20,000j 3,862  10 

£25,000)  £2-5  ner  £1  000  •         "         ■  ^'^3'  ^^ 

£30,000/*'''"'  ^^  ^^'"^  .        .        .  6,612  10 
Add  £300  per  £1,000  for  any  excess  over  £30,000. 

The  taxpayer's  statutory  inoome  for  Income  Tax  in 
any  one  year  forma  the  Statutory  Income  on  which  he 
must  pay  Super-tax  in  the  following  year.  All  the  assesa- 
menta  made  on  the  taxpayer,  under  any  Sch.,  in  1919- 
20,  and  all  the  income,  taxed  at  source,  received  by 
him  in  that  year,  make  up  the  amount  which  he  must 
return  for  Super-tax  aaseasment  in  1920-21.  The  tolal 
amount  of  dividends,  interest,  etc.,  taxed  at  source,  is 
the  Gross  Aniount,  i.  e.  the  net  cash  received,  plus 
the  full  rate  of  income  tax  deducted.  As  previously 
pointed  oat,  a  dividend  may  be  called  "free  of  tax,"  '  bo 
much  per  abare,"  "free  of  tax  up  to  5s.,"  etc.,  but  that 
does  not  alter  the  fact  that  the  shareholder  is  participa- 
ting in  a  diatribution  of  the  taxable  profits  of  the  Company, 
and  that  the  amount  he  receives  is  the  amount  after  the 
Company  has  paid,  or  provided  for.  Income  Tax. 

Super-tax  is  assessed,  and  charged,  by  the  Special 
Commiasionera  for  Income  Tax,  to  whom  the  returns 
must  be  made.  The  Local  Commissioners  are  not 
concerned  with  Super-tax. 

If  a  taxpayer  dies  in  the  year  of  asaessment,  a  pro- 
portionate part  only  of  his  income  up  to  the  date  of  death 
is  charged  with  Super-tax,  notwithstanding  the  fact  that 
the  full  income  of  the  previous  year  was  returned  in 
accordance  with  statutory  practice. 

Husband  and  wife  may  be  separately  assessed  for 
Super-tax  if  application  is  made  before  July  6  in  any 
year,  but  the  amount  of  Super-tax  payable  must  not  be 
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less  than  the  amoanli  which  would  have  been  payable 

had  no  Beparate  assessmenta  been  made.  The  Super-tax  ' 
payable  is  divisible  between  them  in  proportion  to  their 
respective  incomea. 

Up  to  April  6, 1920,  if  a  person's  income  fell  to  two- 
thirds,  or  less,  of  the  statutory  amount  upon  which  be 
was  liable  to  Super-tax,  he  could  postpone  payment  of 
the  8uper-tax  upon  the  difference  for  one  year.  This 
postponement  could  be  extended  if  his  income  continued 
to  be  BO  diminished.  Tbia  concession  has,  however,  been 
withdravm  in  the  Finance  Act,  1920. 


Excess  Profits  Dutt 

This  duty  is  apart  from,  and  in  addition  to.  Income  Tax, 
and  was  first  imposed  by  Mr.  McKenna  in  1915  as  a 
special  war  levy. 

To  the  surprise  and  consternation  of  tbe  commercial 
community  the  duty  has  been  re-imposed  in  the  Finance 
Act,  1920.  It  is  improbable  that  candidates  for  the 
commercial  examinations  will  be  expected  to  possess 
.intimate  acquaintance  with  this  very  complicated  subject. 
Candidates  for  the  professional  examinations,  however, 
are  required  to  answer  questions  relating  to  the  duty, 
and  are  recommended  to  read  one  of  the  many  books 
devoted  solely  to  the  subject.  Nothing  more  than  a 
bare  outline  of  the  duty  can  bo  attempted  in  a  general 
text-book. 

Nature  of  Duty.— The  duty  is  applicable  to  the  profits 
of  any  trading  period  ending  after  August  4,  1914, 
which  exceeded  a  certain  statutory  amount,  known  as 
the  "pre-war  standard,"  'plus  an  allowance  of  £200.* 
Subject  to  the  many  adjustments  arising  out  of  the  duty, 
all  profits  which  remain  after  deducting  the  pre-war 
standard,  plus  £200,  are  termed  excess  profits.  If  the 
accounting  period  is  less  than  twelve  months,  the  pre- 
war standard,  and  the  allowance  of  £200,  are  reduced 
proportionately.    The  duty  is  payable  two  months  after 

*  Certoin  persons  are  exempt  from  Excess  Profits  Dut7,  viz.. 
Farmers  in  the  U.K.  ;  persona  holding  offices  or  employed  persons ; 
protessioniil  men  whose  incomes  are  dependent  upon  their  personal 
qualifications,  and  who  are  engaged  in  occiipatioos  where  little 
_._.._,, ._.j       _    .,._. —    . '--'a,Lawr —    '--t'  — 
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assessment,  unless    speoial   extensioit  is  granted,  and 
is  as  follows  : — 

Businesses  or  Trades  which  commenced  after  Ai^net 

4,  1914  :— 

{a)  50  per  cent,  of  the  excesa  profits  for  any  ao- 
counting  period  ending  on  or  before  Augnst  4,. 
1915. 

(6)  60  per  cent,  of  the  excess  profits  for  any  account- 
ing period  ending  after  August  4,  1915,  and 
before  January  1,  1917. 

(c)  80  per  cent,  of  the  excess  profits  for  any  account- 
ing period  commencing  on  or  after  January  1, 
1917,  and  ending  before  January  1,  1919. 
Where  the  accounting  period  extends  over  a 
period  during  which  two  rates  of  duty  hare 
been  levied  the  duty  is  apportioned. 

{d)  40  per  cent,  of  the  excess  profits  for  any  ac- 
counting period  commencing  on  and  after 
January  1, 1919,  and  ending  before  Jannary  1, 
1920. 

(e)  60  per  cent,  of  the  excess  profits  for  an  account- 
ing period  commencing  on  or  after  January  1, 
1920. 

In  cases  other  than  ttiose  set  out  above  the  following 
duty  is  payable : — 

(a)  50  per  cent,  of  the  excess  profitt  for  an  accountibg 
period  of  one  year  from  the  commencement  of 
the  first  accounting  period  ending  on  or  after 
August  4,  1914. 

(6)  60  per  cent,  of  the  excess  profits  tor  the  account- 
ing period  commencing  at  the  close  of  (a)  and 
ending  on  or  before  December  31,  1916. 

(c)  80  per  cent  of  the  excess  profits  accruing  after 
December  31,  1916. 

(f2)  40  per  cent,  of  the  excess  profits  accruing  after 
December  31,  1918. 

(e)  60  per  cent,  of  the  excess  profits  aocroing  aftet 
December  31, 1919. 

It  may  be  noted  here  that  any  amotmt  paid  ae  Excess 
Profits  Duty  may  be  charged  against  profits  in  arriving 
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at  the  liability  i<x  asseBsment  for  Income  Tax  purposes, 
bat  not  for  excess  profits  purposes. 

Pre-war  Standard. — There  are  two  principal  methods 
of  arriving  at  the  statutory  pre-war  standard  open  to  the 
selection  of  the  taxpayer,  viz. :  — 

First  Method. — The  average  of  any  two  of  the  last  three 
pre-war  accounting  years.  The  last  pre-war  year  is  held 
to  be  that  which  ended  at  the  last  ordinary  accounting 
period  prior  to  August  5,  1914.  In  all  cases  profits 
hable  to  the  duty  are  to  be  computed  on  the  same  basis 
as  those  for  the  pre-war  periods. 

Example. — A's  financial  year  ends  on  June  30  in  eaoh  yeor. 
fiis  profita  were  as  fuUowB  :— 

PtoSI. 

Year  to  June  30,  1912    .        ,     fS.liSl 

,,  „  1913     .  .        6,321 

1914    .  3,2j0 

The  first  acuottnting  period  for  which  excesi  profits  dnty  becomes 
payable  ia  that  eQdinK  on  June  30,  1915.  When  computing  his 
—  -  — -ir  staJidard  A  naturally  selects  the  years  1912  and  1913,  the 


average  profit  of  which  was  £6,001,  this  amount  piiii  the  allow- 
ance of  £200,  or  £0,201,  fornui  his  pre-war  standard  and  is  subject 
J  the  duties  set  out  above.     If  the  taxpayer  can  prove  that  the 


•verage  profita  of  the  pre-war  years  were  at  least  25  per  e  . 
lower  than  the  average  of  the  three  preceding  years,  owing  to 
trade  depression,  he  may  base  his  pre-war  standard  upon  the 
average  of  any  four  of  the  six  years  immediately  preceding  the 


In  cases  where  no  pre-war  accounting  period  exists,  the 
"  pre-war  standard  "  is  based  on  tbe  statutory  percentage 
of  interest  allowed  on  the  average  capital  employed  during 
the  accounting  period  as  explained  below. 

Second  Method. — If  in  the  case  of  a  limited  company 
or  corporate  body,  it  can  be  proved  that  the  pre-war 
standard  was  less  than  6  per  cent,  on  the  capital  employed 
at  the  close  of  the  last  pre-war  accounting  period,  or  was 
less  than  8  per  eent.*  in  the  case  of  a  firm  or  sole  trader, 
tbe  pre-war  standard  may  be  taken  to  be  an  amount 
equ^  to  6  or  7  per  cent,  per  annum  (8  per  cent,  after 
December  31, 1916),  as  the  case  may  be,  on  tbe  capital 
so  employed.  Owing  to  wide  discontent  with  these  rates 
of  interest,  a  special  Board  of  Referees  was  oonstituted, 

•  The  percentage  was  increased  from  7  to  8  per  cent,  for  accoirat 
inn  periods  ended  after  December  31,  1916,  by  the  Fiwmea  Ad, 
1917. 
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to  whom  appeal  was  allowed,  and  after  hearing  evidence, 
the  Beferees  fixed  the  foUowmg  rates;— 

Trjide  or  Inilnitrr.  Pmscntajn. 

CoinpiDlct.    FutDenhlpt. 

Aircraft  Manufacture  .        >        .        ,  15  16 

Cement  Manufactare 6i  71 

Ciaemalograph  11  12 

Coal  Mining 9  10 

Coffee- groning  [E.  Indies,  excluding  Indian 

Empire) 9  10 

Coke  Manufacture 8  9 

Cold  Storage  Proprielora  and  Managers      ,  7J  8} 

Daily  NeWBpapera N  0 

Electric  Supply  (London)    ....  7  8 

Electric  Siipply  (Praviiicee)         ...  7*  8* 

Electrical  Trade 7  8 

Electrical  Energy  Supplies  ...  7J  8} 

Ferro- Concrete  Shipbuilding       ...  15  16 

Hosiery 6  7 

Incandescent  Gas  Mantlet,  Manufacture     .  9  10 

Magneto  Manufactare         ,  .         .  11  12 

Marine  Salvage 16  16 

Motor  Manufacturers 7  8 

Music  Hall  Proprietors       ....  U  12 

OmnibuseB S  9 

Omnibuses  (London) 8  9 

Paint,  Colonr  and  VarwBh ....  6  7 

Pig  Iron,  Itlanufacture  of    ...        .  7  8 

Rubber  Growers 10  11 

Ships 6  7 

Steel  Manufacture 8  9 

Stevedores  (Port  of  London)       ...  6  7 

Synthetic  Djes 9  10 

Tea  and  CoHee  Dealers,  London  (Wholesale)  ft  7 

Tea  Growing  (Ceylon  and  India).         .         .  8  9 

Theatres  (West  End) 15  IJ 

Theatres  (other  than  West  End)         ,         ,  11  J2 

Tramways  (Great  Britain  and  Ireland)        .  7i  81 

Typewriter  Manufacture     ....  9  10 

Wrought  Iron  Manufacture        .         . '      .  7  8 

Increase  or  Decrease  of  Capital.— If  the  capital  employed 
has  been  increased  since  the  pre-war  aecounting  period,  a 
deduction  from  the  profits,  calculated  at  the  statutory 
percentage  rate  on  such  increase,  may  be  made.  If,  how- 
ever, the  capital  has  decreased,  interest  at  the  statutory 
percentage  rates  of  6  and  7  per  cent,  only  on  the  decrease 
must  be  added  to  the  profits.  Three  per  cent,  was  added 
to  the  foregoing  percentages  in  respect  of  accounting 

rrioda  ending  after  December  31,  1916,  and  an  eztra 
per  cent,  (making  11  per  cent,  and  13  per  cent,  in 
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all)  in  respect  o(  accoanting  periods  after  December  31, 

1919. 

Beflcienoiea. — Where,  as  compared  with  the  pre-war 
standard,  thei'e  occurs  a  deficieccy,  such  deficiency, 
calculated  at  the  same  rate  per  cent,  as  the  duty  on  an 
excess  for  sach  accounting  period  would  be  calculated, 
may  be  set  off  against  future  accounting  periods,  if  no 
excesses  have  been  made ;  and,  if  duty  has  been  paid,  a 
corresponding  repayment  of  duty  may  be  claimed. 

Statutory  Definition  of  Capital. — Capital,  other  than 
money,  is  defined  as  follows : — 

(a)  Ss  far  as  it  consisla  of  assets  acquired  bj'  pnrchase,  the.  price 
at  which  those  aaaets  were  acquired,  subject  to  any  proper  deduo- 
tioDB  for  Wear  and  Tear  or  replaeemeiil;  or  for  urpaid  purchase 
money  ;  and 

\b)  Bo  far  as  it  oonaiata  of  assets  being  debts  dne  to  the  trade  or 
businesa,  the  nominal  value  of  those  debts  subject  to  «w  reduction 
which  hoj  been  allowed  in  respect  of  those  debts  for  Iiiconie  Tax 
purposes  ;  and 

(c)  So  far  as  it  consists  of  any  asseta  which  have  not  been  acquired 
by  purchase,  the  value  of  the  assets  M  the  time  when  they  became 
assets  of  the  trade  or  business  subject  to  any  proper  deductions  for 
Wear  and  Tear  or  replacement ; 

(rf)  Profits  (i.e..  Reserves,  etc.),  accumulated  and  undistributed 
piior  to  the  accounting  period. 

Investments  are  not  to  be  treated  as  Capital  except  in 
the  case  of  Trust,  Insurance,  or  Investment  Companies. 
Borrowed  money  and  all  other  trade  liabilities  are  to  be 
d(»ducted  from  the  assets  in  arriving  at  the  statutory 
figure  of "  Capital." 

Computation  of  Profits. — 'It  has  already  been  stated 
that  the  profits  of  periods  liable  to  Excess  Profits  Duty 
are  to  be  computed  upon  the  same  basis  as  was  employed 
in  the  pre-war  period.  In  practice  numerous  and  com- 
plicated modifications  arise  in  this  connection  which  can 
only  be  dealt  with  at  greater  length  than  is  available 
here.     It  may,  however,  be  briefly  noted  that : — 

(a)  Income  from  investments  is  not  to  be  included 
unless  such  interest  forms  the  chief  income  of 
the  undertaking. 

(i)  Bemuneration  paid  to  Directors,  or  others  charged 
with  the  management  of  an  undertaking,  is  not 
allowed  at  a  higher  rate  than  that  paid  in  the 
last  pre-war  year,  unless  ':  special  oiicuin- 
stances  "  exist  to  justify  such  increase. 
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(c)  If  the  Directors  or  Managers  of  aa  uadsrt&king 
bold  a  controlliog  interest,  and  the  statutory 
percentage  rate  forms  the  pre-war  stfuidard, 
tbe  Company  may  be  treated  astbough  it  ia  a 
private  firm  and  tbe  Directors  are  tbe  partners. 
But,  then,  the  remuneration  of  tbe  Direotorg 
will  be  disallowed. 

Pre-war  Losus. — Where  a  percentage  standard  bas 
he^.a  a,dopted,  and  the  three  pre-war  trade  years  resnlted 
in  a  loss,  an  allowance  is  made  from  the  War  and  Post- 
war accounting  periods  of  so  much  of  such  loss  as  bas 
been  estinguisbeii  by  tbe  profits  of  tbe  War  and  Post- 
war accounting  periods.  Tbe  same  allowance  is  made 
to  a  private  trader  when  bis  Capital  Account  is  in  debit, 
whether  a  percentage  standard  bas  been  adopted  or 
not. 

After  December  31,  1916,  there  can  be  deducted  from 
tbe  pre-war  capital  of  a  business,  where  a  percentage 
standard  bas  been  adopted,  any  lost  assets  or  increased 
liabilities  that  have  arisen  through  trading  losses  in  the 
six  pre-war  trade  years. 

Statutory  Allowance. — For  Accounting  Periods  ended 
after  December  31,  1916,  the  follovring  allowance,  in 
addition  to  tbe  £200  already  mentioned,  is  granted  to 
businesses  with  Pre-war  Standards  not  exceeding  £300 
and  the  profits  of  which  do  not  exceed  £2,000,  viz. : — 

One-fifth  of  the  amotmt  by  which  tbe  profits  are  less 
than  £2,000,  vrith  proportionate  reduction  for  less  than 
one  year. 

If  the  Pre-war  Standard  of  profits  exceeds  £600,  such 
excess  must  be  deducted  from  the  foregoing  allowance. 

For  Accounting  Periods  ending  after  December  31, 
1919,  such  allowance  extends  to  businesses  with  Pre- 
war Standards  not  exceeding  £2,000  and  Profits  not 
exceeding  £4,000.  This  allowance  ia  not  applicable  where 
"  Substituted  Standard  "  bas  been  adopted. 

Snbstitnted  Standard. — For  Accounting  Periods  ended 
after  December  31, 1919,  a  sole  trader,  or  partnership,  or 
private  company,  if  the  director  or  directors  bad  a  con- 
trolling interest  (i.e.  20  per  cent,  of  the  Capital  of  the 
Company),  may  claim  the  following  pre-war  standard, 
in  place  of  a  profits  standard  or  percentage  standard, 
Tiz  : — 

Tbe  Percentage  Standard,  plus  £500  for  each  working 

D,g,t,7P:hy  Google 


INCOME  TAX  328j 

partner  or  director,  provided  th&t  the  total  Substituted 
Standard  shall  not  exceed  £750  for  each  partner  or 
director.  If  the  Substituted  Standard  is  adopted,  no 
deduction  can  be  made  from  the  profits  of  any  amount 
paid  to  BU(^  partners  or  directors  as  remoneration, 
neither  can  advantage  be  taken  of  the  aforementioned 
inoreases  in  the  Statutory  AUowanoe.  The  Widow  of 
any  person  who  bad  served  in  the  Navy,  Army,  Air 
Force,  Ked  Cross  Society,  etc.,  and  who  carried  on 
the  same  business  before  the  War  as  the  Widow  is 
now  carrying  on,  is  also  entitled  to  this  Substituted 
Standard. 

Increased  Pre-war  Standard.  —  £500  is  allowed  to 
persons  who  have  been  employed  during  the  Wax  in 
any  of  the  following  capacities: — 

1.  Navy.  2.  Army.  3.  Air  Force.  4.  British  Eed 
Gross  (^road).  5.  St.  John  Ambulance  Corps  (abroad). 
6.  Other  Similar  Bodies  (abroad).  7.  Service  of  a  Naval 
or  Military  Character  for  which  payment  waa  made  by 
Parliament. 

It  would  appear  that  work  in  a  Government  Depart* 
ment  or  Government  Munition  Factory  or  similar  capacity 
would  entitle  a  person  to  this  increased  allowance. 

This  provision  is  applicable  to  any  businesses  which 
were  commenced,  or  recommenced,  after  such  persons 
had  been  demobilized  or  discharged. 


COBPOKATION   FbOFITS  TaX 

This  Tax  was  imposed  for  the  first  time  in  the  Finance 
Act,  1920.  The  duty  amounts  to  5  per  cent,  of  the 
profits  of  every  British  Limited  Company  and  the  British 
profits  of  a  Foreign  Company  arising  in  accounting 
periods  ending  after  January  1,  1920. 

The  first  £500  of  a  full  year's  profits  is  not  chargeable, 
and  the  total  duty  payable  shall  not  exceed  10  per  cent. 
of  the  balance  of  the  profits  after  deducting  any  interest 
or  fixed  dividends  on  Debentures,  Debenture  Stock, 
Preference  Shares  or  Permanent  Loans,  issued  before 
Au^st  4,  1920  (the  date  of  the  Finance  Act,  19S0),  or 
if  issued  after  that  date  only  if  they  replete  existing 
Debentures  or  Loans.  An  Accounting  Period  shall  be 
considered  to  be  the  12  months  ending  on  the  date  up 
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to  which  the  accounts  of  a.  Gompany  are  tisually  made 
up.  If  the  accounts  have  been  made  up  for  a  greater 
or  lesaer  period  than  12  monthB,  the  Commisaionera  of 
Inland  Eevenue  shall  determine  the  accounting  period, 
which  must  not  exceed  12  months.  The  Commissioners 
have  the  same  right  in  cases  where  no  accounts  have 
been  made  up  or  where  there  has  been  a  specific  altera- 
tion in  the-  business  of  the  Company,  A  Company  that 
was  in  existence  before  January  1,  1920,  shall  be  taxed 
upon  the  profits  in  the  first  accoimting  period  after  that 
date,  but  the  profits  shall  be  apportioned  bo  that  5  per 
cent,  is  paid  on  the  profits  arising  since  January  1,  1920, 
e.g.  a  Company  whose  year  ends  on  June  30,  1920, 
would  only  pay,  under  the  first  assessment  made  upon 
it  for  Corporation  Profits  Tax,  upon  half  its  full  year's 
profits. 

Exemptions. — Prom  January  1,  1920,  to  December  31, 
1922,  the  profits  of  the  following  Companies  are 
exempt : — 

(a)  Any  Ck>mpany  carrying  on  such  nndertakings 

as  gasworJis,  waterworks,  tramways,  railways, 
etc.,  which  by  Act  of  Parliament  is  limited 
as  to  the  amount  of  dividend  that  can  be  paid 
to  its  members. 

(b)  Building  Societies. 

Determination  of  Profits. — The  Profits  o(  Companies 
liable  for  Coiporation  Profits  Tax  are  to  be  determined 
on  the  same  principles  as  the  profits  would  be  deter- 
mined for  Income  Tax  under  Sen.  D,  with  the  following 
exceptions : — 

1.  The  profits  shall  be  actual  profits  and  not  averaged. 

2.  No  deduction  shall  be  made  of  income  from  which 
tax  has  been  deducted  except  income  received  in  the  way 
of  interest  and  dividends  on  money  invested  in  another. 
Company  which  is  liable  for  Corporation  Tax. 

3.  Deduction  shall  be  allowed  in  respect  of  interest 
paid,  and  of  rent  or  royalties  or  share  of  profits  distributed 
to  employees  under  a  Profit-sharing  scheme,  or  other 
payments  from  which  Income  Tax  is  deducted  at  the 
source  (but  not  on  dividends  and  similar  distributions  of 
profits)  except  so  much  of  such  payments  as  have  been 
made  to  persons  holding  a  controlling  interest  in  the 
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Oompaoy.    Interest  on  permanent  loans  from  persona 
holding  a  oODtrolling  interest  is  also  disallowed. 

4.  Not  more  than  £1,000  per  annum  in  all  can  be 
deducted  in  respect  of  the  remuneration  of  any  Director. 
Manager  or  other  person  holding  a  controlling  interest. 

5.  No  deduction  is  allowed  on  account  of  the  annual 
value  of  premises  used  for  the  puipoGes  of  the  Company. 

Id  arriving  at  the  amount  of  profit  assessable  for 
Corporation  Profits  Tax  the  following  provisions  apply : — 

1,  The  amount  of  Wear  and  Tear  or  depreciation  or 
allowances  of  a  Capital  nature  shall  not  exceed  these 
which  would  be  allowed  for  Income  Tax  or  Excess  Profits 
Duty,  whichever  is  the  greater. 

".  Income  Tax  and  Corporation  Profits  Tax  must  not 


3.  Excess  Profit  Dut^  or  Mineral  Bight  Duty  paid  or 
payable  in  the  United  ^ngdom,  or  a  similar  duty  payable 
out  of  the  United  Kingdom,  can  be  deducted  in  arriving 
at  the  amount  of  assessable  profit,  but  Corporation  Profits 
Tax  cannot  be  deducted  irom  the  Profits  for  the  purpose 
of  Excess  Profit  Duty. 

4.  Mutual  Trading  Concerns  and  Friendly  Societies 
carrying  on  trade  are  allowed  to  deduct  as  an  expense 
any  distribution  made  to  customers. 

h.  Insurance  Companies  are  specially  treated  as  regards 
profits  reserved  for  policyholders  and  annuitants,  and 
deductions  are  allowed  in  respect  of  such  profits, 

6.  Bepayments  of  Excess  Profits  Duty  are  to  be 
excluded  from  the  profits  for  the  purpose  of  Corporations 
Profits  Tax. 

7.  A  Company  must  apportion  its  profits  (or  Losses) 
on.  anfinished  contracts  to  each  accounting  period. 

8.  If  one  Company  owns  all  the  shares  (as  far  as  it 
legally  can]  of  another  Company,  it  can,  if  desired,  treat 
the  two  Companies  as  one,  but  in  this  case  payments 
from  one  Company  to  another  must  not  be  considered 
in  ascertaining  whether  the  parent  Company  is  paying 
more  than  10  per  cent,  after  deducting  debenture  interest 
Uid  preference  dividends. 

The  Secretary,  or  acting  secretary,  of  a  British 
Company,  or  the  agent  of  a  Foreign  Company,  must 
make  a  return  of  the  profits  of  the  Company  within  two 
mouths  of  receiving  a  notice  from  the  Commissioners  of 
Inland  Bevenne,  and  if  no  notice  is  served  he  must  on 
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faia  own  acoord  give  notice  within  six  months  of  the 
Company's  liability  to  Corporation  Profits  Tas.  The  tax 
is  payable  two  monthB  after  OBSesBment. 

The  asseBsment  of  the  CorporatioD  Profits  Tax  is  in 
the  hands  of  the  same  authorities  aa  those  dealing  with 
Income  Tax  and  Excess  Profits  Dnty,  and  the  Income 
^ax  rules  relating  to  aseessment,  oollection  and  appeals 
apply  equally  to  Corporations  Profits  Tax. 
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CHAPTEB  XVIII 

BEXiF-BALAHCINa  LEDGEBS 

In  tba  oase  of  a  ainall  business  &  single  Ledger  fre- 
quently suffices  to  coDteJn  all  theLedger  accounts  □ecessar}' 
for  a  correct  system  of  Double  Entry  book-keeping,  and 
this  Ledger,  coupled  with  the  Cash  Book,  provides  the 
necessary  material  for  the  constmction  of  a  Trial  Balance 
in  the  ordinary  way.  If  this  Trial  Balance  be  correctly 
oompiled,  ajid  the  book-keeping  itself  has  been  accurately 
accomplished,  the  two  sides  of  the  Trial  Balance  should, 
as  has  already  been  explained,  equal  one  another  in 
amount,  i.e.  they  should  "agree," 

As  soon,  however,  as  a  busmess  grows  in  size  and  the 
transactions  needing  record  multiply  in  number,  some 
subdivision  of  the  Ledger  becomes  necessary ;  otherwise 
the  volume  of  the  entries  which  require  to  be  posted  will 
eventually  exceed  the  accommodation  available  within 
the  limits  of  a  single  book. 

The  Qsual  subdivisions  of  the  Ledger  which  are  most 
commonly  employed  in  a  commercial  house  of  some 
importance  have  already  been  described  on  page  34. 

One  or  more  Bought  and  Sold  Ledgers  may  be  kept, 
according  to  the  requirements  of  the  particular  under- 
taking ;  and  such  separate  Bought  and  Sold  Ledgers  may 
be  devised  so  as  to  contain  the  personal  accounts  of 
creditors  and  debtors  according  to  a  given  alphabetical 
or  geographical  division,  or  they  may  be  collocated  in  any 
other  conveni^it  way. 

Whatever  the  number  of  Ledgers  employed,  the 
balances  contained  in  them,  plus  the  balances  of  the 
cash  in  band,  and  at  the  bank,  if  marshalled  in  the  form 
of  a  Trial  Balance,  should  result  in  an  exact  "agreement" 
between  the  total  debit  balances  and  the  total  credit 
balances.  To  this  extent  and  in  this  manner  only  can 
the  accuracy  of  the  Ledgers  be  proved. 

Whether  under  such  circumstances  the  Ledgers  em- 
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ployed  be  few  or  many,  a  single  mistake  in  any  one  ol 
them  win  prevent  the  "  agreement "  of  the  Trial  Balance 
prepared  from  them  all,  but  the  Ledger-keepers  -wilt,  in 
such  an  eventuality,  have  no  indication  of  the  nature  or 
the  whereabouts  of  the  error.  They  will  only  know  that 
a  difference  exists  somewhere  in  the  books.  In  Buch  a  case 
it  may  become  necessary  lo  search  through  every  Ledger 
until  the  difference  is  found — a  task  which  is  at  once  dis- 
heartening to  the  Ledger-keepers,  because  of  its  magnitude 
and  the  uncertainty  of  any  successful  result,  and  wasteful 
from  an  employer's  point  of  view,  because  of  the  immense 
amount  of  labour  which  is  frequently  involved. 

By  means  of  a  system  of  "A^ustment  Accounts," 
which  it  is  the  purpose  of  this  present  chapter  to  explain, 
a  mistake  occurring  in  any  particular  Ledger  out  of  a  set 
of  Ledgers  can  he  definitely  located  as  existing  in  that 
partici^r  Ledger  at  the  time  of  preparing  the  Trial 
Balance.  Under  these  circumstances,  therefore,  it  is 
necessary  to  check  only  such  portion  of  the  work  as 
relates  to  that  particular  Ledger  in  which  a  "differ- 
ence "  has  revealed  itself  in  order  to  discover  where  this 
"difference"  exists,  and  the  annoying  waste  of  labour 
involved  ia  checking  and  re-checking  those  Ledgers  which 
have  been  correctly  posted  is  thereby  avoided. 

Incidentally,  an  "  Adjustment  Account "  furnishes 
useful  information  as  to  the  total  balances  appearing  in 
a  Ledger  {e.  g.  the  total  amount  owing  by  the  Debtors 
whose  accounts  are  kept  in  any  particular  Ledger),  and 
enables  the  rise  and  fall  in  such  totals  to  be  periodically 
compared. 

Most  of  the  Ledgers  to  be  found  in  a  modem  counting- 
house,  except,  perhaps,  the  "  General  Ijedger,"  are  confined 
to  accounts  of  a  similar  nature,  e.  g.  the  Sold  Ledger  is 
usually  reserved  entirely  for  the  personal  accounts  of 
the  Debtors  of  the  undertaking,  while  the  Bought  Ledger 
contains  nothing  except  the  Creditors'  personal  accounts, 
and  so  on. 

Assuming,  for  a  moment,  that  a  given  Debtors  Ledger 
contains  nothing  except  Debtors'  accounts  and  debit 
balances  throughout  a  specified  period,  it  is  possible,  by 
the  collection  and  analysis  of  certain   information,  to 

Srepare  an  account  or  statement  showing  at  any  given 
ate  the  total  debit  balances  standing  in  that  particular 
Ledger.  Such  an  account  is  termed  an  "  Adjnstmenb 
Account." 
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The  manlier  in  whiob  an  Adjostment  Aoooont  owi  be 
prepared  is  indioated  in  the  foUowiog  explanatioii — 

la  the  ease  of  a  Debtors  Ledger  the  transHtioiis 
reoor^d  will  cooaiBt  of — 

1.  Debits  to  the  Sondry  Debtors'  accoonts  for  goods 

sold  to  them. 

2.  Credits  appearing  in  the  Bundry  Debtors'  aecoants 

for — 

{fl.)  Cash  received. 

(6)  Bills  received. 

icj  Discounts  allowed. 

(a)  Betnms  Inwards. 

(e)  AUowauoeB  and  other  credits  (if  any )■ 
If,  to  the  total  of  the  Debtors'  balances  appeaiiog  in  the 
Led^gdr  at  the  commenoement  of  the  period  under  review, 
there  be  added  the  total  debit  entries  for  the  period  (1), 
and  ii  from  this  total  there  be  deducted  the  total  of  the 
credit  entries  for  the  perriod  (2  (a),  (b),  (c),  (d),  {e)),  the 
nemaindar  must  necessarily  represent  the  total  oi  the 
debit  balances  appearing  in  the  Ledger  at  the  oloae  of  the 
period. 

An  ftoeonnt  or  statement  prepared  upon  these  lines  will 
be  ia  fact  a  "  total "  or  summarized  account  for  the 
Debtors  Ledger,  containing,  in  condensed  form,  every 
traasaotion  which  appears  in  tbe  Debtors  Ledger  in 
detail,  and  showing  a  balance  which  equals  the  total  of 
the  balances  of  tbe  separate  Debtors'  personal  accounts 
appearing  on  the  Ledger.  In  other  woods,  it  is  a 
"  BommaoT' "  account  for  the  Debtors  Ledger. 

Every  item  posted  during  the  given  period  to  every 
Debtor's  account  in  the  Ledger  in  detail  appears  also  in 
the  Adjustment  Account  prepared  for  that  ledger,  as  a 
part  of  one  or  other  of  the  totals  comprising  tbe  account. 
If,  therefore,  into  an  ordinary  Debtors  Ledger  posted 
m  the  OBoal  way  there  be  interpolated  an  Adjustment 
Account  prepared  for  that  particiUar  Ledger,  and  having 
its  sides  reversed  (i.e.  an  Adjustment  Account  iu  which 
everything  appears  on  the  opposite  side  to  which  it  ap- 
pears in  the  individual  Debtors'  accounts)  the  result  is 
thait  eivery  ordinary  entry  in  the  Ledger  is  compensated 
for  by  an  entry  (in  total)  in  tbe  Adjustment  Account. 
The  «^ct  of  this  compensation  is  that  if  a  Trial  Balance 
of  tbs  Ledger  be  extracted  (including,  of  course,  the 
halsDce  of  the  Adjustment  AjBooout)  both  stdsa  ot  &s 
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Trial  Balance  must  equal  one  another ;  the  Ledger  hu 
thug  become  "  Hlf-ba^cing."  If  the  Trial  Balance  of 
the  Ledger  in  question  fails  to  "  agree  "  it  indicates  that 
an  error  has  heea  made  somewhere  in  that  particular 
Ledger.  An  Adjustment  Account  for  the  purpose  of 
rendering  a  Creditors  Ledger  self -balancing  can  be 
prepared  on  precisely  identi^  principles. 

The  student  should  be  able  to  understand  readily  that 
the  insertion,  in  each  of  a  number  of  Ledgers,  of  an 
Adjustment  Account  relating  to  that  particular  Ledger, 
is  of  great  convenience  in  book-keying.  If  upon  the 
extraction  of  a  Trial  Balance  from  a  Ledger  its  two  sides 
equal  one  another,  the  Ledger  may  be  assumed  to  have 
been  correctly  posted,  and  the  opposite  inference  naturally 
arises  if  disagreement  occurs.  When  Adjustment  Ac 
counts  are  employed  it  no  longer  becomes  a  question 
of  tedious  search  in  order  to  discover  which  out  of  a 
number  of  Ledgers  contains  an  error,  since  the  location 
of  the  error  reveals  itself  clearly,  by  the  mere  fact  that 
the  two  sides  of  the  Trial  Balance  of  that  particular 
Ledger  fail  to  agree. 

An  example  of  an  Adjustment  Account  prepared  for  a 
"  Sold "  Ledger  {i.  e.  a  Debtors  Ledger)  is  on  p.  333. 
This  account  is  constructed  as  it  would  appear  in  ordinary 
use.  The  postings  appearing  in  it  on  either  side  consist 
of  totals  extracted  from  the  books  of  original  entry, 
and  the  starting  balance  was  obtained  from  the  pre- 
vioua  Trial  Balance  of  the  Debtors  Ledger.  A  detaoled 
explanation  of  the  manner  in  which  the  account  is 
prepared  and  its  constituent  elements  arrived  at  may 
more  conveniently  be  postponed  nntil  the  principles 
involved  have  been  completely  set  forth. 

If  an  Adjustment  Account  be  intei-polated  in  a  Debtors 
Ledger  in  the  manner  already  shown,  solely  for  the 
purpose  of  facilitating  the  balancing  of  that  particular 
Le^er,  the  book-keeping,  which,  without  snob  Adjust- 
ment Account,  was  booK-keeping  by  "double  entry," 
would  be  more  correctly  described  as  having  assumed  the 
shape  of  the  "triple  entry"  variety,  if  such  a  term  can 
be  permitted,  In  other  words,  every  transaction  would 
appear  once  on  the  debit  (or  credit)  side  of  the  Debtom 
Ledger,  and  once  on  the  opposite  side  in  some  otha 
Ledger  in  the  ordinary  manner,  and  once  again  (included 
with  numerous  other  items  in  a  total)  in  the  Adjustment 
Account.  The  obvious  advantage  of  rendering  the  Debtors 
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Ledger  "  self -balancing "  would  have  been  gained  by 
maeiidng  an  Adjuatment  Aooonnt  in  it;  but  there  would 
not  have  been  providecl,  anywhere  in  the  system  of  book- 
keeping, compensating  contra  entries  for  the  postings 
appearing  in  the  Adjustment  Acooimt.  The  result  of  this 
condition  of  things  would  be  that  the  "  agreement "  of  the 
combined  Trial  Balance  of  all  the  Ledgers  would  have 
been  destroyed. 

Specimen  Adjustment  Account  ftepi  in  Sold  (Debtors) 
Ledger — 


GENERAL  LEDGER 

ADJUSTMENT  ACCOUNT 

year  ended  Ju 

M  30.  1909                           Or. 

iim. 

£ 

t 

im 

e. 

, 

i. 

Jane  30 

To  Total  C*gli  n- 
ceived      mm 
Debtonfortlie 

S5,T14 

FMl.     1 

Br  Total  Debtora' 
Ibl.  date. 

10,952 

,4 

0 

„« 

tha  hHlf-yeu... 
„  Total      Goods 
retarne-l      by 
Mbtondnrliig 

,. 

le 

/ 

6S.02I 

„    SO 

„  TotmJ        Bllli 

/ 

„    80 

Total  Dibt.^^ 
Balancu       at 
thadoHotChe 
l-lf-J«r 

23,880 

/ 

7S,9S4 

i\ 

-sen 

Folyl 

^U^.'V,' 

23,888 

It  is  eminently  desirable  that,  even  in  the  construction 
of  Adjastment  Accounts,  the  cardinal  principle  of  double 
entry,  viz.  that  every  debit  entry  requires  to  be  compen- 
sated  hy  a  credit  entry,  shall  be  rigidly  adhered  to.  In 
order  to  carry  this  principle  into  effect  it  becomes  necessary 
therefore  to  open  in  one  Ledger  or  other,  an  account 
duplicating  the  postings  made  in  the  Adjustment  Account, 
but  recording  them  on  opposite  sides  to  those  upon  which 
they  appear  m  the  Adjustment  Account.  By  opening  an 
account  of  this  nature  the  "  agreement "  (i.  e.  the  appear- 
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anoe  of  equal  bal&iu»B  on  both  sides)  <A  the  comlunad 
Trial  Baluioe  of  all  the  Ledgeni  is  restored,  and  ^m 
book-ke^nng  becomes,  bo  to  speak,  a  "  qoadrcple  entry  " 
system.  The  "  contra  "  Adjnatment  Acooont  relative  to 
the  "  AdJQstnieat  Aaconnt"  illustrated  above  is^ipended 
as  an  illostratioQ. 

Specimen  "  Contra  "  Adpistmtnt  Account  for  a  Debtors 
Ledger,  as  kept  in  the  "  Private  "  or  "  General "  Ledger — 
DEBTORS  LEDGER  ADJUSTMENT  ACCOUNT 
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This  second  Adjustment  Acconnt,  which  may,  perhaps, 
for  the  sake  of  convenienoe,  be  termed  the  "ooctra" 
Adjustment  Account,  is  usnally  inserted  in  the  "  Nominal," 
"General,"  or  "Private"  Ledger  (whichever  term  is 
used  to  designate  the  Ledger  containing  accomite  other 
than  those  of  Debtors  and  Creditors),  and  its  inclnaion 
therein  has  other  notable  uses  beyond  the  useful  effect  of 
causing  the  combined  Trial  Balance  of  all  the  Ledgers  to 
agree. 

The  Adjustmeirt  Aoeoatt  first  rrfemd  to  t&  oennw- 
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tiffii  witit  the  Debtors  Ledger  (viz.  that  which  is  inserted 
Kt  the  end  of  the  Debtees  Le^er  in  the  form  ot  r 
onrnmary  of  the  Debtors  Ledger  with  the  sides  reversed) 
has  the  effect  of  eansing  the  Trial  Balance  of  the  Debtors 
Ledger  to  agree  exactly,  and  it  derives  this  property  from 
the  fact  thftt  its  balance  exactly  equals  the  total  of  the 
Debtors  balances  ontstandiDg  at  the  date  of  balancing. 
It  sbowB  tiiia  balance  however  on  the  wrong  eide  of  the 
Le^er  for  a  Debtors'  account  from  the  book-keeper's 
point  at  view,  i.e.  on  the  credit  side. 

The  "contra"  Adjustment  Acconnt  in  the  "Private" 
or  "  General "  Ledger,  however,  contains  the  same  total 
as  the  Adjustment  Account  in  the  Debtors  Ledger,  but 
tiie  balance  of  the  former  account  a^iears  on  the  opposite 
side  to  that  upon  which  the  balance  of  the  latter  shows 
iteelf,  viz.  the  debit  side.  The  balance  of  the  *' contra" 
Adjustmeot  Acoount  in  the  "  Private "  or  "  General " 
Ledger  thus  shows  in  one  total  the  combined  balance  of 
the  Debtors'  accounts  appearing  in  the  Debtors  Ledger, 
and  it  reveals  this  balance  as  a  debit  one.  In  other  words, 
ttie  "contra"  Adjustment  Acconnt  in  the  "General 
Jjedger"  shows  at  any  time  the  total  owing  to  the  firm 
by  the  various  Debtors  whose  accounts  appear  in  the 
purticular  Ledger  to  which  the  Adjustment  Account 
relates,  and  it  shows  Uiis  balance  on  the  correct  side  for 
a  Debtors'  acconnt  from  a  book-keeper's  point  of  view, 
i.e.  on  the  debit  side. 

If  similar  "contra"  Adjustment  Accounts  are  created 
in  the  General  Ledger  for  all  the  Debtors  Lexers,  and 
abo  for  all  the  Creditors  Ledgers  (for,  needlees  to  say, 
Adjustment  Accounts  can  be  designed  for  any  type  of 
Ledger  upon  similar  print^les  to  those  previously 
explained  as  applicable  to  Debtors  Ledgers),  and,  in 
addition,  for  all  other  Ledgers  of  whatsoever  kind  they 
may  be,  the  result  is  that  the  General  Ledger  contains,  in 
a  condensed  form,  a  statement  of  the  whole  of  the  firm's 
financial  position,  and  permits  a  Trial  Balance  to  be 
easily  and  expeditioosly  made  without  the  necessity  of 
l^xirioufily  extracting  the  individual  baiances  of  all  the 
Debtors'  and  Creditors'  personal  acoOEots. 

The  General  Ledger  also  becomes  self -balancing,  subject 
to  the  inolnsion  of  the  Cash  Book  balance,  *.  e.  a  TnaX 
l^tance  of  the  General  Ledger  should,  if  the  Cash 
balraioe  be  brooghfe  into  a«ooant,  show  debit  and  credit 
totals  which  equal  one  another. 
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The  value  and  conTenieDoe  of  these  facilities  ia  obviooBly 
very  great  in  the  caBe  of  buBineases  where  the  Debtors 
and  Creditors  Ledgers  are  numerous  and  contain  much 
detail,  and  where,  but  for  this  system  of  Adjustmeat 
Accounts,  any  preparation  of  financial  statements  would 
have  to  be  postponed  until  the  combined  Trial  Balance  of 
all  the  Ledgers  had  been  made  to  agree. 

Id  actual  practice  an  Adjustment  Account,  as  kept  in 
a  Debtors  liedger,  is  not  styled  the  Adjustment  Account 
for  that  Ledger,  but  is  styled  the  Adjustment  Account  for 
the  Ledger  in  which  the  "  contra  "  Adjustment  Account 
appears.  An  Adjustment  Account  kept  in  a  Debtors 
Ledger,  and  corresponding  to  a  "contra"  Adjustment 
Account  in  the  General  Ledger,  will  thus  usually  be 
called  the  "  General  Ledger  Adjustment  Account " ;  upon 
similar  principles  the  relative  "contra"  Adjustment 
Account,  as  kept  in  the  General  Ledger,  would  usually 
be  called  the  "Debtors  Ledger  Adjustment  Account," 
or  the  "  Sold  Ledger  Adjustment  Account,"  as  the  case 
might  be. 

Id  the  fore|oing  remarks  it  has  been  assumed  that 
a  "Debtors"  Ledger  contains  nothing  except  "debit" 
balances;  and  as  an  aid  to  the  esplanatiou  of  the  theory 
of  self-balanoiag  Ledgers  this  assumption  is  a  useful  one. 
In  practice,  however,  the  "Debtors"  Ledgers  occa- 
sionally contain  a  few  small  credit  balances  arising  out 
of  the  fact  that  goods  have  been  returned,  or  allowances 
made,  or  from  other  small  matters  of  this  nature.  Where 
items  of  this  kind  exist,  the  relative  Adjustment  Account 
in  the  "Debtors"  Ledger  and  the  "contra"  Adjust- 
ment Account  in  the  "  General "  Ledger  show  the  net 
balance  of  the  Debtors  Ledger,  i.  e.  the  chfferenoe  between 
the  total  of  the  Debtors'  balances  (which  will  be  large) 
and  the  total  of  the  few  occasional  credit  balances  (which 
will  usually  be  insignificant).  The  fact  that  a  "  contra  " 
Adjustment  Account  kept  in  the  General  Ledger  for  any 
other  Ledger  shows  a  "net"  balance  for  the  Ledger  to 
which  it  relates,  must  be  borne  in  mind  when  using  the 
Trial  Balance  of  the  General  Ledger  as  an  approximate 
Balance  Sheet  or  statement  of  the  financial  position ;  if 
the  few  credit  balances  appearing  in  a  "  Debtors " 
Ledger,  or  the  few  debit  balances  appearing  in  a 
"  Creditors  "  Ledger  (for  the  latter  may  arise  out  of 
circumstances  the  converse  of  those  enumerated  above), 
amount  to  a  substantial  sum,  the  Trial  Balance  of  thja 
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General  Ledger  ia  noti  &  completely  Batisfaotory  indes  to 
(he  finonciaj  position  in  all  its  details. 

It  liae  already  been  mentioned  that  AdJDstment 
Accounts  are  prepared  for  Creditors  Ledgers  aa  well  as 
for  Debtors  Ledgers.  An  Adjustment  Account  prepared 
for  use  in  a  Trade  Creditors  Ledger  will  ueaally  contain 
the  following  items — 

First,  on  the  debit  side  of  the  Adjustment  Aocount  in 
the  Creditors  Ledger  and  on  the  credit  side  of  the  corre- 
sponding "contra"  Adjustment  Account  in  the  General 
Ledger — 

1.  The  total  Creditors'  balances  (or  the  difference 

between  the  total  Creditors'  balances  and  the 
few  debit  balances  appearing  in  the  Creditors 
Ledger)  at  the  commencement  of  the  period 
covered  by  the  Adjustment  Account. 

2.  The  total  purchases  made  from  Creditors  for  the 

period. 

3.  Any  other  transactions  appearing  to  the  credit  of 

various    persons'   accounts   in    the    Creditors 

Ledger,  and  any  transfers  to  accounts  in  other 

Ledgers. 

Second,  on  the  credit  side  of  the  Adjustment  Account 

in  the  Creditors  Ledger,  and  on  the  debit  side  of  the 

corresponding    "contra"    Adjustment   Account    in    the 

General  Ledger — 

1.  The  total  of  the  payments  to  Creditors  for  the 

given  period. 

2.  The  total  of  the  discount  allowed  by  Creditors  for 

the  given  period. 

3.  The  total  of  the  Bills  Payable  given  to  Creditors 

for  the  given  period. 
i.  The  total  of  the  goods  returned  to  Creditors  over 

the  given  period. 
5-  Any  other  transactions   appearing  to  the  debit 

of  various  persons'  accounts  in  the  Creditors 

Ledger,  and  any  transfers  to  accounts  in  other 

Ledgers. 

The  balance  of  such  Adjustment  Account  shows  the 
total  due  to  the  Creditors  at  the  close  of  the  period  under 
review,  or,  if  there  be  any  debit  balances  appearing  in  the 
Creditors  Ledger,  the  "  net  balance  "  of  that  Le^er. 

In  the  oase  of  au  Adjustment  Account  for  a  Debtors 
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Ledger,  Eunounta  written  off  to  the  Bad  Debts  Aecoont  aft 
the  end  of  the  year  require  to  be  passed  tbrougb  tha 
AdjaBtment  Acconnt,  in  common  with  all  other  entrieB 
afEeotine  the  Ledger. 

Forms  of  an  Adjustment  Account  prepared  for  inser- 
tion in  a  Creditors  Ledger  and  the  rdadre  "contra" 
Adjustment  Account  which  would  appear  in  the  General 
Ledger  are  appended. 

Adjustment  Account  aa  kept  in  a  Creditors  {Sought) 
Ledger — 

"GENERAL  LEDGER"  ADJUSTMENT  ACCOUNT 
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"  Contra "  Adjustmmt  Account  as  kept  in  the  General 
Ledger — 


JaneB< 

To  Total  Ratorna 

„  Total  Caab 

',',  Total  BlUa 
PajaWa  

..  Balan.-a  carrlMl 
lorvard  ...... 

£. 

i,m 

10,050 
23,594 

t.d. 
14  t 

sis 

1909. 
InnatO 

By  Balnea  

„  Total  PnrcbaBci 

£ 

84,021 

io9,aM 

-r 
It't 

iat,S48 

By  Balance  bnngUt 

193,348 

10  9 

28,594 



The  general  nature  and  uses  of  Adjustment  Accounts 
having  thus  been  outlined,  there  remains  still  to  be 
explained  the  method  of  thdr  preparation. 
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BoUi  the  Adjoshoent  Aeoonnt  in  the  Peraonal  Ledgei 
and  tfae  cocre^wnding  "oontra"  Adjustmont  Ao(x>tmt  in 
tbe  General  Xiedger  must  start  with  ths  total  beioDoea 
'  (or,  aJtamatively,  the  difierence  between  the  total  debit 
ka.la.D0e8  and  the  total  credit  balances)  spearing  on  the 
Ledger  at  the  commeacement  of  a  given  period.  These 
details  axe  obtained  from  the  Trial  Balance  of  the  Ledger 
extracted  at  the  commencement  of  the  period,  and  Uie 
requisite  entry  is  made  direct  in  the  Adjustment  Account 
and  "contra"  Adjustment  Account,  on  one  side  of  the 
one  account,  and  on  the  opposite  side  of  the  other. 

Where  there  is  more  than  one  Bought  (Creditors)  and 
one  Sold  (Debtors)  Ledger  in  use,  and  Adjustment 
Accounts  are  kept  for  each  Ledger,  it  is  desirable  to  keep 
separate  Purchases  Journals  and  Sales  Journals  for  each 
Bought  and  Sold  Ledger.  The  total  purchases  or  sales 
shown  by  each  separate  Purchases  and  Sales  Journal 
are,  of  course,  posted  to  the  "  Purchases  "  and  "  Sales  " 
accounts  in  the  ordinary  way,  and  the  fact  that  separate 
books  are  kept  is  useful  mainly  for  the  purposes  of  the 
Adjustment  Accounts.  Each  Purchases  Journal  and 
each  Sales  Journal  contains  the  purohasea  and  sales 
relative  to  its  respective  Ledger,  and  these -totals  are 
required  for  insertion  in  due  course  in  the  Adjustment 
and  "contra"  Adjustment  Accounts. 

The  total  amount  of  the  purchases  shown  by  each 
BCTi^rate  Purchases  Journal  is  posted  to  the  debit  of  the 
Adjustment  Account  created  in  the  Bought  Ledger,  and 
also  to  the  credit  of  the  relative  Bought  Ledger  "  oontra  " 
Adjustment  Account  kept  in  the  General  Ledger. 

The  total  of  the  sales  as  shown  by  eaoh  separate  Sales 
Journal  is  posted  to  the  credit  of  the  Adjustment  Account 
created  in  the  Sales  Ledger,  and  also  to  the  debit  of  the 
relative  Sales  Ledger  "oontra"  Adjustment  Account 
kept  in  the  General  Ledger. 

Where  no  separate  Sales  and  Purchases  Journals  are 
kept  fof  the  separate  Sold  and  Bought  Ledgers,  the  total 
of  the  sales  and  purchases  applicable  to  eaoh  individual 
Ledger  must  be  obtained  by  means  of  analyzed  Sales  and 
PoTchases  Journals,  similar  in  principle  to  those  set 
forth  on  pages  59  and  64,  analysis  columns  bein§  included 
for  ea<^  separate  Ledger,  and  each  transacbon  being 
extended  into  its  relative  Ledger  analysis  column.  The 
totals  of  the  purchases  and  sales  shown  at  the  end  of  a 
p^k>d,  applic&bie  to  any  given  Ledger,  must  be  entered 
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in  the  Adjustment  and  "contra"  Adiustment  Accoimts 
for  that  Ledger  upon  the  lines  previously  laid  down. 
The  foregoing  explanation  has  shown  how  to  compile — 

1.  In  the  case  of    a   Bought  Ledger  Adjustment 

Account,  (a)  the  starting  balance,  {h)  the  total 
of  the  purchases  for  the  period  («.  e.  the  whole 
of  the  deUi  side  of  the  account  with  the 
exception  of  any  special  items). 

2.  In  the  case  of  a  Sold  Ledger  Adjustment  Account, 

(a)  the  starting  balance,  {b)  the.  total  of  the 
sales  for  the  period  {i.  e.  the  whole  of  the  credit 
side  of  the  account  with  the  exception  of  any 
special  items). 
The  other  sides  of  the  Adjustment  Accounts  are  made 
up  of — 

1.  Gash  receipts  (Sold  Ledger)  or  payments  (Bought 

Ledger). 

2.  Discounts    allowed    (Sold   Ledger)    or   receiyed 

(Bought  Ledger). 

3.  Bills  received  (Sold  Ledger)  or  accepted  (Bought 

Ledger). 

4.  BetFurns  Inwards    (Sold    Ledger)  or    Outwards 

(Bought  Ledger). 

5.  Transfers  to  other  Ledgers  and  special  transacdong 

(both  Ledgers). 

In  order  to  ascertain  the  total  cash  transactions  (receipts 
or  payments)  applicable  to  the  various  Ledgers,  Analysis 
Columns,  headed  with  the  name  of  the  appropriate 
Ledger,  are  inserted  in  the  Cash  Book ;  in  these  analysis 
columns  all  the  debit  or  credit  entries  relating  to  the 
respective  Bought  or  Sold  Ledgers  are  extended  as  and 
when  they  are  entered  in  the  Cash  Book.  These  analysis 
columns  form.no  part  of  the  ordinary  Double  Entry 
system,  but  merely  serve  to  compile  the  necessary  totals 
for  subsequent  inclusion  in  the  Adjustment  Accounts  at 
the  end  of  the  given  period.  The  totalB  of  these  analysis 
columns  must  be  carried  forward  from  page  to  page  until 
the  end  of  the  desired  period,  and  their  use  is  anal<^ous  to 
the  employment  of  the  analysis  columns  suggested  above 
as  an  alternative  method  of  obtaining  the  totals  of  Ledger 
postings  in  connection  with  the  Purchases  and  Sales. 

An  elementary  form  of  Cash  Book  including  these 
analysis  columns  will  be  found  on  page  344.  This  book 
has  been  used  in  an  example  which  has  been  appended  in 
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order  to  illustrate  the  worbmg  of  Adjnatment  AooonntB 
generally.  The  student  may  be  reminded  that  as  many 
analysis  columns  will  be  necesaary  in  tbe  Cash  Book  as 
there  are  Adjustment  Accounts  to  oe  prepared. 

The  manner  in  which  the  total  discounts  allowed  (or 
received),  tbe  total  bills  received  (or  accepted),  the  total 
retoTDS  inwards  (ot  outwards),  and  the  total  of  special 
transactions  needed  for  insertion  in  Adjustment  Accounts 
kept  for  Sales  (or  Purchases)  Ledgers  are  collected,  varies 
to  a  great  extent  with  the  volume  of  these  traDsactioos 
passing  through  the  Ledger.  Where  a  three-column 
type  of  Gash  Book  is  kept,  the  Cash  Discounts  allowed 
ot  received  will  be  incorporated  in  the  Adjustment  Ao- 
counts  in  company  with  the  cash  transactions  to  which 
they  relate,  and  no  special  provision  for  their  ascertain- 
ment is  therefore  necessary.  In  the  case  of  special 
discounts,  recorded  probably  in  the  Journal,  tbe  circum- 
stances are  different,  and  these  items  are  usually  obtained 
by  careful  search,  either  in  the  Jonmal  or  in  any  other 
book  of  original  entry  in  which  they  may  appear.  They 
must  be  arranged  on  anal^is  paper,  according  to  tbe 
respective  Bought  or  Bold  Ledger  to  which  they  relate, 
and  the  total  of  them  mnst  be  tncladed  on  the  appropriate 
sides  in  the  Adjustment  and  "  contra"  Adjustment  Ac- 
counts. In  order  to  obtain  the  totals  of  Betums  (inwards 
and  outwards),  and  Bills  (received  or  accepted),  and  other 
classes  of  transactions  reqoired  to  be  included  in  the 
Adjustment  Accounts,  analysis  columns  similar  to  those 
inserted  in  the  Cash  Book,  Purchases  Book,  and  Sales 
Book  are  usually  inserted  in  the  particular  book  of  original 
entry  through  which  these  items  pass.  As  the  transactions 
are  entered  in  these  books  of  original  entry  immediately 
upon  tbeir  occorrence,  they  are  extended  into  (i.e.  inserted 
in)  tbe  appropriate  analysis  column  relating  to  the  Ledger 
into  whu^  they  are  finally  posted.  These  analysis 
columns  are  added  up  in  tbe  ordinary  way  at  the  end 
of  the  period  under  review,  and  the  totals,  representing 
tbe  totfde  of  those  individual  classes  of  transactions  applic- 
able to  particular  Ledgers,  are  placed  in  tbe  Adjustment 
Account  as  kept  in  the  Ledger  in  question,  and  in  the 
corresponding  "  contra  "  Adjustment  Account  as  kept  in 
the  General  Ledger ;  in  tbe  latter  they  appear  on  the 
same  side  of  the  account  as  that  upon  which  the  detailed 
postmgs  in  tbe  individual  Ledger  accounts  are  shown, 
and  in  the  former  they  appear  on  tbe  opposite  side  of 
the  account. 
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Abj  ^>eoiaI.  or  Qnasiul  troosKctioDS  which  may  appear 
in  the  I^dgeis,  and  any  traosfers  as  between  one  Ledger 
and  another,  must  b«  brought  into  the  AdjostiDeak 
Accounts.  Transactions  of  this  type  are  apt  to  be  for- 
gotten in  compihng  the  Adjustment  Accoonts,  aod  in 
order  to  obviate  this  difficulty  a  special  memoraodam 
book,  or  "Transfer  Jonntal,"  ruled  to  suit  the  special 
circumstances  of  the  Easiness,  is  frequently  employed. 

An  elementary  example  is  annexed  in  which  the 
system  of  Self- balancing  Ledgers  is  illustrated.  In  this 
esample  only  one  Bought  and  one  Sold  Ledger  have  been 
employed  in  addition  to  the  General  Ledger,  but  the  prin- 
ciples involved  in  the  keeping  of  Adjustment  Accounts 
for  any  number  of  Ledgers  are,  of  course,  identical 

The  classes  of  transactions  shown  as  passing  through 
the  Bought  and  Sold  Ledgw-s  are  confined  to  Cash,  Dis- 
counts, Purchases,  Sales  and  Ketums  ^inwards  and 
outwards) ;  in  actual  practice  numerous  additional  classes 
or  types  of  transaction  frequently  arise,  and  require  to 
be  duly  included  in  the  Adjustment  Accounts.  In  such 
cases  the  collection  of  the  requisite  totals  is  almost  in- 
variably effected  by  the  employment  of  analysis  oolumnfl 
in  the  appropriate  book  of  original  entry. 

The  Trial  Balance  of  Henry  Brown  on  January  1, 
1909  was  as  under — 


Dr.  Ca. 


Caih  al  the  Bank 
DeUor3 — 

H.  Browning  . 

J.  Jones. 

O.  BoberU      . 


Creditors — 

F.  Lucien 
J.  Haberl 


2,142  12    : 
1,851    6    ' 


t  19    0    £3,903  19    0 


5ia  transactions  (or  the  month  of  January  were  as 
follows — 


p:h»Google 
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Jul.    1.    Drew  from  the  Bank  for  office  caah 
„       2.     B<Mu;ht  goods  of  L.  Leon  (on  credit) 
„        5.     SoIiIkoikIb  to  H.  Browiiiiie(onoredit)  . 
„      10.     PKid  L.  Leon  on  account  (by  cheque) 

Being  allowed  dUuouot 
„      10.     Faid  F.  Lucien  on  account  (by  cheque)    . 

Being  allowed  discount 
„      10.     Paid  J.  Hubert  (by  cheque)    . 
^      12.     Bought  goods  of  iJ.  Leon  (on  credit) 
„      13.     Sold  goods  (on  credit)  to  H.  Browning    . 
,,      13.     Sold  goods  to  J.  Jonea 
,,      13.     Sold  gooda  to  M.  Weaver 
„      U.     Reoeivedfrom  H.  BroirniQgchequefor  . 

And  banked  the  sune. 
„      14.     Allowed  H.  Browning  discount 
„      15.     Received  from  M.  Weaver  cheque  for    . 

And  banked  the  same. 

„      16.     J.  Jones  returned  as  unsuitable  certain  gooda 

sold  to  him  on  the  13th  inat. — allowed  him 

full  invoice  price  therefor  .... 

„      17.     Bought  gooda  from  L.  Leon  (on  credit)  .     . 

„      18.     Retumt3  to  L.  Leon  half  the  gooda  bought 

from  him  on  the  17th  init.  as  "not  up  to 

„      19.     Paid  l^  cheque  aalaries  and  wages  to  date 

„     19.     Paid  L.  Leon  on  account  (by  cheque)     . 
Being  allowed  disoount 

„      ^.     Bought  goods  from  F.  Lacieu  (on  credit) 

„  23.  Return^  to  F.  Lucien  the  whole  of  tlie  gooda 
supplied  by  bim  on  the  22iid  January,  goods 
trf  a  wrong  description  having  been  supplied    103  19    6 

„  24.  Pud  from  office  cash  sundry  charges  on  the 
goods  returned  to  F.  Lucien  as  unsuitable, 
which   charges  are  to  be   debited  to  his 

„      28.     Sold^iods  to  M.  Weaver  (on  credit)      .         .     200    9    S 
„      30.     W.   Weaver  returned  part  of  the  goods  sold 

to  him  on  the  28th  inst.,  invoiced  at.         ,       10    9    6 
„      30.     And  forwarded  his  cheque  for        .         .         .     100    0    0 

Which  was  duly  banked. 
„  30.  Allowed  M.  Weaver  discount  .  .  .  10  0 
„  31.  Paid  (by  cheque)  wages  and  golaries  to  date  .  15  4  6 
„  31.  Paid  from  office  cash  sundry  expenses  to  date  3  8  4 
The  foregoing  trajisactions  are  to  be  entered  in  Henry 
Brown's  Ledgers,  consisting  of  a  General  Ledger,  a  Bought 
Ledger  and  a  Sold  Ledger.  The  Bought  and  Sold  Ledgers 
are  to  be  made  self- balancing. 

At  the  close  of  the  period  covered  by  the  traneactions, 
sep&rate  Trial  Balances  of  each  of  the  Ledgers  are  to  be 
fvepared.  Trading  and  Profit  and  Loss  Accouiits  and  a 
Balance  Sheet  are  not  required,  as  the  exercise  is  merely 
to  exemplify  the  working  of  the  system  of  self- balancing 
Ledgers  and  Adjaetment  Accounts. 
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2  Stodc  Account 


H.  Brown,  C&pital  Account 


Jui.  1    Bjr  Bslano 


ScUaries  and  Wages 


Jan.  18 

ToBanH 

t 

e. 

. 

d 

0 

1909. 
rui.31 

Br  BtUvM  car- 
ried down 

v/ 

JO 

' 

A 

To  BiUniK 

£ 

60 

* 

9 

" 

< 

• 

V 

Duo 

>u 

Dt 

Account 

Cr 

S 

190». 
Jul  SI 

"rlod  down 

s/ 

£ 

\ 

; 

1909. 
ran.  81 

Jsn-Bl 

By  DiacouDt  re- 

£ 

. 

J4 

„    81 

By    BaUsoe 
broo^t  down 

la 

0 

0 

.|. 

.. 

0 

0 

Purchases  Account 


Book...     P.      911 


['^"^l»^^- 

* 

«0£ 

11 

«oe 

" 

>. 

,o 

^ 

■' 

SELF-BALANCING  LEDGERS 
Returns  I  awards 


0.  SllTo  Bstnns. 


Retnnu  Oatmrds 


; 
ii 

)«1.3I 

By  Returns, 

£1852 

Bonght  Ledger  Adjustment  Account 


IWW. 
Ju-tl 

To   Total  Cub 
uid  IHuounC 

aL. 

a   4. 

'  ,Ti 

Br  Total  Credit- 

■t  thla  date... 

aL 

i    ' 

! 
1 ' 

„ 

• 

Oatmid    tor 

aL. 

c^a  Bwk) 

B.L. 

;  '" 

s 

Titd  ronnrd, 
being    the 
Tntaldsdltore 
•tthta  <!.».„ 

x/ 

g 

/ 

« 

a.ofi3i 

"    im. 

£ 

3,  OSS 

16 

0 

Bt    BaJancs 
blODght  down 

v' 

1,TS! 

s 

Google 


348       BOOK-KEEPING  AND  ACCOUNTS 
12  Sold  Ledger  Adjustment  Account 
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TABrLAS  OB  COLDUHAB  BOOK-KEEFIHO 

What  IB  commonly  known  as  the  "  Tabolar "  or 
"  Columnar  "  Bystem  of  book-keeping  is  not  a  distinctive 
system  of  accounting,  indeed  it  cannot  be  designated  a 
"  system "  in  the  same  sense  in  nbich  the  Double  Entry 
method  is  so  described.  The  term,  in  this  connection, 
merely  expresses  the  fact  that,  in  certain  cases,  books 
which  have  been  ruled  with  many  analysis  colomns,  in 
order  to  adapt  them  to  the  special  requirements  of  a 
particular  business,  have  been  substituted  for  the  ordinary 
forms  of  Cash  Books,  Journals  and  Ledgers  commonly  em- 
plpyed.  The  onderlying  principles  of "  columnar"  book- 
keeping are  those  of  the  Double  Entry  system,  although, 
in  order  to  minimize  labour  and  concentrate  items  of 
a  like  nature,  its  customary  forms  are  more  or  less 
abbreviated  and  condensed. 

In  cases  where  columnar  rulings  are  employed  in  Double 
Entry  book-keeping  it  does  not  necessarily  follow  that  all 
the  books  in  or^ary  use  are  of  a  uniformly  "  columnar" 
nature  ;  the  insertion  of  additional  columns  is  purely  a 
matter  of  convenience  and  adaptability.  An  ordinary  Cash 
Book  may,  in  a  given  case,  be  used  in  conjunction  with  a 
"  columnar  "  Ledger,  a  columnar  Purchases  Journal  may 
work  in  unison  with  an  ordinary  form  of  Ledger,  and 
so  on, 

Colunuiar  Journals. — These  are  Journals  or  Day 
Books  ruled  with  a  greater  or  lesser  number  of  additional 
columns  to  meet  the  needs  of  varying  circumstances. 
Such  additional  columns  may  be  inserted  (a)  in  order  to 
obviate  the  separate  posting  to  the  Ledger  of  each  indi- 
vidual item,  and  to  permit  posting  in  totals,  (h)  to  analyze 
transactions  as  between  departments  in  order  to  facihtate 
the  preparation  of  departmental  Trading  and  Profit  and 
Loss  Accounts,  (c)  for  the  purpose  of  preparing  Adjust- 
ment Accounts  for  individual  Ledgers,  or  {d)  to  provide  any 
additional  information  which  may  be  desired. 

The  forms  of  Purchases  Book,  Sales  Book,  Betnms  In- 
wards and  Outwards  Books  previously  given  on  pages  59, 
64  and  88  are  of  a  columnar  nature,  and,  subject  to  any 
additional  modifications,  are  such  as  can  be  used  in  order 
to  fulfil  objects  (a),  (b)  and  (p)  mentioned  above.  The 
forms  of  Bills  Payable  and  Bills  Keceivable  Books  illus- 
trated on  page  81  are  also  of  a  columnar  nature,  their 
object  being  to  permit  the  posting  of  Bills  Payable  and 
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Bills  Beceivable  to  the  Ledger  in  totals,  aa  'well  aa  to 
fumiah  all  neoeBsary  information  regarding  the  billa. 

On  p.  3S3  is  UluBtrated  a  further  form  of  columnar 
JoQfnal,  which  provides  a  classified  record  not  only  of 
pnrchasea  (as  is  the  case  with  an  ordinary  Parohases 
Book)  but  also  of  expenses  incurred.  In  using  this 
Journal  the  postings  to  the  credit  of  the  personal  accounts 
are  made  according  to  the  items  inserted  against  each 
name  in  the  "  total  column,"  and  at  the  end  of  any  given 
financial  period  the  various  purchases  and  espense'a 
columns  are  added  up,  the  totals  being  then  posted  to  the 
debit  of  the  respective  purchases  or  expense  accounts  in 
the  Ledger. 

Columnar  Caali  Books. — The  form  of  Cash  Book 
illustrated  on  page  344  in  connection  with  the  pre- 
paration of  Adjustment  Accounts  furnishes  an  example  of 
a  Columnar  Cash  Book.  The  analysis  columns  there  in- 
serted in  order  to  colleet  all  the  items  relating  to  the  Sold 
and  Bought  Ledgers  could  be  equally  well  used  as 
columns  for  the  purpose  of  collecting  items  of  expenditure 
or  income  in  a  classified  form.  If  analysis  columns  are 
thus  used  in  a  Cash  Book  in  order  to  collect  expenses  into 
totals  for  posting  purposes,  each  item  of  expense  is  ex- 
tended into  its  appropriate  colunm  in  addition  to  b^ng 
entered  in  the  ordinary  way  in  the  "  Cash  "  or  "  Bank  " 
columns  proper,  and,  at  the  close  of  any  given  period,  the 
totals  of  these  "  expenses "  columns  are  posted  to  the 
debit  of  the  various  expenditure  accounts,  thus  obviating 
all  tedious  posting  of  details. 

Analysis  columns  can  be  used  on  the  debit  side  of  a 
Cash  Book  for  the  purpose  of  collecting  income  into  eoit- 
able  totals  for  posting,  in  the  same  manner  in  which 
expenses  are  treated. 

An  example  of  a  Colmnnar  Cosh  Book  is  on  p.  355,  in 
which  analysis  columns  are  included  for  collecting  various 
items  of  income  and  expenditure  under  appropriate  head- 
ings for  anbaequent  Ledger  posting.  In  practice  a  larger 
pumber  of  analysis  columns  would,  in  alt  probabiUty,  be 
inserted  on  the  credit  side  of  the  book  in  order  to  make 
the  classification  of  the  expenses  more  exhaustive.  The 
form  which  is  here  shown  ijs  that  designed  for  a  dispensary 
supported  by  subscriptions  and  donations.  It  will  suitably 
illustrate  the  main  principles  involved. 

Columnar  Lod^rs  are  usually  met  with,  in  piactice, 
to   connection  with  personal  accounts;    they  are  not 
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generally  suitable  for  the  racord  of  Qomiu&l  acooimtB, 
although  columoar  rulings  are  employed  in  the  case  of 
some  nominal  accounts ;  for  esample :  they  will  be  found 
in  the  "  Purchases "  and  "  Salee  "  Accounts  given  on 
pages  59  and  64,  which  are  columnar  in  fonn. 

Where  an  undertaking  is  compelled,  by  the  natuire  of  its 
operations,  to  keep  a  largd  number  of  personal  accounts 
(usually  for  debtors  or  customers)  whi^  are  identical  in 
form,  and  contain  item^  of  a  stereotyped  nature,  it  is 
possible  to  employ  a  Ledger  suitably  ruled  in  the  oolumnat 
method  to  accord  with  the  nature  of  the  items  needing 
record,  and  thereby  to  economize  both  time  ana 
labour.  All  that  is  necessary  in  order  that  a  Ledger 
shall  comply  with  the  principles  of  Double  Entry  book- 
keeping is — 

1.  That  the  Debit  items  shall  be  grouped  by  them- 

selves apart  from  the  Credit  items. 

2.  That  the  total  of  either  class  of  item  shaU  be 

visible,  and  consequently  that  the  "  balance  "  of 

the  account  shall  be   capable  of  being  readily 

ascertained. 

Provided   that   these    requirements   are   complied  with, 

strict  adherence   to  the  ordinary  form  of  Le%er  ruling 

(as  given  on  page  31)  is  a  matter  of  option  and  con- 


In  the  ordinary  form  of  Ledger  account,  debit  items  are 
ranged  underneath  one  another  on  one  side  of  the  page, 
and  credit  items  are  similarly  ranged  on  the  other  side 
of  the  page.  In  colamaar  Ledgers  the  debit  items  are 
frequently  ranged  side  by  side  on  the  same  line  across 
one  part  of  the  page,  the  credit  items  being  similarly 
ranged  side  by  side  across  the  other  side.  It  is  as  easy 
to  add  together  items  ranged  horizontally  across  a  page 
as  to  add'the  same  items  ranged  vertically.  The  making 
of  additions  horizontally  is  termed  "cross  casting,"  as 
opposed  to  the  term  "  casting,"  which  is  used  to  desig- 
nate additions  made  perpendicularly  in  the  ordinary  way. 

When  Ledger  accounts  can  be  kept  on  a  single  line 
across  a  page  it  will  be  obvious  that  one  page  can  accom- 
modate a  number  of  accounts,  and  if  i^  the  Ledger 
accounts  of  a  given  class  consist  of  the  same  number  of 
wmilar  items,  columns  can  be  hiled  perpendicularly  to 
separate  the  debit  from  the  credit  itepis.  Many  undertak- 
ings supplying  commodities  of  special  types  to  numerous 
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enatomers  find  that  their  Debtors'  Ledger  acooQnts  ta.ll 
within  the  deacriptioQ  given  above;  for  instance,  in  the 
case  of  a  Water  Company,  the  only  debits  in  each  con- 
Bumer'a  account  for  a  given  period  will  be  (1)  for  water 
supplied,  (2)  for  any  arrears  brought  forward,  and  (3)  for 
any  extra  charges,  such  as  those  for  escess  supply  or 
gardeo-hose  supply ;  similarly,  the  credits  will  be  for  (1) 
cash  received,  (2)  allowances  made,  (3)  any  outstanding 
balance  carried  forward. 

In  such  a  case  a  columnar  Ledger  can  be  employed  to 
record  the  customers'  accounts  tor  a  given  period,  the 
account  for  each  consumer  occupying  one  hne  across  the 

fiage,  the  debit  items  being  separated  from  the  credit 
terns.  If  the  width  of  the  book  is  sufficient  the  single 
line  containing  each  personal  account  can  be  made  to 
serve  for  two  or  more  periods,  if  so  desired. 

A  form  of  a  Water  Company's  "  Consumers  Ledger  "  is 
given  on  pa^e  358. 

In  the  above  form  the  account  of  each  consumer  occu- 
pies a  single  line,  the  number  of  the  house  occupied  being 
ineerted  in  column  7,  instead  of  the  name  of  the  occupier, 
the  latter  not  always  being  known  to  the  Water  Company. 

Column  1  contains  the  debit  balance  brought  forward 
from  the  previous  period ;  columns  3  and  5,  with  their 
appropriate  folio  columns  2  and  4,  contain  credit  postings 
for  cash  received  on  account  of  these  arrears,  or  for 
allowances  made  in  respect  of  them.  If  arrears  are 
duly  collected  the  total  of  the  items  in  columns  3  and 
5  should  equal  the  balance  brought  forward  in  column 
1 ;  and,  if  any  items  remain  uncollected  when  the  nest 
charge  for  water  falls  due,  the  amount  in  column  1 
must  he  regarded,  together  with  the  items  in  columns 
9  and  10  (see  l>elow),  as  falling  due  in  the  period 
under  review. 

Columns  9  and  10  contain  the  amounts  due  for 
supply  during  the  period  to  which  the  account  specially 
relates;  their  total  is  extended  into  column  11,  and 
this  column  (coupled  with  any  unpaid  arrears  in 
column  1)  shows  the  total  amount  due  from  the  con- 
sumer. 

All  cash  received  from  the  consumer  is  inserted  in 
column  13,  and  is  posted  from  the  Cash  Book;  any 
allowances  made  are  inserted  in  column  15,  the  total 
of  these  two  columns  is  inserted  in  column  16,  and, 
by  the   deduction   of  this   latter   total  from   the  total 
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shown  as  doe  inooluma  11  (with  any  loog  outstaDding 
amars  in  o<rfiimn  1),  the  balance  due  from  each 
coneumer  at  the  end  of  the  period  is  obtained  for  in- 
sertion in  oolamn  17.  This  baUnce  forma  the  starting 
baknoe  for  the  next  period. 

As  regards  the  oontra  entries  for  the  items  ioserted 
in  the  columns,  the  oash  reoeived  is  inrariablf  posted 
bom  the  Gash  Book,  and  the  aUonanoes  are  posted 
from  the  Allowances  Journal,  the  "  Allowanoes  "  Ledger 
afiffonnt  being  debited  in  the  ordinary  way. 

The  totals  to  be  credited  to  "  Water  supplied  "  and 
"  Szceas  Supply  and  Extras  "  aeconnls  in  the  Ledger  can 
be  obtained  by  adding  up  oolumns  9  and  10  perpen- 
dicnlariy. 

The  whole  of  the  colamos  ahoold  be  cast  at  the  end 
of  the  page,  and  all  totals  should  agree,  i.e.  the  oom- 
bmed  totals  of  columns  1,  9  and  10  should  equal  the 
combined  totals  of  columns  3,  5,  13,  15  and  17 ;  or, 
ahematively,  tbe  combined  totals  of  columns  1  and  11 
should  equal  the  comblaed  totals  of  oolumns  3,  b,  16 
and  17. 

Columnar  Ledgers  of  this  type  can  be  used  with  much 
advantage  for  ondertakings  supplying  a  single  homo- 
geneous commodity  in  bulk  or  by  measure,  e.g.  for 
tias  or  Eieotrioity.  Ledgers  of  this  form  are  also 
used  by  Dairies  (for  milk,  butter  and  eggs  supplied), 
by  Bakers  (fnr  bread  BU|^>lied),  and  by  other  tradesmen 
dealing  in  similar  commodities. 

The  other  type  of  Columnar  Ledger  commonly  met 
wi^  proceeds  upon  similar  lines,  with  the  exception 
that  the  accounts  contained  therein  are  ranged  vertically 
instead  of  horizontally ;  the  detail  headings  b^g  placed 
down  the  page  on  the  extreme  left-hand  side  instead  of 
across  it.  Addition  of  the  items  in  each  personal  account 
is  made  vertjcally  instead  of  horizontally,  and  the  credit 
items  are  placed  in  a  section  by  themselves  below  the 
delut  items. 

This  form  of  Ledger  is  commonly  used  by  Hotels  to 
record  the  accounts  of  their  guests,  the  various  items 
being  too  numerous  to  be  conveniently  ranged  a.cross 
the  page  of  any  book  of  ordinary  size. 

A  toon  of  an  Hotel  "  Visitors  Ledger  "  is  on  page  360. 

In  this  form  the  daily  debits  to  each  visitor's  accouot 
appear  in  the  npper  half  of  the  ruUng,  the  cash  reoeived 
and  other  items  finding  their  diu  place  (togeUier  with 
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the  balance  carried  forward  to  the  nest  day)  in  the 
lower  part  of  the  forra.  All  cash  received  is  posted  from 
the  Gash  Book,  any  allowances  that  may  be  made  are 
posted  from  the  Allowances  Book,  and  any  transfers  from 
this  "Visitors  Le^er"  to  an  ordinary  Customera  Ledger 
pass  through  the  Journal. 

This  form  of  book  is  restricted  in  use  to  about  thirty 
"rooms,"  owing  to  the  available  space  limits  as  regards 
width;  in  hotels  containing  more  than  this  number  of 
rooms  additional  Ledgers  must  be  employed. 

The  advisability  of  adopting  Tabular  Ledgers  depends 
very  much  upon  the  requirements  and  nature  of  the 
particular  business ;  much  depends  also  upon  the  limits 
of  space  in  respect  of  the  width  or  depth  of  the  Ledger 
t)ages ;  it  will  be  clear,  however,  that  the  system  cannot  be 
Dsefully  applied  unless  the  accounts  contain  items  of  a 
Uniform  nature. 


18a. 

«  of  what  are  koowD 
_       _  If- Balancing  Ledgacs." 

2.  Eule  a  form  of  Cash  Book  suitable  for  a  buaineBS  wherein  a 
General  Ledger,  two  Bought  Ledgers  and  two  Sold  ledgers  are  in 
(deration,  all  these  Ledgers  being  eelf-balaDcing  ;  and  enter  thercio 
mx  specimen  transactions. 

3.  Rule  a  form  of  Salea  Book  to  be  need  in  the  businesa  mentioned 
in  question  2,  entering  therein  four  specimen  traneactions. 

18b. 
From    the    following    particulars    of    a    trader's    transoctiona 
prepare— 

1.  The  "Bought  Ledger"; 

2.  The  "General  Ledger  Adjustment  Acconnt"  kept  in  the 

"Bought  Ledger"  ;   and 

3.  The  "Bought  Ledger  Adjustment  Aeconnt"  kept  in  the 
"  General     Ledger. 

Showing  the  balances  on  these  accounts  at  the  Slat  January,  1909. 


Credit  balance— A.  Brown       .        .  .  100  19 

B.  ChftfT 200  17    ■ 

C.  Dark 662  19 

„         „  ]).  Ewart       .        .        .       .  834  12 
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The  transactioM  Deeding  record  were  aa  under — 

1909.  -  £    M.     d 

Jon.  2.  BoDsht  of  A.  Brewn  goodi  on  credit  325  9  4 
„  8.  Paid  A.  Brown  by  cheque  .  .  .  300  0  0 
Being  allowed  discount  .  .  .  3  0  0 
„  4.  Bought  of  B.  Chalf  aooda  on  credit  .  200  17  0 
„  6.  Beturned  to B,  Chaff  partof  tbegoods 
bought  from  him  oa  the  4lji  inst. 

invoiced  at IS    2    S 

Being  allowed  bj  him  full  invoice 

„    6.    Paid  B.  Chaff  on  account   .'      .        ,    350    0    0 
Being  allowed  discount  .         .         .         3  10    0 
6.     Bought  from  C.  Dark  goods  «n  credit     MO    0    0 
9.     Accepted  C.    Dark's  draft  at   three 

months'  date  for     .         .        .         .     800    0    U 
t>.     Paid  him  bv  cheque    .         .  .     100    0    0 

[1.     Accepted    b.   Ewart'a   draft   at    six 

moitLba'  date  for     ...       .    300    0   0 
16.     Bought  from   D.  Ewart  goods   upon 

credit 100    0    0 

,  IT.     Returned    to    D.   Ewart    the    goods 
bought  OD  the    16th   inst.,   being 
allowed  full  invoioe  price  therefor  ,     100    0    0 
.,  21.     Paid  D.  Ewart  bj  cheque  .         .         ,     200    0    0 
""     Paid  A.  Brown  by  cheque  ,  .     100    0    0 

Bought  from  A.  Brown  goods  upon 

credit 331  19  10 

Accepted  A.  Brown's  draft  at  three 

months'  date  for     .         .         .         .     200    0    0 
,  81.    Bought   from   D.    Ewart   good*  on 

ci'edit 192    3    0 

ISc 
From  the  f  ollowiiu|  particuUrs  of  a  trader's  trausactions,  in  whoae 
business  only  one  "  Sold  "  Ledger  is  kept,  prepare — 

1.  The  relative  "Sold"   Ledger  Adjustment  Account  kept  in 

bis  General  Ledger. 

2.  The  relative  General  Ledger  Adjustment  Account  kept  in  his 

' '  Sold  "  Ledger,  bringing  down  the  balance  on  each  account 
as  at  December  31,  190S. 

£      8.    i. 
Total  cnstomerB'  debit  balances,  Outober  1, 

leOS 24,621     0    S 

Totals  of  the  following  traoeactions  for  the 
period,  October  1 — December  31,  1008 — 
(a)  Cash  receired  from  customer*  .  .  30,292  14  7 
{b)  Discounts  allowed  them  .  .  .  1,216  4  11 
{c)  Aooeptanoes  reoelved  from  customers .  5,365  10  0 
{d)  Goods  sold  to  customers  on  credit  .  46,219  4  2 
it)  Goods  returned  by  customers  .  .  324  1  9 
(/J  Customers' acoeptancesretumedbythe 

Bank  dishonoured     ....  300    0    0 

to)  Bad  debts  written  off,  Decwnber  31, 

190S 1,214    9    6 
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18c.  {amUnwd.) 

£ 
(h)  Cash  disbnrsed  for  carriaae  ptiid  in 
advaace    on     aucount    of     sundry 
customers  {in  cases  where  the  latter 
defray  carriage)         ...  10 

(t]  Pairing  and  crates  debited  to  Bondry 
customers  (where  the  latter  bear 
these  charges) 16 


1.  ExplaiD  the  natnre  and  nsas  of  a  tabntar  or  colnmou  Ledger ; 
illoBtrSite  your  answer  by  ruling  a  form  of  tabular  Ledger  either 
(Ijfor  anHotel,  or  (2)  for  a  Water  Corapany,  inserting  therein  tweive 


2.  Explain   the   purposes   for  which  columnar  Cash   Books  and 
Joamala  are  employed. 

3.  For  what  types  of  bosiueeses  ftre  tabular  Ledgers  (1)  suitable 

and  (2)  unsuitable! 

Amwwi.— 

18^,  Balance  of  tlie  two  Adjustment  Acoonnts,  January  31,  1906, 
«638  6j.  lOrf. 

ISo.  BaUnoeofbothoccoants,  December  31, 1908,  £32,752  ISa.  U. 
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CHAPTER  XIX 

DBPABTUENTAI. 

In  cases  where  a  commercial  acdertaMng  deals  in 
diSerent  kinds  of  commodities,  or  performs  Berrices  of 
varying  descriptioDS  for  the  community,  its  business  is 
usually  subdivided  into  appropriate  departments,  e.g.  a 
clothier's  business  may  be  divided  into  "Beady-made 
Clothing,"  "  Hosiery,"  "  Underwear,"  "  Hat "  and 
"  Gloves  "  Departments. 

Tliis  subdivision  for  administrative  purposes  is  usually 
accompanied  by  a  complementary  subdivision  of .  tlie 
book-keeping  in  order  that  the  trading  results  of  each 
de«urtment  may  be  separately  shown. 

where  seveml  dep^ments  exist  in  a  business,  it 
will  usually  be  found  that  one  set  of  Bought  Ledgers 
(Creditors  Ledgers)  and  one  set  of  Sold  Ledgers 
(Debtors  Ledgers)  are  kept  to  contain  all  the  creditors' 
and  debtors'  personal  accounts.  Each  department  will 
veiy  possibly  purchase  goods  from  the  same  creditors; 
and  it  is  even  more  usual  to  find  that  each  department 
supplies  the  same  customers  with  goods  either  simul- 
taneously or  upon  different  dates.  It  is  highly  desirable 
that  tbe  whole  of  the  firm's  transactions  with  any  par- 
ticular individual  or  firm  shall  be  contained  in  one  per- 
sonal Ledger  account,  in  order  that  tbe  financial  position 
at  any  date  as  regards  that  particular  individual  or  firm 
may  be  readily  ascertained,  and  for  this  reason  the  keep- 
ing of  separate  Bought  and  Sold  Letlgers  for  individual 
departments  is  usually  inadvisable. 

In  order,  however,  to  show  the  trading  results  achieved 
by  each  department  separately  some  suitable  subdivision, 
or  analysis  of  the  accounts  from  which  tbe  Trading 
Account  is  built  up,  is  necessary.  The  Slock  on  hanC 
Purchases  and  SaJes,  in  tbe  case  of  a  trading  business, 
and,  in  addition,  the  manufacturing  wages  and  the  other 
essential  expenses  of  production  in  a  manufacturing 
business,  all  require  to  be  analyzed  as  between  the 
TajiouB  departments  to  vriiich  they  relate. 
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Forms  of  analyzed  Furchases,  Sales,  and  BetnrDs 
Books  have  alreadjr  been  given  (see  pages  59,  64,  88), 
wherein  the  principle  of  clasaificatioa,  according  to 
departments,  is  effected. 

As  regards  the  direct  expenses  of  production  in  a 
mannfactoring  business,  the  principal  item,  that  of 
"  wages,"  must  be  analyzed  from  the  wages  sheets, 
in  order  that  the  amount  applicable  to  each  department 
may  be  ascertained.  The  We^es  Account  in  the  Ledger 
must  be  ruled  with  appropriate  analysis  columns*  for  each 
department,  just  as  in  the  case  of  the  Purchases  and 
Sales  Accounts  already  described. 

The  other  direct  expenses  of  production  must  be 
analyzed  in  a  similar  manner ;  the  various  expense 
accounts  in  the  books  must  be  ruled  with  analysis 
columns  to  contain  the  expenses  chargeable  to  the 
Trading  Account  of  each  Department,  or  separate 
Ledger  accounts  can  be  opened  for  the  departments  if 
the  subdivisions  are  not  too  nomeroas. 

If  all  the  accounts  which  contribute  to  the  construc- 
tion of  the  Trading  Account  are  thus  analyzed,  it  becomes 
possible  to  prepare  separate  Trading  Accounts  for  every 
department,  and  consequently  to  enow  the  gross  profit 
made  by  each  branch  of  the  business. 

A  Trial  Balance  is  annexed  from  which  a  Trading 
Account  has  been  compiled,  showing  the  gross  profits 
made  by  each  of  the  two  departments  ("Plate"  and 
"  Cutlery  ")  of  which  the  business  consists. 

It  will  he  seen  from  this  illustration  that  the  Plate 
Department  has  made  a  gross  profit  of  £6,503  10s.  \d., 
while  the  Cutlery  Department  has  made  a  gross  profit  of 
£11,226  15s.  U. 

In  some  businesses  the  ascertainment  of  the  gross 
profit  on  trading  made  by  each  department  is  a  sufficient 
index  to  the  manner  in  which  that  department  is  being 
conducted,  and  the  process  of  analyzing  the  Profit  and 
Loss  Account  upon  similar  departmental  lines  is  not 
resorted  to.  In  the  majority  of  undertakings,  however, 
the  accurate  apportionment  of  the  net  profits  as  between 
the  various  departments  of  the  business  is  deemed 
advisable.  In  cases  where  it  is  desired  to  analyze  the 
Profit  and  Loss  Account  in  departmental  form,  it  becomes 
necessary  to  apportion  the  various  fixed  and  other  work- 
ing expenses  of  the  business  as  between  its  constituent 
departments. 
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The  Evibwxar  Plati  k  Cutikby  Co.,  Ltd.,  BixyiNaKAii 
TRIAL  BALANCE,  as  on  June  30,  1909 


freehold  Luidtutd  Bnildlnge. 

Flint  ■nd  HMbltiery  Qru  DaprecitUon)...., 

Btack,  Julyl,  19«3,  PUte  Dept 

„  „         CntleiT  DepL 
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It  is  frequently  a  matter  of  some  difficulty  to  state, 
with  any  degree  of  exactitude,  the  exact  proportions  of 
the  business  expenditure  which  relate  to  any  giren 
department  of  the  undertaking,  and  some  method  of 
analyzing  the  various  charges,  other  than  their  laborious 
dissection  in  detail,  has  usually  to  be  evolved. 

The  various  expenses  charged  in  the  Profit  and  Loss 
Account  naay  be  taken  to  represent  the  cost  of  effect- 
ing, and  obtaining  payment  for,  the  sales  previoosly  set 
forth  in  the  Trading  or  MamifaoturiDg  Account;  and, 
in  the  majority  of  cases,  it  is  not  an  unwarrantable 
assumption  to  conclude  that  the  cost  of  selling  the 
products  of  all  departments  bears  an  equal  raao  to 
the  amount  of  the  sales  effected  by  that  department. 
This  assumption  may  not  he  correct  in  some  cases, 
e.g.  where  one  department  is  so  well  established  in 
public  favour  that  it  needs  no  further  advettisemeQli, 
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while  another  departmeDt,  yet  in  its  eEurly  stages,  is 
compelled  to  spend  I&rge  sums  in  this  direction,  but  in 
such  cases  allowance  for  any  special  items  of  expense 
must  be  made  prior  to  the  subdirision  of  the  expenditure 
generally. 

Upon  the  assumption  stated  above  the  "Expense" 
items  set  out  in  the  Profit  and  Loss  Account  are 
frei^uently  divided  as  between  the  departments  of  the 
business  according  to  the  ratio  which  the  totals  of  the 
sales  effected  by  each  department  bear  to  the  total  sales 
of  the  whole  business ;  e.  g.  if  the  sales  effected  by 
Department  "  A  "  be  £20,000  and  those  by  Department 
"  B  "  be  £40,000,  the  whole  of  the  expenses  set  forth 
in  the  Profit  and  Loss  Account  would  he  divided  and 
charged,  as  to  33|  per  cent,  of  them,  to  the  separate 
Profit  and  Loss  Account  for  Department  "  A,"  and  aa 
to  66§  per  cent,  of  them  to  the  similar  account  for 
Department  "B." 

This  process  of  the  subdivision  of  expenses  is  frequently 
applied  to  the  whole  of  the  expenses  of  an  undertaking, 
and  will,  in  the  majority  of  cases,  give  a  result  which 
may  be  regarded  as  bein^  as  fair  an  apportionment 
as  can  be  conveniently  amved  at.  If,  however,  in  any 
particular  case  a  more  reliable  method  of  calculation  can 
oe  made  use  of  in  relation  to  one  or  more  special  types  of 
expenditure  (e.g.  the  advertising  expenditure  previously 
mentioned),  such  expenses  should  of  course  be  dissected 
separately,  and  duly  charged  to  the  department  for  which 
they  were  inomred ;  the  spreading  of  the  expenses  over 
the  departments  upon  the  basis  of  the  totals  of  the  sales 
can  then  be  applied  to  such  other  forms  of  expense  as 
do  not  readily  lend  themselves  to  individual  dissection. 

A  departmental  Profit  and  Loss  Accoimt  is  annexed, 
prepared  from  the  Trial  Balance  previously  given  as  an 
illustration  in  this  chapter,  in  which  the  expenses  have 
been  apportioned  upon  the  basis  of  the  total  sales. 

The  or^Jiization  of  Departmental  Accounts  is  a  matter 
wherein  oifferences  of  practice  will  be  frequently  found, 
due  in  most  cases  to  the  different  objects  for  which  the 
results  are  required  by  the  proprietors  of  the  business, 
or  to  the  trading  pecnbarities  of  any  given  business.  The 
foregoing  remarks,  however,  will  serve  the  student  as  a 
guide  to  the  main  principles  involved. 

In  some  cases  separate  Departmental  Ledgers  are  kept 
in  order  to  record  the  whole  of  the  transactions  of  each 


BRANCH  ACCOUNTS  369 

DepEurtment,  inolnding  its  Debtors  and  Greditore,  the 
whole  of  the  book-keepiDg  of  each  department  working 
up  to  an  AdjustmeDt  Account  in  tbe  Departmentu 
ledger,  and  in  the  General  Ledger,  each  department 
being  conducted  as  a  business  apart.  This  form  of 
orgaDization  is,  however,  not  very  common,  and  in  many 
oases  would  be  so  laborious  that  its  general  adoption  is 
impracticable. 

Bbamch  Accodntb 

The  official  record  of  the  financial  relationships  exist- 
ing between  the  Head  Office  of  an  undertaking  and  its 
branch  business  or  basinesses,  and  vice  versa,  is  a  matter 
upon  which  considerable  diversity  of  practice  exists,  tbe 
methods  employed  naturally  varying  according  to  the 
circumstances  of  each  case.  A  Branch  business  may,  in 
some  cases,  act  sole^  as  a  depot  for  the  receipt  of  orders 
which  are  executed  direct  from  the  Head  Office,  or 
it  may  act  merely  as  a  collecting  ^ency,  or  occupy  in 
other  respects  a  subordinate  position;  in  any  of  these 
oases  it  can  hardly  be  said  to  trade  independently,  and 
its  transactions  are,  in  these  circumstances,  usually 
embodied  periodically  in  the  Head  Office  books,  small 
sums  of  petty  cash  being  entrusted  to  the  Branch  manager 
for  the  purpose  of  maJdng  the  necessary  disbursements. 
The  only  books  kept  at  the  Branch  in  such  cases  consist 
of  a  Petty  Cash  Book,  and  possibly  one  or  more  statistical 
rerasters. 

In  a  more  advanced  stage  of  the  Branch's  history, 
independent  trading  may  have  become  established,  but 
the  whole  of  the  records  may  still  he  kept  at  the  Head 
Office.  In  such  a  case  the  Branch  is,  for  book-keeping 
purposes,  regarded  much  in  the  light  of  a  separate 
department  of  the  Head  Office  of  the  undertaking,  and 
the  records  kept  at  the  Head  Office  will  be  framed  upon 
departmental  bnes.  A  separate  Branch  Ledger  is  kept 
at  the  Head  Office  in  cases  of  this  description,  in  which 
all  Branch  transactions  and  Le^er  Accounts,  e.  g.  Pur- 
chases, Sales,  Stock,  Debtors,  EspenseB,  etc.,  are  grouped 
together,  apart  from  tbe  rest  of  tbe  book-keeping;  an 
Adjustment  Account  for  this  "Branch  Ijedger"  is  fre- 
quently kept,  having  its  counterpart  in  the  "  Branch 
Ledger  Adjustment  Account"  in  the  General  Ledger; 
but  in^muoh  as  the  whole  of  the  transactions  pass 
throoeh  the  one  set  of  Head  Office  books,  there  can 
soareely  be  said  to  be  any  special  features  in  the  book- 
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keeping  mvolved  which  call  for  detailed  explanation. 
The  characteristics  of  depaxtmeDtal  book-lceepiog  and 
adjnstmeut  accounts  have  already  been  explained;  and 
the  accounts  of  a.  Branch,  the  whole  of  whose  book-keeping 
is  recorded  in  the  Head  Office  books,  and  not  ab  the  Branch 
itself,  are  merely  a  form  of  the  one,  kept  in  a  separate 
Ledger,  coupled  with  the  interposition  of  the  other. 

When,  however,  a  Branch  establishes  itself  in  a  position 
of  more  or  less  independent  trading,  albeit  the  Head 
Office  may  still  supply  it  with  all  its  commodities  or 
capital,  or  assist  it  in  other  ways,  it  usually  becomes 
necessary  for  the  Branch  to  efiEect  its  own  book-keeping. 

In  such  case  a  separate  set  of  books  is  kept  at  the 
Branch  upon  the  Double  Entry  method  in  the  ordinary 
way,  and,  except  for  the  single  Ledger  account,  to  be  ex- 
plained later  on,  entitled  "Branch  Account,"  none  of  the 
Branch  transactions  a^teariu  the  Head  Office  books.  The 
Head  Office  and  the  Branch  will,  for  book-keeping  pur- 
poses, regard  each  other  in  the  light  of  ordinary  debtor 
and  creditor,  the  current  account  kept  by  the  Head  Office 

for  the  Branch  in  its  Ledger  being  entitled  " Branch 

Account,"  and  the  current  account  kept  by  the  Branch  in 
its  Ledger  for  the  Head  Office  being  entitled  "  Head 
OfGce  Account."  All  sums  or  commodities  remitted  or 
disbursed  by  the  Head  Office  to  or  for  the  Branch  will 
be  debited  by  the  former  to  the  latter  (in  the  "Branch" 
Account),  and  credited  by  the  latter  to  the  former  (in  the 
"Head  Office"  account),  and  viceversa;  the  relation  so 
for,  for  book-keeping  purposes,  being  exactly  as  though  the 
Head  Office  and  its  Branch  were  two  independent  under- 
takings effecting  frequent  transactions  with  each  other, 
instead  of  being  sections  of  one  combined  concern.  This 
relation  of  debtor  and  creditor  as  between  the  Head 
Office  and  the  Branch  is  sometimes  carried  further  than 
mere  book-keeping  entries.  A  Head  Office  will  frequently 
sell  and  invoice  to  its  Branch  the  goods  wherewith  the 
latter  carries  on  its  trading,  just  as  it  would  do  if  it 
were  selling  them  to  an  outside  customer.  It  will  some- 
times  even  bold  its  Branch  bound  to  remit  for  thest 
goods  just  as  would  be  the  case  with  an  ordinary  cus* 
tomer,  except,  of  course,  that  there  can  be  no  question 
of  actual  liability,  or  of  any  legal  action  to  enforce  it. 
Many  of  these  ordinary  trade  customs,  as  between  the 
Head  Office  and  the  Branch,  are  brought  into  operation 
in  order  to  ease  the  task  of  finance  at  the  Head  Office, 
and  to  afford  a  more  efficient  check  upon  this  Branch 
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manager,  both  as  regards  hia  finance  and  the  resnlts  of 
his  administration. 

In  a  case  proceeding  apon  the  lines  just  indicated  the 
Head  Office  concerns  itself  with  its  own  book-keeping, 
and,  except  for  the  "  Branch  Account "  kept  by  it,  is  not 
cognizant  of  the  Branch  book-keeping  at  all.  The  Branch 
similarly  manages  its  own  aEhirs,  and  has  no  cognizance 
of  the  Head  Office  book-keeping  beyond  the  entries  con- 
tained in  its  own  accoont  at  the  Head  Office  as  comple- 
mented by  similar  entries  in  its  own  "Head  Office" 
Ledger  account. 

At  the  end  of  any  given  trading  period  the  Branch 
prepares,  in  its  own  books,  a  Profit  and  Loss  Account 
which  will  show,  in  the  usual  way,  a  balance  either  of 
profit  or  loss.  >  This  balance  of  profit  or  loss  is  transferred 
from  the  Profit  and  Loss  Account,  not  to  the  credit  or  debit 
of  a  "  Capital  Account "  (for  such  an  account  does  not  exist 
in  the  Branch  books),  but  to  the  credit  or  debit  of  the 
"  Head  OfGce  "  account.  The  making  of  this  entry  is  per- 
haps the  one  respect  in  which  the  Branch  books  fail  to 
resemble  exactly  the  books  of  an  independent  business. 

Gononirently  the  Head  Office  will,  at  the  end  of  each 
trading  period,  duplicate  in  its  "Branch"  account  the 
entry  for  Profit  or  Loss  made  by  the  Branch  Office  in  the 
"Head  Office  Account,"  debiting  the  "Branch  Account" 
with  any  profit  made  at  the  Branch,  and  crediting  its  own 
(Head  Office)  Profit  and  Loss  Account  with  the  Uke  sum, 
or  crediting  the  Branch  Account  with  any  loss  the  Branch 
may  have  sustained  and  debiting  its  own  (Head  Office) 
Profit  and  Loss  Account.  Any  profit  or  loss  made  at  the 
Branch  is  thus  eliminated  from  the  Branch  books,  and 
brought  into  the  Head  Office  trading  results  for  the  period 
mider  review. 

At  the  close  of  a  financial  period  it  will  be  necessary  for 
the  Head  Office  of  the  concern  to  prepare  a  Balance  Sheet 
showing  the  position  of  the  nnderttJdng  as  a  whole,  and 
incorporating  both  the  Trial  Balance  prepared  by  the  Head 
Office  from  its  own  boots  and  the  separate  Trial  Balance 
prepared  hy  the  Branch  from  the  set  of  books  kept  there. 

In  the  Head  Office  Trial  Balance  the  Branch  will  be 
shown  either  as  a  debtor  or  a  creditor  for  a  given  balance 
of  account.  Inasmuch  as  every  entry  originated  either  by 
the  Head  Office  or  its  Branch,  and  entered  in  the  current 
account  kept  between  them,  is  duplicated  by  the  other 
party  to  the  account  on  the  opposite  side  of  the  Ledger, 
it  must  follow  ttiat  for  whatever  sum  the  Head  Office  may . 
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show  its  Branch  as  a  debtor  or  creditor  in  its  Trial 
Balance,  for  that  same  sum  the  Branch  must  show  the 
Head  Office  as  reBpectively  creditor  or  debtor  in  its  own 
Trial  Balance;  e.g.  if  in  we  Head  Office  Trial  Balance 
the  "Branch  Acooant"  appears  as  a  debtor  for  £1,500, 
in  the  Branch  Trial  Balance  the  "  Head  Office  Account " 
must  be  shown  as  a  creditor  for  £1,500. 

Owing  to  the  fact  that  the  balances  of  the  current 
accounts  of  the  Branch  and  Head  Office  coincide  in  this 
manner  it  is  possible  to  construct  a  combined  Trial 
Balance  and  Balance  Sheet  of  the  whole  midertaking. 

If  two  "  agreed  "  Trial  Balances  be  taken,  one  of  which 
includes  a  certain  balance  (either  debit  or  credit),  while 
the  other  includes  the  same  balance  on  the  opposite  side 
to  that  upon  which  it  appears  in  the  former,  it  is  possible 
to  eliminate  this  particular  balance  in  either  statement, 
and  thereupon  to  combine  the  remaining  balances  in 
either  statement  into  one  "combined"  Trial  Balance, 
the  sides  of  which  will  still  agree. 

Consequeutly,  if  the  Trial  Balance  of  a  Branch  showing 
the  Head  Office  balance  for  a  certain  amount  on  one  side 
of  the  Ledger  be  combined  with  the  Trial  Balance  of  the 
Head  Office  books  {in  which  is  shown  B,  "Branch  Account" 
balance  for  the  same  aoionnt  on  the  opposite  side),  a 
consolidated  Balance  8heet  of  the  whole  concern  can  be 
prepared  showing  the  combined  position  of  both  the 
Branch  and  the  Head  Office. 

This  principle  is  carried  out  in  the  example  annexed, 
in  which  the  combined  Balance  Sheet  of  an  undertaking 
is  prepared  from  the  separate  Trial  Balances  extracted 
from  the  Head  Office  and  the  Branch  books. 

The  Beitish  Boot  MANurACTORiKo  Co.,  Ltd. 
LONDON  OFFICE  TRIAL  BALANCE.  December  31,  1909 
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Thb  British  Boot  MAHOfAunmina  Co.,  Ltd. 

LEICESTER  BRANCH  TRIAL   BALANCE, 
December  31,  1909 
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Thb  Bbitish  Boot  MAKDrAOTUBiHO  Co.,  Ltd. 

BALANCE  SHEET,  «s  at  December  31,  1909 
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In  preparing  the  combined  BEilance  Sheet  of  a  firm 
having  a  Head  Office  and  one  or  more  Branches  in  the 
manner  illuBtrated  above,  it  must  be  borne  in  mind  that  no 
"agreement"  of  the  consolidated  Balance  Sheet  can  be 
effected  unless  the  Head  Office  and  the  Branches  schedule 
each  other  reciprocally  as  debtors  and  creditors  for  like 
amounts.  It  sometinies  happens  that  a  Head  OfSce  will, 
on  the  last  day  of  a  given  financial  period,  remit  money  to 
a  Branch,  debiting  the  Branch  therewith  at  the  moment 
of  making  the  remittance ;  the  money  may  not,  however, 
reach  the  Branch  until  the  next  day,  i,  e.  after  the  books 
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have  been  cADBed.  Aa  a  ccasequenoe  of  trajiBactioDB  of 
this  uatnire,  it  may  eometdmes  ba^eo  that  a  Head  Office 
schedules  a  Brancb  in  its  Trial  Balance  as  a  debtor  (or 
creditor)  for  a  greater  sum  than  is  acknowledged  in  tiie 
Trial  Balance  of  the  Branch. 

The  amount  of  the  Head  OfBce  balance  must,  in  such 
a  ease,  be  made  to  tally  with  the  Branch  balance  before 
any  preparation  of  a  combined  Balance  Sheet  is  attempted, 
TMs  can  be  effected  in  the  Head  OfBce  books  by  trans- 
ferring  any  remittances  made  to  the  Branch,  bnl  not 
received  by  the  latter  until  after  date  of  balancing,  from 
the  Branch  account  into  a  "  Eemittances  in  Transit 
Account" ;  in  this  way  the  Head  OfBee  balance  will  be 
brought  into  agreement  with  the  Branch  balance,  and  the 
elimination  of  the  two  equal  balances  is  permissible  when 
preparing  a  combined  statement. 

A  Branch  account  and  a  Head  Office  account  may  differ 
in  similar  manner  owing  to  remittances  in  transit,  from 
the  former  to  the  latter,  at  the  date  of  balancing. 

Where  a  concern  comprises  a  Head  Office  with  more 
than  one  Branch,  elimination  of  the  equal  (and  opposite) 
Branch  and  Head  Office  accounts,  when  preparing  a 
combined  Balance  Sheet  of  the  whole  undertaking,  is 
effected  in  the  manner  previonsly  described.  Again, 
where  intei'Branch  accounts  exist  as  well  as  accounts 
between  the  Head  Office  and  Branches,  the  principle  of 
eliminating  Branch ,  Head  Office  and  inter-Branch  accounts 
(subject  to  tbem  all  having  been  brought  into  agreement 
with  one  another)  applies,  and  the  procedure  is  identicaL 

An  example  of  the  preparation  of  a  combined  Balance 
Sheet,  where  remittances  in  transit  at  the  date  of  balanc- 
ing have  caused  the  Branch  and  Head  Office  reciprocal 
balanceB  to  differ,  is  appended. 

Plat£k  Bbos.,  Lohdoh  and  Lincoln. 
LONDON  OFFICE  TRIAL  BALANCE,  December  31,  1908 
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PuTEB  Bbos,,  Lokkoh  A)n>  LtHcoui. 

LINCOLN  BRANCH  TRIAL  BALANCE; 
December  31,  190S 


Dr. 

i              <>• 

LSOT 

I 

<L 

,       £ 
eoa 

1. 

d. 

stock  ot  Goods , 

Bnndr^Credtton 

£J,012 

8 

" 

«... 

• 

" 

Su^  4.    B.itfa  Ukhe  itoinB  KBH  debited 
dfspaCch,  And  wan  credited  bj  Lliicoln  t«  Lr 


Q  tJia  Amj  of  mnivftL 

Plxteb  Bbos.,  London  and  Lincoln.   - 

BALANCE  SHEET,  u  at  Deceit:ber  31,  1908 
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Account*  In  tbe  Londin  bwtki  (£1,?0»  12i.  4d.)  la  nduoKI  la  £W»  IZl  U.(> 
fignn  which  Calltfs  with  the  London  Aceonnt  in  tha  Lincoln  bookBL  £200  being 
debited  to  "Ooodi  In  Tnnelt,"  ud  £100  to  "OMb  In  Tnnilt"  ma  at  the  date 
^   of  balancing. 

One  other  type  of  Branch  accouiit,  proceeding  upon 
ordinary  priaciples  but  containing  special  features,  may  be 
mention^  in  conclusion,  viz.  those  relating  to  Branches 
where  all  febe  commodities  dealt  in  are  supplied  by  the 
Head  OfGce,  and  are  charged  to  tbe  Branch  not  at  cost 
price  but  at  the  price  at  which  the  Branch  is  to  sell  them. 

The  accounts  between  the  Head  Office  and  the  Branch 
in  such  a  case  are  of  the  ordinary  character,  but  in  the 
preparation  of  a  Profit  and  Loss  Account  care  must  be 
token  to  include  the  Stock  on  band  at  the  end  of  the 
period  at  cost  price,  and  not  at  the  selling  price  at  which 
it  has  been  invoiced  to  tbe  Branch. 

Tbe  practice  of  invoicing  goods  to  a  Branch  at  sell- 
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ing  price  affords  a  better  check,  in  many  cases,  apoo  the 
employees,  and  leakage  of  stock  is  minimized.  At  any 
given  date  the  Branch  must  have  in  hand  either  stock 
(taken  at  selling  price),  book  debts,  or  cash  to  the  amount 
of  its  debit  in  the  Head  OfBce  books,  and  any  defalcations 
should,  under  this  system,  beoome  quickly  apparent. 

This  system  also  greatly  facUitates  the  process  of  taking 
stock,  a  procedure  which  is  carried  out  at  frequent  in- 
tervale by  the  great  "  Multiple  Shop  "  concerns,  which 
almost  invariably  employ  the  practice  of  invoicing^  all 
goods  supplied  to  the  various  Branches  at  selling  prices. 

At  baJuicing  dates,  entries  must  be  passed  in  the 
Head  Office  books  reveising  the  profit  previously  taken 
credit  for  on  the  stock  remaining  at  that  date  unsold 
in  the  hands  of  the  Branches.  The  system  as  here 
described  is  specially  applicable  to  concerns  owning  many 
retail  Branches  doing  an  almost  exclusively  cash  business, 
e.  a.  tobacconists, 

FOBEION    CURBENCIES 
(See  also  Compendium,  pp.  684,  686-688) 

In  the  preceding  part  of  this  chapter  the  principles 
upon  which  transactions  between  a  Head  Office  and  its 
Branches  are  recorded  have  been  outlined.  In  the  cases 
illustrated  therein,  however,  it  wa«  assumed  that  the 
currency  of  the  parent  house  and  the  Branch  were  the 
same  in  each  case  (t.  e.  British) ;  it  is  necessary  therefore 
to  supplement  the  esplanations  given  above  with  par- 
ticulars  of  the  method  of  dealing  with  the  accounts  of 
firms  which  have  established  branches  in  conntries  whose 
monetary  system  differs  from  that  of  the  parent  house. 

The  explanations  previously  given  in  regard  to  Branch 
accounts  apply  as  between  a  home  firm  and  its  foreign 
Branch,  subject  to  certain  modifications  arising  out  of 
currency  differences.  No  new  book-keeping  principles 
are  involved  in  the  case  of  foreign  Branches,  and  the  rule 
as  between  Head  Office  and  Branch  of  treating  each  other, 
for  book-keeping  purposes,  as  debtors  and  creditors  applies 
with  equal  force.  The  method  upon  which  Branch  profits 
are  brought  into  the  Head  Office  books  by  means  of  a 
debit  to  the  Branch  account  also  applies  in  principle. 

The  Head  Office  books  must,  of  course,  he  kept  in 
sterling  in  order  that  a  sterling  Trial  Balance  may  be 
available ;  and,  at  the  same  time,  the  Bnmcb  books  must 
be  kept  in  currency  in  order  that  convenient  records  of 
local  trading  may  be  forthcoming.     There  are  thns  two 
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sets  of  books  kept  concurrently,  one  at  home  in  sterling, 
and  the  other  abroad  m  foreign  oorrency,  and  transfers 
of  Tftloe  are  continaally  passing  from  the  one  set  of  books 
(kept  in  sterling)  to  the  other  set  of  books  (kept  in  the 
local  currency),  or  vice  versa,  through  a  "Branch  Account" 
kept  in  the  former  set  of  books  in  sterling,  and  com- 
plemented in  a  "  Head  OfiBce  Account "  kept  in  the  local 
currency  in  the  Branch  books. 

I.  Brakches  with  Stable  Bates  of  Exohahob 
If  the  foreign  Branch  is  established  in  a  country  where 
the  rates  of  exchange  with  London  are  stable,  the  problem 
of  dovetailing  the  foreign  Trial  Balance,  the  foreign  profits 
made,  and  remittances  between  the  Head  Office  and  the 
forei^  Branch  into  the  Head  Office  books  becomes  a 
simple  one.  If  a  certain  amount  of  the  foreign  currency 
can  he  uniformly  taken  to  be  the  equivalent  of  £1  sterling, 
all  the  transactions  with  the  foreign  Branch  which 
involve  local  currency  can  be  recorded  in  sterling  in  the 
Head  Of&oe  books  upon  the  basis  of  this  exchange  ratio, 
and  the  "local  currency"  balance  of  the  "  Head  Office 
Account "  upon  the  Branch  books,  if  converted  into  sterl- 
ing at  this  rate,  will  equal  the  balance  of  the  "  Branch 
Account "  kept  in  sterUng  in  the  Head  OfBce  books.  A 
further  consequence  is  that,  without  upsetting  the  agree- 
ment of  the  Head  OfBce  books,  the  Branch  Trial  Balance 
can  be  converted  into  sterling  and  amalgamated  with 
the  Head  OfQce  Trial  Balance  (eliminating,  of  course,  the 
balances  of  the  "  Head  Office  "  and  "  Branch  "  Accounts), 
and  the  profit  made  by  the  Branch,  when  converted  into 
sterhng  at  the  fixed  rate,  can  be  credited  to  the  Head 
Office  Profit  and  Lioss  Account  in  the  ordinary  way. 

This  assumption  is  TK^sible  in  the  case  of  most  Euro- 
pean countries,  the  United  States,  and  the  majority  of 
the  British  colonial  possessions,  i.  e.  in  the  case  of  countries 
wherein  the  local  standard  of  currency  is  gold.  In  the 
case  of  countries  whose  standard  of  money  is  silver,  and 
where  a  gold  currency  does  not  exist,  the  value  of  the 
loccJ  unit  expressed  in  pounds  sterling  rises  and  falls  with 
the  price  of  metallic  silver  on  the  London  metal  market ; 
such  " fiuotuating''  currency  therefore  requires  special 
treatment  if  a  Branch  house  is  established  within 
their  boundaries. 
'  The  following  assumptions  are  usually  perjolssible  in 
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the  case  of  foreign   branehes  in  the  oouDtries  aet  oat 
below — 
Franoe  (1),  Belgium  (1),  ]  25  franca  (1),  or  25  lire  (2), 

Switzerland  (1),  Italy  \    or    24    crowns  (3)  =  £1 

(2),  Austria  (3)  )     sterling. 

"^fcwr*^^"''}  ldoUar=49i  pence. 

British  India  .        .  .'15  rupee9=jEl  sterling, 

Germany        .        .  .20  marks 

Straits  Settlements  10  dollars 

Mexico  .        .        .  .10  dollars 

Holland.        .        .  .12  "gulden" 

Bussia    .        .        .  .10  roubles 

These  assumed  rates  of  exchange  will  rarely  differ  from 
the  actual  rate  oiurfent  at  any  one  time  by  m.ore  than  2d. 
to  Sd.  in  the  £  sterling ;  for  instance,  the  IVench  mint  par 
of  exchange,  i.  e.  the  theoretical  value  in  French  money  of 
£1  sterling,  is  approximately  25-22 J  (i.  e.  ^b^js  francs  for 
£1  sterling),  which  differs  to  the  extent  of  only  2^,  from 
the  rate  given  above,  and  this  Far  of  Excliange  is  the 
point  about  which  market  quotations  should  theoretically 
tend  to  approximate.  Similarly,  the  German  par  of  ex- 
change differs  to  the  extent  of  approximately  4d.  in  the  & 
from  the  arbitrary  rate  of  20  marks  to  the  &  given  above, 
the  Dutch  rate  M.  in  the  £,,  and  the  Danish  rate  IJd.  in 
the  £.  The  British  India  rate  of  15  rupees  to  the  £  is  a 
very  common  dealing  quotation,  as  is  also  the  United 
States  rate  of  i^\d.  per  dollar. 

In  the  case,  therefore,  of  foreign  Branches  situate  in 
any  of  these  "stable  exchange"  countries,  which  keep 
their  books  in  the  local  foreign  currency,  an  arbitrary  rate 
of  exchange  can  be  assumed  for  converting  items  from 
currency  into  sterUng  and  vice  versa. 

The  "Branch  Account"  in  the  Head  Office  Ledger 
should  be  ruled  with  columns  for  sterling  and  currency 
on  either  side,  and  all  assets  sent  by  the  Branch  to  the 
Head  Office,  or  vice  vena,  should  be  passed  through  this 
account  in  both  sterling  and  foreign  currency,  the  conver- 
sion being  effected  at  the  agreed  "  fised  "  rate  of  exchange. 
In  remitting  cash  from  the  Head  Office  to  the  Branch,  or 
vice  versa,  tne  rate  of  exchange  at  which  the  remittanoa 
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is  actoz^y  effected  through  a  banlt  will,  in  all  probability, 
differ  from  the  rate  of  exchange  assumed  for  the  purposes 
of  book-keeping  reoordB.  Id  order  to  preserve  the  con* 
tiDuity  of  the  assumed  rate  of  exohaage  throughout  the 
books,  the  number  of  dollars,  francs,  marks,  or  whatever  the 
currency  expression  of  the  remittance  may  be,  must  be 
worked  out  in  sterling  at  the  assumed  rate,  and  the  sterhng 
figure  so  arrived  at  is  the  amount  wbieb  must  be  entered 
in  the  Branch  Account  in  the  Head  OfSoe  books;  the 
differenoe  between  this  sterhng  figure  and  the  sterling 
sum  actually  paid  to  or  received  from  the  bank  should 
be  regarded  as  so  much  incidental  premium  or  discoont, 
and  should  be  carried  to  the  "Profit  (or  Loss)  on 
Exchange"  Account. 

An  illustration  of  this  principle  may  perhaps  be  given 
here  with  advantage.  Assume  that  a  London  house  with 
a  Branch  in  Paris,  working  upon  a  "  fixed  "  exchange  of 
25  francs  to  the  £,  remits  to  the  latter  a  cheque  for 
fcs.  25,000  bought  in  London  from  the  Credit  LyonnaJs. 

For  this  cheque  the  London  house  will  pay,  according 
to  the  rate  of  the  day,  say  25'10  (t.  e.  ^5-^^a  francs,  being 
the  equivalent  of  £1),  viz.  £996  Os.  Ad.  The  Head  Office 
will  not,  however,  debit  the  Paris  house  with  £996  Os.  Ad., 
but  with  25,000  francs  at  an  exchange  of  25,  viz.  £1,000, 
and  will  credit  the  difference  between  the  actual  cost  of 
the  francs  (£996  Os,  id.)  and  the  assumed  value  at  the 
"fixed"  rate  (£1,000),  i.e.  £3  19s.  8rf.,  to  the  "Profit  (or 
Loss)  on  Exchange  "  Account  kept  in  its  own  books. 

Conversely,  if  the  Paris  house  buys  a  draft  for  £1,000 
at  exchange  25-10,  paying  25,100  fcs.  therefor,  and  remits 
it  to  Iiondon,  the  London  house  must  credit  the  Paris 
Branch  with  25,100  fcs.  and  £1,004  steriing,  debiticg  £4 
to  the  "  Profit  (or  Loss)  on  Exchange "  Account  and 
£1,000  to  its  bankers. 

If  preferred,  remittances  between  a  Head  Office  and 
its  Branch  instead  of  being  entered  immediately  upon 
their  occurrence  in  the  Branch  Account,  may  be  debited 
or  credited  in  sterling  to  a  separate  account,  ruled  with 
currency  and  sterling  columns,  and  entitled  "  Bemittance 
Account."  This  account  can  be  extended  into  local 
currency  at  the  fixed  rate  of  exchange  at  the  end  of  the 
trading  period,  and  can  then  he  transferred,  in  total, 
into  the  Branch  Account,  the  total  "  Profit  (or  Loss)  on 
Exchange  "  {i.  e.  the  total  or  net  difference  between  the 
transactions  converted  at  the  actual  rates  and  the  same 
transactions  converted  at  the  arbitrary  rate)  being  there- 
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npon  troDsferred  in  one  item  to  the  "  Profit  (or  Loss)  on 
Bxohange  "  Aooount  in  the  Head  Office  books. 

Where  a  business  ia  working  on  a  "fixed"  rate  of 
exchange  in  this  manner,  and  remittances  between  the 
Head  Office  and  its  Branches  are  frequent,  the  "  profits 
and  losses"  on  exchange  will  frequently  equahze  one 
another  approximately.  If  the  assets  carried  in  the 
Branch  books  are  considerably  iu  excess  of  the  amount 
of  the  local  creditors,  the  use  of  a  fixed  rate  of  exchange, 
which  is  in  reaUty  below  the  normal  rate  (i.  e.  in  which 
the  number  of  units  of  local  oorrency  taken  for  the  fixed 
rate  is  less  than  in  piaotioe),  may  cause  slight  over-valuation 
of  the  excess  of  foreign  assets  over  habilities,  and  thus 
tend  to  slightly  overstate  the  assets  in  the  London  Balance 
Sheet  as  a  whole.  Where  this  tendency  is  apparent,  a 
reserve  for  loss  on  exchange  should  be  built  up  in  the 
Iiondon  books,  and  fortbis  purpose  the  "profits"  apparent 
on  remittances  may  be  utilized. 

A  form  of  Lecher  acconnt  containing  columns  for 
sterling  and  local  currency,  suitable  to  contain  the  record 
of  Branch  accounts  and  Bemittance  accounts  is  on  p.  3S0, 
the  entries  in  which  are  sufficiently  dear  without  further 
detailed  explanation. 

An  example  of  the  '. 
the  London  Head  Office  and  (2)  to  the  \ 
a  London  firm  having  a  branch  at  Calcutta  is  also  annexed, 
showing  the  manner  in  which  the  two  are  amalgamated. 
A  fixed  rate  of  Exchange  of  15  rupees  to  the  £  has  been 
adopted  throughout  the  business. 

London  ft  BiHau.  Ta^msa  Co.,  l/va.,  London  &  Calcdtta. 
LONDON  TRIAL  BALANCE,  December  31,  1908 
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LoxDOH  i  Bbnoai,  TRASiNa  Co.,  Ltd.,  London  b.  Oalcutta. 
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London  k  Bbhoal  Tbadinq  Ca,  Ltd.,  London  &  Calooita. 
BALANCE  SHEET,  December  31,  1908 
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It  has  been  asBumed  for  the  purposes  of  the  foregoing 
explanations  that  the  Branch  assets  and  liabilities  are 
contained  in  the  currency  Ledger  kept  at  the  BraDch  and 
not  in  the  sterling  Ledger  kept  at  the  Head  Office.  Very 
little  refection  will  show  that  Branch  assets  such  as 
Buildings,  Plant,  etc.,  could,  as  faj:  as  book-keeping  record 
is  concerned,  be  kept  just  as  couvenieotly  in  the  Head 
Office  books  as  in  the  Branch  boo^.  Any  assets  bought, 
01  constructed  and  paid  for,  by  a  Brajicb  can  be  written 
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off  its  books  and  tranBferred  to  a  new  aoooont  opened  in 
the  London  books,  by  means  of  the  "Branch  Account" 
open  between  the  houses;  if,  however,  such  assets  are 
transferred  to  the  home  books  ooIamDs  in  the  home 
Ledger  for  the  insertion  of  the  local  diirrenoy  cost  will 
be  needed.  It  would  be  a  difficult  matter  to  keep  the 
ioreign  branch  debtors  and  creditors  in  the  Head  Office 
books  in  lieu  of  at  the  Branob,  the  entry  of  these  par- 
ticulars in  the  Head  Office  Ledger  does  not  therefore 
vise  for  consideration. 

Where  the  foreign  Branoh  or  business  is  not  of  a 
trading  nature,  and  the  keeping  of  proper  local  books  of 
account  is  impossible  owing  to  inefficient  administration, 
.  expense,  or  a  variety  of  causes,  it  frequently  becomes 
necessary  to  keep  the  foreign  Branch  books  in  England. 
In  this  case  they  can  be  kept  upon  lines  similar  to  those 
which  would  be  adt^ted  if  they  were  being  kept  at  ths 
Branch;  a  branch  Cash  Book,  Joomal,  and  Ledger  can 
all  be  kept  in  the  local  currency  notwithstanding  the  fact 
that  they  are  being  kept  in  England,  and  the  Trial  BfJance 
of,  or  the  totals  appeuing  upon,  the  foreign  Ledger  can 
be  converted  into  sterling  at  the  end  of  the  year  at  the 
assumed  rate  of  exchange.  Where  the  cnrrenoy  balances 
on  the  Branch  Ledger  are  thus  converted  into  sterling 
at  periodical  interrals  the  use  of  a  Ledger  similar  in 
form  to  that  illustrated  on  p.  380  is  necessary. 

Some  accountants,  when  keeping  foreign  Branch  books 
in  extenso  in  this  country,  prefer  to  convert  every  trans- 
action from  currency  into  sterling  at  an  agreed  rate  of 
exchange;  the  work  of  such  conversion  is  necessarily 
most  laborious,  and  there  is  usually  no  valid  reason  why 
it  should  he  underta.ken,  a  periodical  conversion  of  the  delMt 
and  credit  Ledger  totals  being  all  that  is  needed. 

If  the  Trial  Balance  only  of  the  Branch  Ledger  is  con- 
verted the  necessary  labour  can  be  still  further  reduced 

n.  Branches  with  Ploctoatino  Bates  op 
Exchange 
The  book-keeping  of  a  concern  owning  a  Branch  situate 
in  a  country  whe)%  the  value  of  the  local  currency  ex- 
pressed in  the  pound  sterling  ia  subject  to  constant 
finctuations  becomes  less  simple  than  is  the  case  where 
the  exchange  is  a  stable  one, 

The  general  scheme  of  the  books  is  identical  with  the 
system  first  described  above  as  suitable  for  use  in  the 
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case  of  a  Branoh  where  the  exchange  is  stable,  except 
in  re^rd  to  remittances  ae  between  the  Head  Office  and 
the  Branch,  and  vice  versa,  and  the  oonveraion  of  the 
Branch  Trial  Balance  and  profits  at  the  end  of  the 
year. 

In  the  present  case,  as  in  the  former,  the  Branch  books 
are  kept  in  currency  only,  the  Head  Office  being  credited 
in  currency  with  all  sums  received  from  it,  and  with  the 
balance  of  profits,  and  being  debited  in  currency  with 
all  the  sums  remitted  to  it.  The  Branch  assets  and 
habilities  are  assumed  for  the  moment  t.o  be  kept  in  the 
Branoh  books. 

The  Head  Office  will  keep  a  "  Branch  Account "  in 
sterling  in  its  Ledger,  having  memorandum  columns  for 
currency  annexed,  together  with  a  "  Bemittance  Account " 
containing  similar  columns.  The  use  of  a  Bemittance 
Account,  into  which  remittances  can  be  entered  immedi* 
ately  upon  their  occurrence,  is  practically  essential  in  the 
case  of  a  f  uctnating  currency,  though  not  in  the  case  of 
a  stable  one.  This  account  vrill  contain  the  remittances 
for  the  year  or  other  trading  period,  and  will  be  closed  at 
the  end  of  the  year  by  a  transfer  to  the  Branch  Account. 

Throughout  the  whole  of  the  given  period  the  Head 
Office  and  Branch  books  are  run  separately,  though  con> 
currently,  and  at  the  end  of  the  year  the  question  arises 
of  the  conversion  of  the  Branch  Trial  Balance  into 
sterling,  and  its  subsequent  amalgamation  with  the  Head 
Office  Sterling  [Trial  Balance.  - 

The  Branch  Trial  Balance  is,  of  course,  entirely  in 
local  currency;  the  rate  of  exchange  of  this  currency  has 
fluctuated  throughout  the  year,  and  stood  at  a  particular 
figure  at  the  end  of  the  year. 

The  whole  of  the  Branch  Trial  Balance  requires  to  be 
converted  into  a  sterling  Trial  Balance,  which  latter  must 
"  agree." 

The  Balances  comprised  in  the  Branch  Trial  Balance 
should  be  converted  into  sterling  at  the  following  different 
rates  of  exchange,  the  conversion  being  effected  in  the 
"  sterling  columns "  annexed  to  the  Branch  Trial 
Balance;  this  will  of  itself  produce  a  Trial  Balance  in 
sterling  which  fajls  to  agree ;  the  sterling  Trial  Balance 
must  then  be  made  to  agree  by  inserting  the  amount  of 
the  difference  on  the  side  upon  which  it  is  needed,  such 
difference  being  called  the  "  Profit "  or  "  Loss  "  upon 
Exchange,  and  treated  as  such. 
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The  conversion  rates  are  as  under— 

1.  Convert    the  Fixed  Assets  held  at  the   Branch 

(t.  e.  the  assets  held  for  use,  snoh  as  Buildings 
and  Plant)  at  the  rates  of  exchange  ruling  when 
they  were  bought. 

2.  Convert  the  Floating  Assets  (i.e.  the  assets  held 

for  oonvereion  into  money,  such  as  Cash,  Book 
Debts,  and  Stock)  at  the  rate  of  exchange 
current  on  the  la^t  day  of  the  period,  and 
convert  the  amount  owing  to  the  local  cr^tors 
at  the  end  of  the  period  at  the  same  rate. 

3.  Convert  all  Profit   and    Loss  balances,  or  the 

balance  of  the  Branch  Profit  and  Loss  Account, 
if  that  alone  be  shown,  at  the  average  rate 
ruling  throughout  the  financial  period. 

4.  Convert  all  remittances  for  the  period  {i.  e.  balance 

of  the  Bemitlance  Account)  at  the  actual  rate 
of  exchange. 

5.  Convert  the  balance  of  the  Head  Office  Account 

at  the  commencement  of  the  financial  period 

at  the  rate  at  which  it  was  included  in  the 

Trial    Balance    prepared   at    the  end  of   the 

previous  period. 

The  instmction  (No.  1)  to  convert  the  Fixed  Assets 

into  sterling  at  the  rates  ruling  at    the  time  of   their 

purcbase  means  in  practice  (hat — 

(o)  The  Fixed  Assets  bonght  prior  to  the  commence- 
ment of  the  trading  period  under  review  are 
converted  at  the  same  rates  as  were  used  in 
the  Balance  Sheet  ma.de  np  at  the  end  of  the 
previous  trading  period. 

(b)  Tha  Fixed  Assets  bought,  during  the  trading 
period  under  review,  must  be  converted  at  the 
average  rate  for  the  period  or  the  rate  at  which 
any  special  remittance  for  the  purpose  of  buying 
such  assets  was  made. 

The  reason  why  the  Fixed  Assets  are  converted  at  the 
rates  of  exchange  ruling  at  the  time  of  their  purchase  is 
because  they  remain  in  the  foreign  country,  and  because 
their  value  for  use,  not  for  conversioa  into  money,  is  all 
that  concerns  the  Head  0£Gce. 

Floating  Assets  and  Liabilities  are  converted  at  the 
rate  ruling  on  the  last  day  of  the  financial  period,  because, 
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in  either  oase,  cooTersion  into  money  or  satiafaotion  in 
money  is  contemplated,  and  by  converting  at  these  rates 
the  Bame  position  is  shown  as  would  arise  if  liqaidation 
took  place  on  the  last  day  of  the  period. 

All  Profit  and  Loss  Account  balances  are  converted  at 
the  average  rate  ruling  during  the  financial  period,  because 
they  ma}[  reasonably  be  taken  to  have  accrued  more  or 
less  oontinuooaly  thronghout  the  period. 

As  has  already  been  mentioDed,  upon  conversion  of 
the  Trial  Balance  taking  place,  the  amount  necessary  to 
make  its  two  sides  agree  is  inserted  as  Profit  or  Loss  on 
exchange.  The  TrialBalance  then  becomes  an  "  agreed  " 
one,  and  the  transfer  of  the  profit  to  the  Head  Office  Profit 
and  Loss  Acconnt  can  take  place  in  the  ordinary  way  by 
means  of  a  debit  to  the  "  Branch  Account "  in  the  Head 
Office  books;  the  balance  of  the  Bemittance  Account 
must  also  be  transferred  into  the  Head  Office  Account. 
Amalgamation  of  the  Branch  Trial  Balance  (in  sterling) 
with  uie  Head  Office  Trii^  Balance  can  then  be  effect^ 
in  the  ordinary  way. 

These  principles  are  illustrated  in  the  subjoined 
example. 

A.  Bbowk  &  Co.,  London  and  Rio  ds  Jakbibo. 
RIO  DE  JANEIRO  TRIAL  BALANCE,  Dec.  31,  1908 


R«eliald  LaDd  lud  Bn]ldlDg>(.t  Deo.  SI,  19OT) 
FrMbold  Laud  uKI  BnfldingB  (addltJouB  dur. 

minis. 
360,000.000 

11,000.000 
S!,DS3  000 
lM,tHI).000 

48,4M.0a0 

4S.000.000 
«,  832.000 

ieo,ODaooo 

iQinii. 

Ki;'fflS.".'ri!?!:"y»':::-::::::- 

Inyeatment :  MilreiB  60,009,  State  of  AmuonM 
InUnul  b  per  cent  Bonds,  bouglitat  W... 

Ctab  st  Lonilon  b  BisziliiD  fiuk 

Profit  u»a  Lets  Account  (toluics,  Dec  Sl,l«08) 
Hew]  Offl«  Aoconnt  (baiimoe,  Dec  31,  IMtn... 

«0,«7£.000 
SM,47!.00O 

Mb.  TM,  80ft  000 

MB.TS8,80a00O 

Non.— Freehold  Ltmd  snd  GnlldlDgg  are  t«  Iw  convert«d  at  the  rate  rnling  vbeii 
Uieueeta  were  pDnhaaedflGiil.  per  iiillnli},  and  tbe  additlotiB  at  the  aTenas  nt« 
rnling  for  1908  (lijil.).    The  rate  rolln^  at  the  cloaa  of  the  year  vaa  lUT;  the 

b*en  bonght  at  a  time  when  the  rate  rultng  was  18d.  The  equlviilent  of  thit 
Head  Office  Account  balsnce  (Ma.  £90,473.000)  la  ahowc  h;  the  I^don  bot^  li 
esa.ita  i9i.  TiL 

IB  prepan  tlu  Mai  bliiUM  tat  Insoipanttaci  iritb 


Q  London  Booka. 
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A.  'Baaws  k  Co. 

BIO  OE  JANEIRO  TRIAL  BALANCE,  D«c  31.  190B,  u 
converted  into  steriing  for  incorpomtion  in  Hie  London  Booka 


Fmhold  Imd  ind  BnlMlngs.. 
Ditto  (addllloiu) 

Btoekoi  hud 

SuidiT  Mblcn _ 

SnndiT  Cndlton ^... 

BUKBeMin" 
blVHtragnt : 

Hi.  WpOIW. 

Chlh  at  Buik. 

Pion     (Bd    La»    Aoconnt 

Hod  Oflica  Account  (baluiee, 
Deo.  81,1907) 

Head  Office  Account  (remit' 
tueei.  IMS) ^ 

■FroBt  on  Bicpuee , 


1 


u|    , 


^huge"  mnd  debited  to  tlu 
'-  — "'.,  1«09.  Ths  baUncs  ol 
-    ttaa  Brancli  Account 


•  Thii  item   wlU  b«  credited  to  "  Pro! 
Bnncb  Acconnt  In  the  Heul  Offlcs  boolu 

pnMIC  shown  by  the  sbove  Trill  Bduce  will  be  debited  lo  the  Branch 
in  the  Hekd  Office  books,  uid  credited  l«  the  Heid  OiBec  ProM  uid  LoM 
In  Oie  oidinuT  vay. 

In  the  oase  of  British  companies  whose  entire  income 
is  earned  abroad — a  company  owning  and  working  a 
tobacco  plantation,  for  example— practically  the  whole  of 
the  locafespenditure  ia  in  Cash,  and,  on  the  other  hand, 
the  proceeds  of  the  crop,  which  is  sold  in  Europe,  pass 
throDgh  the  Head  Office  books  only. 

In  snch  cases,  even  where  the  local  currency  fluctuates 
considerably,  it  is  customary  for  a  fixed  rate  of  exchange 
to  be  adopted.  The  monthly  expenditure  upon  the 
plantation  ie  returned  in  the  form  of  a  monthly  columnar 
"  Cash  Betnm,"  in  which  analysis  columns  are  provided 
for  the  various  headings  of  expenditure  in  which  the 
"  Crop  Cost  Account "  ultimately  appears.  These  sheets 
are  entered,  in  the  heal  currency,  in  a  "  Foreign  Journal " 
kept  in  columnar  form  at  the  Head  Office,  and  the  addi- 
tions of  each  column  are  carried  forward  from  month  to 
month  until  ultimately  the  totals  for  the  trading  period 
are  completed.  These  totals,  at  the  close  of  the  year  or 
other  p^iod,  are  converted  at  the  fixed  rate  of  exchange 
uid  transfeired  to  the  "  Crop  Cost  Account." 

All  remittances  to  the  plantation  are  posted  at  the 
fixed  rate   of   exchange  to  the  "  Bemittanoes  Account " 
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in  the  Head  Office  Ledger,  and  the  differenceB  betweea 
snob  sums  and  the  amounts  aotuallj  realized  abroad  by 
the  remittances,  as  ehowii  by  the  Monthly  Cash  Betums, 
are  treated  as  Profit  or  Lobs  upon  exchange,  and  are  duly 
transferred  to  that  aoconnti  in  the  Head  Office  books. 
The  net  profit  or  loss  on  exchange  for  the  period  is,  at  the 
close  of  the  year,  apportioned  pro  rata  over  eac^  item 
appearing  in  the  Crop  Cost  Account.  In  £his  way  each 
item  of  ezptJbditure  bears  its  due  proportion  of  the  loss 
npoQ  exob^ige,  or  benefits  by  the  profit,  as  the  case  may  be. 

This  method  greatly  simplifies  the  Head  Office  book- 
keeping,  and  results  in  a  satisfactory  adjustment  of  any 
currency  fluctuations  which  may  have  occurred. 

If  the  need  arises  the  fixed  rate  of  exchange  can  be 
adjusted  from  time  to  time  should  the  local  onrrenoy 
eouditions  seem  to  demand  its  amendment. 
EXERCISES. 
IBa. 

From  the  following  Trial  Balanoea,  extract«d  respectively  from 
the  books  kept  at  the  London  office  and  the  Liverpool  Branch  of 
Brampton  Bros.  &  Co.,  Ltd.,  prepare  the  combined  Balance  Sheet 
of  the  undertaking  as  at  X>ecember  31, 1908. 

The  London  office  remitted  £1,000  cash  to  tbe  Liverpool  Branch 
on  the  afternoon  of  December  31,  1008,  through  the  London  and 
United  Provinces  Buik  ;  this  remittance  was  not  credited  to  the 
firm's  Liverpool  Branch  until  January  1 ,  1909. 

The  Trading  and  Profit  and  Lobs  Accounts  have  been  closad 
prior  to  the  preparation  of  the  following  Trial  Balances,  the  Utter 
conaequentl;  only  show  the  net  balance  of  the  Profit  and  Loas 
Account  in  either  case. 

Bbamfton  Bros.  &  Co.,  I^td. 

Xondon  Office  Trial  Balatiee,  Vuanher  31,  1908. 


Dr. 


Share  Capital  issued,  10,0 
of  £1  each  . 

Debentures,  4  per  cent.  First  Mort- 
giwe    . 

Freehold  Premises . 

Plant  and  Machinery 

Sundry  Debtors 

Sundry  Creditors    • 

Cash  at  Bank 

Bills  Kecoivabla 

Stock  on  hand 

London  Office  Profit  and  Loss  Ac- 
count (Balance)  .        . 

Liverpool  Branch  Account 


Cr. 

£        t.   d. 
10,000      0    0 


3,402  16  6 
1,029  4  10 
10,432  16    1 

4,219  16  8 
2,5S0  0  0 
4,216  19    3 


4,947      2    6 


£27,871     14    9 


FOREIGN  CUBBENCIBS 

Bkamftoh  Bros.  &  Co.,  I/n>. 

Liverpool  Braneh  Trial  Balance,  December  31,  1908. 


Caah  at  Bank  .... 
Stock  in  hand 
Sandiy  Debton 
Furniture  and  Fittings  . 
Bills  Receivable      . 
Plant  ud  Machinery 
London  (Head  Office)  Acoount 
Profit  and  Lobb  Account  (profit  for 

year  1908)  .... 
Sundry  Creditors  . 


19b. 

From  the  following  Trial  Balance  prepare  the  Profit  and  LoM 
Account  and  Balance  Sheet  of  L.  Smith,  a  manufacturer  whose 
business  is  divided  into  two  departmants,  vii.  "A"  and"  B,"  for 
the  year  1008.  These  accounts  are  to  be  shown  so  as  to  reveal  the 
lesult  of  the  operations  of  each  department  aeparataly  as  well  aa  the 
combined  result.  The  expenses  appearing  in  the  noGt  and  Losa 
Account  are  to  be  apportioned  aa  between  the  two  departmeatt 
according  to  the  net  volume  of  sales  for  the  year  in  each  department. 


Dr. 


Cr. 


Freehold  Laud  and  Buildings. 
Kant  and  Machinery 
Sundry  Debtors       .... 
Bnndrr  Creditors    .... 
Manufacturing  Wages,  Dept.  A 
,,       D^t.  B 
Mannfaotoring  Charges,  Dept.  A    . 
„  „         Dept.  B    . 

Stock  on  hand,  Jan.  I,  lOOS.Dept.  A 

„  ,,  „  Dept.  B 

Salaries  of  Counting  house  Stan 
Rates,  Taxes  and  Insurance     . 
General  Expenses  and  Commisaioas 
Capital  Account,  L.  Smith 
Cash  at  Bank  and  in  hand 
Sales,  Dept.  A 

,,      Dept.  B         .        . 
Purcbaaes,  Dept.  A 
„         Dept.  B 
Retnma  Outwards,  Dept.  B 


20,500  ' 
14,396  I 
2,9U    ' 


<^. 


5,291     4  ! 

2,04e  14  : 

3,090    4  1 

%049  16  ! 


_£81,772  12    2    £81,772  12    2 
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raepttre  the  combined  BaUnce  Sheet  of  the  ondertaking  aa  (_ 
December  31,  190S.  A  fixed  rate  of  exchange  of  25.20  francs  to 
the  £  is  employed  in  the  buBinesa. 

B&VI1J.E  ft  Co.,  liTD, 

London  (Etad  Office)  Trial  Balance,  December  31,  1908. 

Dr.  Cr. 

£     a.    d.  £     a.    d. 

Share  Capital 10,000    0    0 

Btook  of  Goods  on  hand  (Dec.  31, 

1908) ■"    " 

Sundry  Debtors 

Sundry  Creditors     . 

Freehold  Premises  . 

Furniture,  Pittinga  and  Fixtures 

Bills  Beoeivable 

Cash  at  Bank  .... 

Cash  in  hand  .... 

PariB"  Branch  Account  (tea.  42,800 

at  2S.20) 

Profit  and  Loss  Account  (London), 

net  profit  for  year  1908 


£16,021     2    4     £16,021    2 


Simdry  Dsbtora       .... 

40,800.05 

Sundry  Craditora     .... 

Stock  of  Goods  on  hand  (Deo.  31, 

1908)    .■       

Fnroitura,  Fittings  and  Fiitares     ■ 

2,000.00 

4,600.00 

Cash  at  Bank  ...... 

13,097.50 

Insnrance  paid  in  advance  (propor- 

tion unexpired)     .... 

Cash  in  hand 

being  net  profit  for  the  year  1908 . 

4,121.65 

Fes.  74,921.56    Fes.  74,921.55 


1.  Explain  how  the  Trading  and  Profit  and  Lo8S  Accounts  of  an 
undertaking  should  be  framed  m  a  case  where  it  is  desired  t«  obtain 
a  separate  figure  of  net  profit  (or  loss)  for  the  trading  conducted  by 
each  separate  department.     How  should  the  office  saEuiea  and  othw  ' 
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ommting  house  ezpeDditnre  be  dealt  with  when  preparing  deput- 
menUl  accoanU  ! 

2.  Explain  the  [«latioiiB  of  the  Head  Office  of  a  trodiiiK  under- 
taking with  its  Branch,  and  viee  vena,  aa  resarda  their  book-Keeping, 
in  a  caae  ^ere  the  Branch  ia  supplied  with  both  capital  and  stock 
from  the  Head    Office,   but  otherwi«e  trades  in  an  independent 

S.  How  shoald  the  Head  Office  of  a  trading  concern  record  the 
transaotionB  between  itself  and  a  Branch  Office  established  in  France  T 

Show  how,  and  from  what  materials,  the  Balance  Sheet  of  the 
combined  undertaking  is  to  be  prepared  for  pablioatioo. 

4.  A  London  firm  of  fancy  goods  manufaaturers  establishes  a 
Branch  at  Rio  de  Janeiro  (where  the  local  currency  takes  the  form 
of  "  milreis,"  and  is  liable  to  constant  fluctuations  in  value).  Write 
a  detailed  explanation  for  the  use  of  the  book-keeper  in  London, 
Stowing  how  the  occoonta  aa  between  London  and  Rio  de  Janeiro 
are  to  be  kept  and  adjusted. 

19a.  Balance  of  Prc^t  and  Loss  Acoonnt,  £9, 7S0  ITt.  lid. 

Balance  Sheet  Totals,  £32,237  4f.  lid. 
ISB.  Net  Profit :  Dept.  a,  £BS6  6«.  2(1;  Dept.  B,  £2, 168  19«.  Sd. 

Balance  Sheet  Totals,  £GS,Sgl  1^.  4d. 
IBc.  Profit  and  Loaa  Account,  Credit  Balance,  £1,193  la.  Zd, 

Balanoe  Sheet  Totals,  £17,295  15>.  8£ 
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JOIHT   ACCOUNTS — JOINT  ABVBNTUBB   ACCOCKTB 

It  frequently  happens  that  two  or  more  traders  agree 
to  embark  together  in  hmited  co-partnership  in  some 
particnlar  tradine  adventure  or  speculation,  faring  the 
reenlting  profits  between  them  according  to  their  agreed 
interests,  and  matually  contributing  to  the  expenses 
incurred  in  carrying  out  the  undertaking.  8uch  a  trans- 
action is  called  a  "Joint  Adventure."  There  is,  in  such 
a  case,  no  need  of  a  partnership  name  as  representing 
the  partners  in  the  adventure,  nor  does  the  relationship 
of  the  parties  necessarily  extend  beyond  the  particnlur 
transaction  contemplated.  Apart  from  these  character- 
istics the  operation  may  be  regarded  as  tantamount 
to  a  more  or  less  restricted  partnership  for  the  special 
transaction  which  has  been  entered  Into  for  the  mutual 
benefit  of  the  parties. 

The  "  adventure  "  frequently  takes  the  form  of  a  joint 
consignment  of  goods,  but  it  may,  of  conrse,  assume  the 
shape  of  a  joint  speculation  in  stocks  or  shares,  the 
chartering  of  a  ship,  a  joint  tmderwriting  operation,  or 
any  other  form  wherein  the  combination  of  the  interests 
concerned  may  he  profitably  employed. 

Sometimes,  but  rarely,  the  matter  is  treated  as  if  it 
were  an  actual  partnership  entered  into  for  the  special 
operation,  a  separate  bankmg  account  Iieing  opened  in 
the  joint  adventurers'  names,  and  a  separate  set  of  books 
being  kept  to  record  the  transactions.  In  such  a  case 
the  matter  resolves  itself,  for  book-keeping  purposes, 
into  an  ordinary  partnership,  continuing  until  conclusion 
of  the  venture  and  then  liquidated.  The  explanations 
previously  given  as  regards  partnership  accounts  will 
apply,  in  such  cases,  and  will  regulate  flie  book-keepihg 
for  a  "  joint  adventure  "  of  this  type. 

In  the  majority  of  cases,  however,  owing  to  the 
temporary  nature  of  the  partnership,  it  is  not  worth 
while  for  the  sharers  in  the  enterprise  to  go  to  the 
expense  or  trouble  of  keeping  a  separate  set  of  books  for 
the  joint  adventure.    Each  i^renturer  opens  an  account 
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in  bis  Ledger  for  the  undertaking,  cmd  tre&ts  the  "  Joiat 
Adventure  "  as  if  it  were  personified ;  the  adventure  there- 
fore becomes  an  ordinary  debtor  to  Mm  for  everything 
disbursed  upon  its  account ;  similarly,  everything  received 
by  each  adventurer  in  respect  of  the  joint  adventure  Ib 
oredited  by  him  to  the  "  Joint  Adventure  "  Account, 

Upon  conclusion  of  the  operation,  the  "  Joint  Adven- 
ture "  acooauts  appearing  in  eaoh  party's  Ledger  are 
combined  into  one  statement,  showing  the  details  of  thfc 
whole  transaction  from  start  to  finish.  In  this  statement, 
the  profit  shown  on  the  operation  is  divided  between 
the  partners,  and  each  party  must  then  debit  his  share 
of  the  profit  to  the  Joint  Adventure  Account  in  his  Ledger, 
The  result  of  thus  debiting  the  profits  (or  creditmg  the 
losses,  if  losses  there  be)  in  each  party's  books  will  be  to 
show  a  certain  debit  balance  upon  the  Joint  Adventure 
Aooount  in  one  parW's  books  and  a  credit  balance  for  the 
same  amount  m  the  Joint  Adventure  Account  in  the 
other  party's  boots.  When  the  adventurer  whose  "  Joint 
Adventure  Account"  shows  a  credit  balance  pays  the 
amount  of  such  balance  to  the  other  adventurer  the 
Joint  Adventure  Account  on  both  party's  books  will  close 
automatically. 

These  principles  ore  illustrated  in  the  subjoined 
example,  in  which  the  Joint  Adventure  Account,  as  it 
would  appear  upon  the  books  of  both  parties,  is  shown, 
together  with  the  combined  statement  prepared  from,  but 
outside,  the  Ledger  of  either  i>arty. 

Herbert  Wilson  of  London  and  Robert  Fitch  of  Cape  Town  com- 
bined in  a  joint  stiipment  of  certain  specified  fancy  goods,  made  hy 
the  former  to  the  latter ;  profits  being  shared  equuUj'beCweeQ  them. 
Pursuant  to  the  arrangament  H.  Wilaoa  bought  on  January  2, 
1009,  10  cases  of  fancy  goods  at  £24  10s.  per  case,  paying  cash  foe 
the  same,  and  paying  in  addition—  £     s    d. 

Bailway  charges  to  London,  £1  per  case  .        .       10    0    0 
Freight  to  Cape  Town,  £2  lOa.  per  case  .         .      25    0    0 
Insurance,  attunps,  and  sundriea       ,         .        .        8    4    6 
On  the  same  day  H.  Wilson  drew  a  sight  draft  upon  R.  Fitch  for 
£100  on   aceount  of  the  consignment,   and  sold  this  bill  to  tlie 
Standard  Bank  of  South  Africa  for  £09   10s.,  the  discount  upon 
which  is  to  be  borne  by  the  adventurers  jointly. 

R.  Fitch  received  delivery  of  tbe  goods  from  the  Shipping  Com- 
pany on  January  28,  1909,  and  honoared  H.  Wilson's  dnift  on  the 
game  day.  R.  Fitch  made  the  following  payments  on  account  of 
the  joint  ventore —  £    s    d 

Febmary  3.  Landing  and  warehouse  charges  .  8  5  10 
January  29.  Government  duty  ,  .  .  15  10  10 
February  4.     Stamps,  postages,  and  SDndries    .       14    6 
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B.  Fitch  told  the  whole  of  the  10  oara  of  gcMxls  on  Febnury  Z 
for  ouh  at  £38  per  case.  On  February  4  he  prepared,  from  the 
entries  in  hia  own  books  and  from  the  details  fiumished  to  him 
of  H.  Wilaon'H  disbunementa,  a  Btatement  of  the  combined  result  of 
the  joint  ventnre,  remitting  to  H.  Wilson  the  amount  due  to  the 
Utter  in  respect  of  the  transaction  together  with  hia  share  i^  liie 

This  remittance  was  made  by  meane  of  a  Bank  Draft  obtained  Sroa 
of  charge,  and  the  draft  was  cashed  bv  H.  Wilson  on  February  26. 

JVote.— Questions  of  interest,  as  oetween  the  partners  in  Uie 
venture,  are  to  be  disr^;arded. 

H.  Wilsoh's  Lbdobk. 

JOINT  ACCOUNT  WITH    ROBERT   FITCH 
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Messrs.  H.  Wilsos  &  E.  Frrcff. 
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COBT    ACCODNTB 

Cost  aooounticg  came  into  increased  prominence  during 
the  grecbt  war,  and  many  maDnfaoturerg  who  formerly 
regarded  cost  accounts  as  a  neceBsary  nuieance,  now 
recognise  them  to  be  one  ol  the  essentials  of  successful 
miuiagement. 

Costing  may  be  defined  as  a  method  of  accounting 
designed  to  ascertain  the  actual  cost  of  articles  manu- 
factured, or  of  contracts  executed,  by  means  of  analytical 
records  of  the  wages  paid  and  the  raw,  or  partially 
manufactured,  material  used  in  respect  thereof.  By 
means  of  accurately  prepared  cost  accounts  a  business 
man  is  enabled  to  know  the  exact  cost,  direct  and  indirect, 
of  each  article,  ton,  or  other  unit  which  he  manufactures, 
or  of  each  job,  or  contract,  he  undertakes.  He  can  thus 
regulate  his  selling  prices ;  base  estimates  or  tenders  on 
his  past  experience ;  compare  trading  periods  and  different 
methods  of  manufacture;   locate   weak    points    in   bis 
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factory ;  eliminate  ^aste  and  unprofitable  work ;  prevent 
theft,  and  ineffioienoy  whether  of  management  or  work-j 
manship.  .        ! 

The  stndent  must  clearly  understand  that  cost  aooonnts 
are  quite  distinct  from  the  financial  accounts,  although 
the  necessary  data  are  obtained  from  the  same  sources. 
Special  records  and  hooka  are  necessary  for  the  costing- 
records,  and  no  posting  from  one  Bet  of  books  to  the  other 
is  permissible,  except  where  certain  books  contain 
"memoranda"  columns  for  convenience,  as  explained 
later.  The  costing  results  should,  however,  as  nearly  as 
possible,  be  capable  of  reconciliation  with  the  financial 
records,  and  should  be  designed  to  allow  periodical 
obmparisons  to  be  made. 

No  one  system  of  cost  accounting  oan  be  applied  in 
every  detail  to  all  businesses  alike.  It  is  clear,  therefore, 
that  in  a  general  text-book  such  as  this  principles  only 
oan  be  dealt  with.  Many  test-books  are  available  which 
deal  with  particular  trades  arid  aspects  of  costing,  and  to- 
those  the  student  who  desires  to  specialise  in  the  subject 
is  referred. 

It  is  useless  to  attempt  costing  unless  an  accurate 
system  of  Stock  and  Store  Acoountt  has  first  been  installed. 
The  word  "Stores"  in  this  connection  covers  all  raw 
materials,  partially  manufactured  goods,  or  other  articles, 
used  in  manufacturing,  or  in  carrying  on  the  business.  - 
It  is  essential  to  keep  proper  records  of  all  items  passing 
in  and  out  of  store,  as  much  of  the  information  necessary^ 
for  costing  records  is  derived  from  this  source. 

The  raw  material  used  is  so  diverse  that  no  stereotyped 
forms  can  be  laid  down  as  being  applicable  to  all  oases. 
The  following  principles,  however,  adjusted  to  suit 
particular  requirements,  are  generally  observed : — 

A  capable  store-keeper  is  paced  in  charge  of  the  stores 
and  no  other  person  is  allowed  to  take  in,  or  issue,  stores. 
Bins,  lockers,  racks  or  other  suitable  receptacles  are 
provided  for  the  stores.  A  card,  or  label,  is  attached  to 
each  bin,  similar  in  form  to  that  shown  on  p,  100c.  Par- 
ticulars of  all  goods  received  into,  or  withdrawn  from,  stock 
are  entered  on  these  cards.  At  stated  periods,  the  cards 
are  balanced  and  agreed  with  the  Stores  Ledger,  described 
hereafter.  When  the  cards  show  that  stocks  are  rnnning 
low,  the  store-keeper  sends  a  requisition  to  the  buying 
department  for  fresh  supplies.  Full  particulars  of  these 
requisitions  are  entered  by  the  store-keeper  in  a  Stores 
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PnroliaHa  Book,  roled  with  oolunuis  for  enteriDg  the 
quantity,  weight,  or  me&sure,  price,  date  of  receipt,  and 
other  partioalars  of  all  goods  purchased  for  store.  Id  all 
oases,  goods  mast  only  be  issaed  from  store  in  exohange 
for  a  properly  filled  up  Requiiitlaii  Form,  similar  to  that 
shown  OD  p.  400c,  signed  by  the  foreman  requiring  the 
goods.  If  any  stores  requisitioned  remain  over  after  the 
job  is  completed,  they  must  be  entered  on  a  credit  slip, 
similar  in  form  to  the  requisition  slip,  and  returned  to  the 
store-keeper,  who  will  treat  them  in  his  records  as  an 
entirely  ^sb  receipt  of  stores.  All  goods  so  issued  must 
be  recorded  in  a  Stores  Issued  Book,  a  ruling  of  which  is 
shown  on  p.  400<j ;  and  details  of  stores  received  and  issued 
are  finally  collected  in  the  Stores  Ledger,  see  p.  400e.  The 
Stores  Ledger  should  be  posted  by  the  counting-house 
staff  and  not  by  the  store-keeper.  The  necessary  infor- 
mation is  obtained  from  the  store-keeper's  books,  the 
requisition  and  credit  slips,  invoices,  etc. ,  the  object  of  the 
book  being  to  show  the  quantity  of  any  given  article  in 
store.  The  balances  in  this  ledger  should  agree  with  the 
bin-cards  described  above.  A  ledger  account  is  opened 
for  each  article  of  importance,  "  omnibus "  accounts 
serving  for  the  smaller  items.  The  opening  item  in 
each  account  is  the  stock  of  the  particular  article  at 
the  close  of  the  last  trading  period.  In  addition  to 
providing  a  useful  check  on  me  store-keeper,  the  Stores 
Ledger  saves  much  time  and  trouble  at  stock-taking 
periods,  and  simplifies  the  work  of  the  ordering 
department. 

The  Card  Index  system  is  growing  in  popularity  as  a 
rival  to  the  older  form  of  Stores  Ledger. 

It  is  obvious  that  in  addition  to  book-keeping  skill, 
■working  knowledge  of  the  technical  details  of  a  manu- 
facturing business  is  essential  in  order  to  devise  on 
efficient  costing  system.  Details,  of  course,  vary  greatly, 
but  the  main  Elementi  of  Cost  are  the  same  in  ail 
businesses,  and  divide  themselves  into : — 

(a)  Items   directly   related   to   the  articles    manu- 

factured, such  as  mfiterials  and  labour.  These 
direct  expenses  are  called  Prime  Cost. 

(b)  Expenses  Which  cannot  be  directly  allocated  to 

any  particular  article  of  manufacture,  or  job, 
such  as  Fower^Bent,  Bates,  Offioe  Salaries,  Bad 
Debts  and  the  like.  These  indirect  expenses  are 
called   (taeoat,   Overhead,  '  or  Fixed  Ej^enaeit 
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The  combiaed  totals  of  (a)  and  Q>)  repie^enb 
Orou  Coit,  or  Coit  of  FrodnotioiL 

Every  costing  system,  then,  must  deal  with  (1)  Labour, 
(2)  Materials,  (3)  Oncost  expenses.  Labour  and  Materials 
will  vary  with  the  turnover,  but  oncost  expenses  will 
usoally  remain  more  or  less  stable. 

Labour. — Wages  may  be  peid  (a)  on  a  daily  or  hourly 
basis,  i.  e.  at  a  fixed  rate  per  day  or  hour,  (ft)  at  a  "  piece- 
work "  rate,  i.  e.  a  definite  price  is  fixed  per  job  or  process, 
or  (c)  on  the  "  premium "  or  "  bonus "  system,  under 
which  a  percentage  increase  is  paid  above  the  standard 
rate  in  respect  of  output  exceeding  the  standard  quantity. 
The  men  are  booked  into  the  works  by  a  time-keeper,  or 
"clock"  themselves  in  by  a  time-recording  machine. 
Each  workman  is  supplied  with  a  daily  or  weekly  time 
sheet  similar  in  form  to  that  shown  on  p.  4006.  These 
sheets  are  filled  in  hy  the  men  themselves,  and  are  sub- 
sequently checked  either  with  the  time-keeper's  records 
or  those  provided  by  the  time-recording  machine.  As  it 
would  be  inconvenient  to  post  each  time  sheet  individaally, ' 
the  particulars  they  contain  are  grouped  and  analysed  in 
an  Abstract  of  Wa^es,  whence  they  are  posted  either 
(a)  to  the  particular  job  or  contract  to  which  they  relate, 
or  (6)  to  Oncost  Charges,  Capital  Expenditure,  or  similar 
accounts,  if  they  cannot  be  charged  direct  to  any  job.  A 
ruling  of  an  Abstract  of  Wages  dealing  with  Capital 
Expen^tnre  is  given  on  p.  400d.  The  abstract  of  wages 
for  items  chargeable  direct  to  partiottlar  jobs  is  similar  in 
form  but  contains  more  columns,  the  number  of  the 
particular  job  or  process  being  entered  in  the  left-hand 
column.  All  wages  are  posted  from  the  Abstract  of 
Wages,  or  from  Wages  Analysis  Sheets,  to  (a)  the  cost 
account  in  the  Cost  Ledger  of  the  particular  job  or 
process  concerned,  or  (ft)  to  the  Plant  and  Machinery 
Begistor,  either  as  a  whole,  or  to  individual  machines,  or 
(c)  to  the  "  Loose  Tools  Acoonnt "  as  representing  the 
cost  of  making  or  repairing  loose  tools. 

Katerials. — The  student  will  reahse  that  the  second 
item  of  prime  cost  cannot  be  charged  out  with  the  same 
facilitv  as  direct  labour.  It  has  aJready  been  explained 
that  the  first  essential  in  this  connection  is  the  installation 
of  an  accurate  system  of  recording  the  receipt  and  issue 
of  materials  from  store.  All  goods  required  in  the  work- 
shops must  be  withdrawn  from  store  by  means  of  the 
authorised  requisition  forms  as  shown  on  p.  400a     The 
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price  at  which  they  are  withdrawn  should  be  that  shown 
in  the  Stores  Ledger,  and  will  consist  of  cost  prioe  plus 
oarriage  inwards  calculated  at  the  nearest  workable 
fraction  per  unit,*  These  requisition  forms  should  be 
summarised  weekly  in  the  Uaterials  Abstract,  a  specimen 
of  which  is  given  on  p.  400/.  The  weekly  totals  shown 
in  the  Abstract  must  be  posted  in  the  Cost  Iiedger  to 
tlie  job  or  item  of  expenditure  to  which  they  relate.  All 
materials  returned  to  store  should  be  entered  in  the 
Abstract  in  red  ink,  and  deducted  from  the  item  to  which 
they  relate.  In  many  cases  it  is  desirable  to  post  to  the 
Cost  Ledger  in  as  maoh  detail  as  is  reasonably  possible, 
this  book  being  useful  for  future  reference.  Goods 
purchased  specially  for  any  particular  job  or  contract  can 
be  charged  direct  from  the  Purchase  Journal,  in  wiiich  a 
column  for  "Direct  Purchases"  (No,  of  job;  amount; 
Cost  Ledger  folio,  etc.)  should  be  provided.  In  similar 
manner  dL^ct  expenses  may  be  jwsted  from  the  Cash 
Book  as  "  memoranda." 

The  Cost  Ledger  is  the  place  of  assembly  for  the 
various  components  of  the  cost  of  every  job,  series  of 
articles,  or  other  unit,  and  separate  aocQunts  must  be 
opened  for  every  operation,  the  cost  of  which  it  is  desired 
to  ascertain.  A  form  of  Cost  Ledger  is  given  on  p.  400/i 
The  information  necessary  for  posting  this  ledger  is 
derived  from  the  Abstract  of  Wages,  Materials  Abstract, 
Fmvhases  Journal,  and  Cash  Book.  When  all  accounts 
in  the  Cost  Lecher  have  been  written  up  to  date,  so  far 
as  materials  and  labour  are  concerned,  there  still  remains 
the  final  element  required  to  arrive  at  the  gross  cost  or 
cost  of  production,  namely,  oncost  expenses. 

Oncost  Expense!. — This  term  embraces  all  expenditTire 
essential  to  the  proper  upkeep  of  the  factory,  and  includes 
sueh  indirect  expenses  as  establishment,  administration, 
distribution,  and  similar  charges,  which  form  an  integral 
part  of  the  cost  of  production,  but  which,  because  tney 
are  common  to  all,  cannot  be  earmarked  to  any  partioular 
article  or  contract.  Oleaily,  oncost  expenses  must  be 
based  on  past  experience ;  that  is  to  say,  the  oncrat  figure 
for  any  given  year  must  be  based  on  the  total  oncost 
expense^  of  the  previous  year,  or  on  the  average  for  a 

*  Many  manufacturen  deal  irith  iDvaim  price  only  in  the  Stores 
Ledger.  Thia  practice  cerlftinly  avoids  the  delaj  in  calculating  and 
apportioning  carriage. 
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selected  period.  The  fienres  neeessary  for  the  oompilation 
of  the  oQooBt  total  will  be  foimd  in  the  Trading  and  Profit 
and  Loss  Acoountn. 

Having  arrived  at  the  necessary  figore,  it  ia  clear  that 
it  can  only  be  charged  out  by  means  of  apportionment 
over  the  outpat  upon  some  equitable  basis.  It  is  not 
always  easy  to  determine  this  basis.  The  peculiar 
ohaiacteristiCB  of  the  undertaking  must  be  taken  into 
aooount.  If  the  standard  unit  of  production  is  per  ton, 
per  barrel,  per  huodred  or  per  thousand,  the  question  of 
apportionment  presents  little  difficulty,  but  where  articles 
of  diverse  nature  are  manufactured,  the  question  of 
apportionment  is  more  complex. 

Oncost  is  usually  divided  into  (a)  shop,  and  (6)  office 
or  administration  expenses.  The  former  includes  the 
wages  of  all  men,  e.  g.  foremen,  furnace  and  boilenneo, 
stwekeepers,  etc.,  whose  wages  cannot  be  charged 
directly  to  any  particular  job.  It  also  includes  the  cost 
of  power,  lighting,  heating,  repairs,  depreciation,  rent 
and  rates  of  factory,  and  similar  charges.  The  latter 
class  (ft)  covers  office  and  administration  expenses,  such 
as  office,  showroom  and  warehouse  rent,  rates  and  taxes ; 
insnranoe;  lightiag;  travellers' salaries  and  commission; 
office  salaries  and  expenses;  carriage  outwards;  packing, 
advertising,  and  the  like. 

Shop  Oncost  is  usuaJly  apportioned  as  a  fixed  percent- 
age on  (a)  Cost  of  Materials,  or  (&)  Cost  of  Labour  (lame 
or  cost) ;  or  (c),  (a)  and  (6)  combined ;  or  (d)  a  fixed  rate 
per  hour  worked ;  or  (e)  a  fixed  rate  per  machine  hour 
worked ;  or  (/)  a  fixed  sum  per  unit  of  production.  In  the 
majority  of  cases,  the  most  equitable  basis  is  a  fixed 
percentage  upon  the  cost  of  the  direct  labour  included  in 
the  prime  cost,  since,  in  normal  times,  this  is  a  more 
constant  factor  than  the  cost  of  materials.  The  percent- 
age charged  will  represent  the  ratio  between  the  total 
oncost  expenses  and  the  total  productive  wages  paid ;  the 
"  hourly  rate  "  {d)  is  arrived  at  by  ascertaining  the  ratio 
between  the  total  oncost  expenses  and  the  total  number 
of  hours  worked  apportioned  over  the  various  jobs, 
according  to  the  time  occupied  on  them.  The  "  machine 
rate  "  {e)  is  found  by  taking  the  first  cost  of  the  machine, 
less  any  residual  value,  adding  the  estimated  cost  of 
maintenance  and  the  rental  value  of  the  space  occupied, 
and  dividing  this  total  by  the  estimated  number  of  work- 
ing hours  embraced  in  the  life  of  the  machine.    This 
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oaloolation  gives  tha  hourly  rate  chargeable  to  each  article 
according  to  the  time  the  machine  was  used  in  its 
production.  As  abeady  stated,  the  fixed  percentage — e.  g. 
^  per  cent. — on  direct  wages  added  to  prime  cost  is,  in 
most  oases,  the  most  equitable,  though  possibly  not  the 
most  scientific,  basis  to  adopt. 

Office  Oncost. — In  some  cases,  the  somewhat  rough  and 
ready  method  is  adopted  of  charging  out  administration 
oncost  as  a  fixed  jpercentage  upon  works  oncost.  In 
other  cases,  the  various  items  composing  the  total  oncost 
are  dealt  with  separately  on  their  merits,  as  is  explained 
below.  The  totoJ  office  oncost  to  be  charged  out  is 
ascertained  from  the  Trading  and  Profit  and  Loss 
Accounts.  Frequently,  these  accounts  are  specially 
drafted  under  the  headings  required  for  costing  purposes, 
suoh  as  "  Direct  Wages,"  "  Direct  Purchases,"  "  Indirect 
Wages,"  "Office  Charges,"  "Administration  Charges," 
and  so  on.  This  practice  facilitates  costing  operations 
considerably.  When  the  total  office  oncost  has  been 
ascertained,  it  is  usually  divided  amongst  the  various 
departments  upon  the  basis  of  turnover;  or  floor,  or 
Cubic  space  oocupied;  or  average  power  consumed,  or 
some  other  equitable  basis.  Each  department  ihan 
allocates  its  proportion  of  the  whole,  over  the  articles 
manufactured,  upon  the  basis  of  the  time  occupied,  or 
whB.tever  other  method  of  apportionment  has  been  adopted. 

As  indicated  above,  certain  items  are  sometimes  treated 
on  special  lines.  For  example,  rent,  lighting,  heating, 
cleaning,  superintendence,  insurance,  depreciation  and 
the  hke,  may  be  apportioned  on  the  basis  of  horse-power 
hours,  electric  current  used  (if  separate  meters  are  in- 
stelled),  cost  of  labour  and  material,  or  some  similar 
basis  applicable  to  the  circumstances.  Bent  a.nd  Bates 
may  be  apportioned  according  to  the  estimated  value  of 
the  space  occupied  by  the  various  shops  or  departments ; 
salaries  upon  the  previous  year's  output;  coat  of  power 
upon  the  horse-power  consumed;  lighting  upon  the 
number  of  points  in  use;  depreciation  upon  the  approxi- 
mate amount  of  capital  involved,  and  so  forth.  Other 
similar  illustrations  could  be  given,  but  enough  has  been 
said  to  indicate  the  variety  of  the  methods  employed. 

Having  briefly  dealt  aoove  with  the  main  principles 
upon  which  costing  is  based,  we  arrive  at  the  following 
table  of  cost  of  any  given  job  or  series  of  articles : — 
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1.  Oatliae  briefly,  with  eketohes  of  books,  onf  Bjttem  of  entering 
and  checking  the  Btores  used  in  a.  manufacturing  busiDBB*  with 
which  you  are  familiar,  and  of  which  you  approve. — Charlered 
AaxmntaiUs, 

2.  Cliento  of  yours  ntspect  a  leakage  in  their  atock,  and  requeit 
you  to  advise  them  as  to  the  best  method  of  recording  the  charge 
to,  and  iesue  from,  stores  of  Koods  ;purchii8ed.  Select  otte  of  tbe 
undermentioned  businesses,  and  submit  a  short  report  on  the  system 
Ton  advocate,  together  with  specimen  forms  :  {a)  Retail  Store 
(Three  departmenta)  ;  (ft)  E^ngineer ;  (e)  Hardware  Merchant; 
(d)  Tobacco  Manufacturer. — Charttred  AoeoiaiiaTiU. 

i.  Explain  briedy,  with  eiamples,  the  system  of  stock  and  ooBt 
acoounCs  which  you  would  introduce  for  use  in  the  office  of  a  firm, 
whose  chief  arti^ea  of  manufacture  consist  of  small  machine  porta. 
What  it  tbe  first  step  you  would  take  in  introducing  the  system 
you  roooromend? — S.S.A. 

4.  BrieBy  describe  an  efficient  system  of  recording  the  rficeipt 
and  issue  of  goods  from  store  to  departmetits  in  any  manufacturing 
business  with  which  you  are  familiar.  Illustrate  your  onawer  with 
a  sketch  of  a  Stores  Ledger  you  would  recommend,  and  make  three 
specimen  entries  therein. — Chartered  Acarunlanis. 

5.  Select  on  article  in  common  use,  describe  the  materials,  Abour, 
IS  which  enter  into  the  cost  of  producing  it,  and  frame 


a  Cost  Sheet  in  a  form  calculated  to  present  details  of  the  a 
production  in  the  moat  useful  form  to  the  manufacturer, — ILS.A. 

6.  Select  a  type  of  business,  and  describe  an  efficient  system  of 
leoording  tbe  receipt  and  issue  of  goods  from  store,  and  illustrate 

Cr  answer  with  a  sketch  of  a  "Stores  Received  and  Issued 

EOTALTT    ACCODNTB 

The  term  "Royalty,"  as  employed  in  commerce,  ex- 
presses a  payment,  somewhat  in  the  nature  of  a  rent, 
made  for  the  right  of  user  in  connection  with  certain 
property,  such,  for  example,  as  patent  or  mineral  rights. 
The  "royalties"  payahle  by  the  publishers  of  s,  book  to 
an  author  retaining  the  copyright  furnish  a  further 
instance,  as  also  do  those  royStiee  payable  by  the 
vocalists  who  sing  to  the  owners  of  the  copyright  of  the 
songs. 

Th&  foregoing  examples,  and  other  royalties  of  a  like 
nature,  do  not  call  for  any  special  treatment  as  regards 
their  book-keeping  record ;  they  are  usually  either  busi- 
ness ezpenses  (in  the  books  of  tbe  payer  of  them)  or 
proSte  (m  the  books  of  the  recipient) ;  there  is,  howerer, 
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one  olaas  of  royalties,  viz.  those  paid  for  minend  rights, 
which  requires  special  explanation. 

Hineral  Boyaltiei. — Many  forms  of  royalty  are  calcu- 
lated on  the  basis  of  the  payment  of  a  certain  snm  of  money 
in  respect  of  each  occasion  tipon  \vhich  the  property 
InTolved  is  used,  e.g.  each  instance  in  which  patent  rights 
are  made  use  of,  or  each  copy  of  a  book  or  piece  of  music 
sold.  Mineral  royalties  are  almost  invariably  based  upon 
the  number  of  units  of  mineral  extracted,  a  certain  smn 
of  money  being  payable  in  respect  of  each  unit,  e.g.  a 
"  royalty  "  of  6d.  per  ton  on  every  ton  of  coal  won  from 
a  given  specified  area,  although  in  the  case  of  mineral 
royalties  certain  additional  stipulations  are  usually  in- 
serted in  every  agreement  in  order  that  an  equitable 
arrangement  between  the  parties  may  be  arrived  at. 

The  owner  of  an  area  of  land  which  is  traversed  by 
seams  of  coal  usually  exacts,  when  leasing  the  right  to 
win  coal  to  a  coUiery  lessee,  a  royalty  of  so  many  pence 
per  ton  upon  the  coal  "won,"  e.g.  6d.  per  ton. 

Boyalties  are  generally  based  upon  one  or  other  of  the 
undermentioned  rates — - 

(a)  A  fixed  rate  per  ton  of  coal  "  gotten  "  or  "  won." 
The  coal  being  taken  "through,"  i.e.  "small" 
and  "  lai^e  "  coal  together. 

{b)  A  fixed  rale  per  ton  won  with  a  different  scale  for 
"  large  "  compared  with  "  small "  coal,  or  with 
different  rates  for  different  seams. 

(c)  A  rate  per  ton  won  based  upon  a  sliding  scale, 

which  varies  with  the  "  pit  mouth  "  price  of 
coaL 

(d)  A  fixed  price  per  foot  thickness  of  the  seam  of 

coal  worked  ("  Footage  "J. 

(e)  A  fixed  price  per  acre  worked. 

Frequently  a  small  percentage  upon  the  total  output  is 
allowed  free  of  royalty  to  cover  the  coal  eonaomed  in 
running  the  plant  and  machinery  employed  in  the 
colliery. 

In  other  cases,  where  the  coal  deposits  are  very  deep, 
one  or  two  years  are  sometimes  allowed  to  the  lessees 
for  development  purposes  before  the  Boyalty  and  Mining 
Bent  GtanseB  come  into  operation. 

If  the  agreement  between  the  landlord  and  the  lessee 
were  to  go  no  further  than  the  fixing  of  a  royalty  to  be 
paid  upon  eaoh  ton  of  coal  extracted,  the  landlord  would 
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be  entirety  in  the  lessee's  ha,iids  as  regards  the  amoant 
of  the  royalties  payable;  the  latter  oould  work  on  a 
restricted  output  or  refraan  from  working  any  coal  at  all 
nnlesa  it  suited  his  convenience,  in  which  case  the  land- 
lord would  receive  little  or  nothing  in  the  way  of 
royalties. 

A  landlord  naturally  desires  to  be  able,  in  granting  a 
colliery  lease,  to  count  at  least  upon  a  moderate  and 
certain  regular  income,  and  in  order  to  meet  his  require- 
ments in  this  respect  the  custom  exists  of  naming  a  round 
sum  of  money  in  the  lease  as  a  "  minimum  rent,"  *  i.e.  a 
specified  rent,  which  is  payable  whether  the  workings  of 
the  colliery,  ot^oulated  on  a  basis  of  so  much  per  ton,  equal 
the  "  minimum  "  mentioned  or  not.  Even  if  the  coal 
area  remains  unworked  the  minimum  rent  is  nevertheless 
payable. 

In  years  of  restricted  output  the  amount  by  which 
the  "  minimum  rent "  actually  paid  under  the  lease 
exceeds  the  t^reed  royalty  on  the  output  (which  Utter 
would  be  payable  if  no  minimum  rent  were  stated  in  the 
lease)  is  commonly  known  as  "  short  workings "  (or 
"  ihints  ").  This  name  is  appUed  to  the  deficiency  of  ton- 
DE^e,  m  well  as  to  the  monetary  expression  of  the 
deficiency  in  terms  of.  the  royalty  payable. 

It  frequently  happens  that,  during  the  early  years  of 
the  "  life  "  of  a  colliery,  while  the  mine  is  being  opened 
ap,  the  output  is  more  or  less  scanty,  and  the  minimum 
rent  has  consistently  to  be  paid  owing  to  the  low  output. 
As  soon,  however,  as  the  development  work  has  been 
successfully  accomplished  the  colliery  starts  working 
upon  a  normal  basis,  and  the  output  graduaUy  rises 
above  the  point  at  which  the  minimum  rent  merges  into 
a  royalty  on  the  output.  In  order  to  alleviate  the  hard- 
ship which  might  otherwise  arise  as  regards  the  lessee, 
through  the  effect  of  the  "  short  workings  "  in  early  years, 
the  lease  usually  contains  a  clause  to  provide  for  what  is 
known  as  the  "recoupment  of  short  workings."  Such  a 
provision  usually  stipulates  that  any  "  short  workings  " 
occurring  In  earlier  years  maybe  offset  against  the  larger 
outputs  of  later  years,  subject  to  the  proviso  that  a  sum 
at  least  equaJ  to  the  minimum  rent  must  be  paid  in 
every  year  of  the  lease's  term.    The  right  to  "recoup" 

*  Other  local  temiB  to  express  the  game  meaniog  are  :  Dead  Rent, 
Annnal  Bent,  Head  Rent,  Sleeping  Bent,  Fixed  Rent,  Certain 
Bant,  etc 
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"short  workiiigs"  contmnes  in  m&ny  leases  over  the 
first  fen  years  only  (three  to  fire)  of  a  colliery's  existence, 
"short  workings"  occurriDg  in  later  years  being  irre- 
oorerable.  In  other  miniDg  £striots  the  privilege  extends 
over  the  whole  period  of  the  lease. 

The  practical  working  of  the  various  provisions  set  forth 
above  may  be  made  more  clear  by  the  use  of  a  concrete 
example.  A  colliery  might  be  granted  a  lease  of  a  ooal 
area  at  a  royalty  of  &d.  per  too  with  a  minimvun  rent  of 
£200  per  annom,  and  power  to  recoup  "  short  workings." 
The  effect  of  this  would  be  that  if  less  than  8,000  tons 
were  "  won  "  in  a  given  year  the  minimum  rent  of  £200 
a  year  would  be  payable,  but  that  if  8,000  tons  or  more 
were  worked  in  a  given  year  the  royalty  at  the  rate  oi 
M.  per  ton  upon  the  output  would  be  payable. 

The  actual  outputs  for  the  three  years  following  the 
granting  of  the  lease  mentioned  above  may  be  taken  as 
under — 

First  year 3,000  tons 

.     Second  year 10,000    „ 

Third  year 20,000    „ 

The  royalties  p^able  will  then  be  as  set  forth  below. 

First  year. — ^l!he  ninimiifn  rent  of  £200  is  the  equiva- 
lent (at  a  royalty  of  6d.  per  ton)  of  an  output  of  8,000 
tons.  In  this  year  only  3,000  tons  have  been  worked, 
the  £200  minimum  rent  is  therefore  payable,  and  the 
lessee  may  (as  a  memorandum)  carry  forward  5,000  tons 
of "  short  workings  "  for  subsequent  recoupment,  if  possible, 
out  of  the  results  of  later  years. 

Second  year. — If  there  had  been  no  provision  in  the 
lease  granting  the  recoupment;  of  "  short  workings " 
royalty  would  have  become  payable  at  the  rate  of  &j.  per 
ton  on  the  whole  output  of  10,000  tons;  as,  however, 
there  are  in  existence  some  "  short  workings  "  which  the 
lessee  is  permitted  to  "  recoup,"  they  can  be  made  use  of 
subject  to  the  proviso  that  not  less  than  the  minioium 
rent  of  £200  per  annum  shall  be  paid.  By  claiming  the 
benefit  of  2,000  tons' "short  workings"  out  of  the  5,000 
tons  short  worked  in  the  first  year,  the  royalty  due  can  be 
reduced  to  the  royalty  on  10,000  tons  less  2,000  tons, 
i.e.  on  8,000  tons,  which,  at  the  rate  of  ,6t2.  per  ton,  is 
£200.  This  £200  is,  therefore,  paid  to  the  landlord,  and 
the  balance  of  "  short  workings,"  available  for  use  in 
future  years,  is  reduced  to  3,000  tons. 
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'  Third  year. — Similarly,  if  there  had  been  no  provisioD 
in  tba  lease  as  r^ards  "  short  workings,"  royalty  wonld 
have  become  payable  on  the  whole  output  of  20,000  tODs; 
there  are,  however,  3,000  tons  of  "  short  workings  "  (see 
above)  remaining  available  for  reconpnieDt.  By  applying 
tbeee  in  reduction  of  the  20,000  tons  of  output  for  royalty 
purposes  the  royalty  actually  payable  is  reduced  to  that 
due  upon  17,000  tons,  viz.  £425. 

The  principles  upon  which  royalties  and  "  short  work- 
ings "  are  to  be  recorded  in  the  books  of  a  colliery  lessee 
are  as  follows — 

A.  Since  the  WorkiDg  and  Profit  and  Loss  Aoooont 

records  only  the  product  of  the  saje  of  the 
output  for  the  period,  the  debit  appearing 
in  this  account  in  respect  of  "  royalties " 
must  represent  the  royalty  on  actual  output 
for  the  period,  whether  this  is  above  or  below 
the  minimum  rent. 

B.  If,  in  any  given  year,  the  royalty  based  on  the 

output  is  less  than  the  "  minimum  rent " 
actually  paid,  the  deficiency  (i.e.  the  "short 
workings ")  should  be  debited  to  an  asset 
account  entitled  "  Short  Workings,"  which 
account  should  be  carried  forward  to  future 
years  as  an  asset  account  as  long  as  there  is 
a  reasonable  chance  of  the  output  of  later 
years  being  sufficiently  high  to  recoup  the 
balance  remaining  upon  the  account.  Incases 
where  the  year's  royalty  on  the  output  is  less 
thaji  the  minimum  rent,  it  is  the  royalty  on 
output  which  is,  as  set  forth  in  paragraph  A, 
to  be  debited  to  the  Profit  and  Lobs  Account, 
the  "  short  workings  "  being  ranked  as  an  asset 
for  the  time  being, 

C  If,  in  any  given  year,  the  royalty  due  upon  the 
output  exceeds  the  minimum  rent,  it  is  still 
the  royalty  on  the  output  which  is  to  be 
debited  in  the  Profit  and  IjOss  Account,  not- 
withstanding that  by  the  application  of  pre- 
vious years'  "  short  workings "  the  actual 
payment  to  the  landlord  may  be  reduced 
below  this  sum. 

D.  When  the  accumulated  "short  workings  "amount 
to  such  a  sum  that,  by  reason  of  ue  near  ap- 
proadi  of  the  time  limit  for  recoupment  as  well 
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as  in  view  of  the  low  oolliery  oatpnt,  there  U  no 
reasonable  hope  of  their  efbr  being  recouped ; 
any  balance  on  this  aoconnt  most  be  written 
off  to  the  Profit  and  Loss  Account,  and  no 
furi^her  "short  workings"  shoiild  be  treated 
as  an  asset  unless  there  is  a  reasonable  pros- 
pect of  tbeir  subsequent  recoupment. 

The  holding  up  of  irrecoverable  "short  workings''  as 
an  asset  presents,  of  course,  one  method  by  which  the 
Balance  Sheet  and  Profit  and  Loss  Accoont  of  a  colliery 
may  he  made  to  misrepresent  the  a«itual  condition  of 
afrairs,  and,  to  uvoid  misrepresentation,  the  matter  mnat 
alwavs  be  dealt  with  upon  as  conservative  a  baete  as 
pOBBioIe. 

The  entries  necessary  to  record  royalties  and  "short 
workinga  "  are  as  under — 

Case  1-^1/  the  royalty  •payable  on  the  outjmt  equals  or 
exceeds  in  any  given  year  the  minimum  rent  stated  in  the 
lease. 

(1)  Debit     the     Boyalties     Account     (an     expense 

account  subsequently  transferable  to  the  debifc 

of  the  Profit  and  Loss  or  "Working  "  Account) 

with  the  royalties  payable,  and  (2)  Credit  the 

'     Personal  Account  of  the  landlord  with  the  like 


The  landlord's  account  is  closed  by  debiting  it  with  (a) 
the  cash  paid  to  him,  and  (b)  the  previous  year's  "  short 
workings"  (if  any)  reclaimed  from  him  (see  below). 

Case  II. — If  the  minimum  rent  stated  in  the  lease,  and 
subsequently  paid,  exceeds  the  royalty  at  the  agreed  rate 
worked  out  an  the  actual  output  for  the  yeor(j.c.  where  tb© 
minimum  rent  clause  comes  into  operation  to  prevent  the 
landlord  suffering  from  a  bad  year's  output). 

(1)  Debit  the  Boyalties  Account  with  the  royalty 

due  at  the  agreed  rate  worked  out  on  the 
•  actual  output. 

(2)  Debit  the  "  Short  Workings  "  Account  with  any 

short  workings. 

(3)  Credit    the    landlord's    Personal  Account  with 

the  sum  of  the  foregoing  debits,  i.e.  with  the 
minimum  rent,  and  debit  his  account  with  any 
cash  payment  made  to  him. 
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The  "  Short  Workings "  Acooont  mnBt  be  r  ^ 
an  SBset  account  until  -the  close  of  the  period  presoribed 
by  the  lease  during  which  the  recoupment  of  "short 
workings  "  is  permlsaible,  provided,  as  has  abready  been 
stated,  that  there  is  a  reaaonable  probability  of  the  output 
being  sufficiently  large  to  permit  of  such  recoupment. 

Any  "  short  workings,"  the  eventual  recoupment  of 
which  cannot  be  reasonably  expected,  and  any  "  short 
workings"  occurring  after  the  prescribed  period  for  re- 
coupment has  expired,  must  at  once  he  debited  to  the 
Front  and  Loss  Account. 

An  example  illustrating  the  paynieot  of  Boyalties  and 
the  recoupment  of  "short  workings"  is  appended. 

The  Pontyffraith  Colliery  Company,  Ltd.,  took  from  the  Earl 
of  Landore  a  laaae  of  a  coal-bearing  area  for  a  period  of  twenty 

Sara,  from  January  1,  1904,  npon  the  terms  of  a  royalty  of 
.  pisr  ton  npon  Ae  outpat  with  a  minimnm  rent  of  £iiOO  j>er 
annum,  and  with  power  to  recoup  ' '  abort  workings  "  over  the  first 
four  yean  of  Che  leoec. 

The  annnal  outputs  for  the  five  years  following  the  granting  of 
the  lease  were  as  follows— 


1904 
1905 
1906 
1907 
1808 


5,000  tt 

8,000 
10.000 
10,000 
12,000 


Show  the  Royalties,  "  Short  WorkingB,"  and  Landlord'e  Ledger 
acconnts  as  they  would  appear  in  the  books  of  the  Colliery 
Company.    Ignore  all  queetiona  of  Income  Tax. 

D'-  ROYALTIES  ACCOUNT  Cr. 
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The  "  Double  Accocnt  System  " 
It  has  already  been  stated  la  thie  treatise  that  the 
method  of  presenting  aoconnts  which  is  known  as  the 
"  Double  Account  System  "  is  not  a  system  of  accounting 
in  the  same  sense  that  book-keeping  by  Double  Entry  is. 
It  is  merely  a  special  method  of  preparing  a  Balonco  Sheet 
in  aooordaace  with  the  lines  laid  down  for  certain  kinds 
of  Companies  imder  the  regulations  of  various  Acts  of 
Parliament.  The  student  has  ahready  been  warned  (page 
211)  that  he  must  not  confound  "  Book-keeping  by  Single 
Entry  "  with  that  system  of  preparing  a  Balance  Sheet 
which  is  known  as  the  "  Sinele  Aoooivit"  method,  and 
experience  shows  that  it  is  also  neoessary  to  warn  htm 
against  a  similar  oonfnsion  of  terms  in  those  cases  where 
Uie  words  "  Double  Entry  "  or  "  Account "  are  employed  in 
expressing  the  method  of  book-keeping,  or  the  principles 


410      BOOK-KEEPING  AND  ACCOUNTS 

upon  wljiicli  a  BaUjica  Sheet  has  been  {nrepared.  Bejond 
the  fact  that  Balance  Sheets  prepared  eittier  in  the  form 
of  a  "Bingle  aeconnt"  or  in  that  of  a  "double  accotmt '' 
necesBitate  an  efficient  method  of  recording  the  trans- 
actions which  they  finally  embody,  there  ie  no  relation 
whatever  between  Double  or  Single  Entry  book-keep- 
ing, and  the  "  Doable  "  or  "  Single  Account "  BystemB  of 
preparing  Balance  Sheets.  Book-keeping  by  Double 
Entry  is,  of  course,  the  only  method  of  book-keeping 
under  which  a  reliable  Balance  Sheet  of  either  type  can 
be  constructed. 

A  Balance  Sheet  prepared  upon  the  principles  of  the 
"  Double  Account  System  "  prooeeds  upon  the  lines  of  de- 
marcation drawn  between  what  are  known  as  the  "  Fixed  " 
Assets  and  the  "  Floating "  Assets  of  an  undertaking, 
tc^etber  with  a  Bimilar  distinction  between  its  various 
liabilitieB.  It  is  therefore  necessary  to  reiterate  briefly 
the  significance  of  these  terms  before  proceeding  to 
describe  the  system  itself. 

Of  the  Assets  owned  by  an  undertaking  at  any  given 
point  of  time,  some  will  be  found  to  have  been  acquired 
for  the  pnrpose  of  being  uBcd  in  the  conduct  of  the 
business ;  the  remainder,  on  the  other  hand,  will  he 
found  to  consist  either  of  money  itself  or  of  assets  held 
for  the  purpose  of  being  converted  into  money  at  a  sub- 
sequent date.  The  former  class  is  known  by  the  generic 
name  of  "  Fixed "  Asseta,  while  the  term  "  Floating: " 
AsBetB  is  applied  to  the  latter. 

For  example,  the  permanent  way,  embankments, 
bridges,  stations,  and  rolling  stock  belonging  to  a  Bail- 
way  Company  are  typical  Fixed  Assets ;  such  property 
has  been  acquired  by  the  Company  owning  it  solely 
for  permanent  use  and  not  for  subsequent  conversion 
into  money.  On  the  other  hand,  the  outstanding  book 
debts  due  to  a  Bailway  Company,  any  temporary  invest- 
ments it  may  hold,  and  any  stock  of  stores  remaining  oa 
band  for  future  consumption,  are  all  Floalang  Assets, 
inasmuch  as  conversion  mto  money,  either  directly  or 
indirectly,  at  on  early  date  is  the  object  for  which  such 
assets  ore  held. 

It  will  be  obvious  that,  since  it  is  the  purpose  for 
which  the  assets  are  held  that  determines  to  which  of 
the  above  two  classes  tbey  belong,  aad  not  the  na^re 
of  the  property  itself,  a  particular  asset  may  be  a  Fixed 
Asset  in  one  kuBiness  and  a  Floating  Asset  in  another, 
'e,g.  a  gas-engine,  bought  for  use  in  a  boot  factory,  ia  a 
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Fixed  Asset  from  the  point  of  view  of  the  owner  of  the 
factory.  The  same  engine  would,  however,  have  been  a 
Moating  Asset  as  long  as  it  remained  part  of  the  unsold 
stock  of  a  mannfaoturing  engineer  whose  business  it  was 
to  make  and  sapply  gae -engines. 

In  some  instaDoes  an  asset  held  by  a  given  nnder- 
taking  may  appear,  at  first  sight,  to  partake  of  the 
oharacterieticB  Doth  of  Fixed  and  floating  Assets,  e.g.  a 
piece  of  property  acquired  for  subsequent  sale  if  oppor- 
tunity offers,  bat  which  is  employed  in  the  business  in 
the  mean  time.  In  such  cases,  however,  it  will  usuaUy 
be  possible  to  discern  a  greater  degree  of  intention  in  one 
direction  or  the  other,  as  between  these  two  purposes; 
and,  according  to  the  direction  in  which  the  excess  of 
intention  inclines,  the  class  to  which  the  asset  is  to  bs 
relegated  is  determined. 

The  Fixed  Assets  of  an  ordinary  type  of  undertaking, 
being  the  equipment  with  which  it  fulfils  its  appropriate 
fonctions,  will  ordinarily  constitute  the  greater  part  of 
the  property  owned j  e.g.  the  coat  of  the  lines  and 
rollii^  stock  employed  by  a  Railway  Company  will 
usually  far  exceed  any  funds  the  company  may  tiold  in 
the  shape  of  Floating  Assets ;  moreover,  l^e  acquisition 
or  construction  of  the  properties  held  by  an  undertaking 
as  Fixed  Assets,  will  ordinarily  represent  the  principal 
purpose  for  which  its  issues  of  stodt,  shares,  permanent 
debentures  or  other  forms  of  capital  indebtedness  have 
been  made.  It  is,  of  course,  necessary  that,  in  the 
formation  of  a  company,  some  allowance  for  a  margin 
of  "  working  capital "  (t.  e.  capital  held  in  a  hquid  or 
floating  form)  shall  be  made  in  estimating  the  amoimt  of 
capital  which  must  be  sought  for  from  the  public,  but  the 
amount  bo  held  is  ordinarily  of  small  proportions  as  com- 
pared with  the  larger  sums  needed  to  construct  and 
equip  the  concern  from  an  operating  point  of  view. 

It  was  doubtless  for  the  purpose  of  showing  clearly 
what  portion  of  the  capital  raised  (including  in  the  term 
"  capital "  any  funds  obtained  by  the  issue  of  debentures 
or  other  forms  of  indebtedness  of  a  permanent  character) 
has  been  expended  in  the  construction  or  acquisition  of 
Fixed  Assets,  and  what  portion  of  such  capital  remains 
unexpended  at  Einy  particular  date,  that  the  twofold 
nature  of  a  Balance  Sheet  prepared  according  to  the 
"  Double  Account  System  "  was  originally  conceived,  and 
rendered  oompolsory  in  the  case  of  certain  companies 
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appealing  for  |K>werB  to  construct  and  equip  varions 
cfasses  of  public  undertakiogs. 

The  dominaMng  idea  in  frajming  the  preBoribed  form  of 
these  accounts  donbtless  was,  that  in  oases  where 
porliajnentary  sanction  had  been  eranted  for  raising  and 
expending  capital  for  certain  specified  purposes  it  was  of 

Earamount  importance  that  the  accounts  Bhonld  be  BO 
'amed  that  the  estent  and  direction  of  all  capital  expend- 
iture should  be  clearly  shown,  and  its  exclusive  use  for 
the  particular  purpose  for  which  its  issue  was  sanctioned 
conveniently  traceable. 

In  the  case  of  an  undertaking  preparing  its  Balance 
Sheet  according  to  "  Double  Account  methods,"  two 
sections  of  the  Balance  Sheet  are  shown,  instead  of  one, 
as  is  the  case  under  the  ordinary  "  Single  Account 
System."  In  the  first  of  these  two  sections  the  balances 
appertaining  to  the  capital  issued,  and  to  the  part  oC  it 
sunk,  in  Fixed  Assets,  are  -  shown,  together  with  the 
balance  of  the  capital  which  has  not  yet  been  expended 
in  these  directions — the  latter  amount  being  the  differ- 
ence between  the  two  former  items ;  in  the  second,  on 
the  one  side,  the  balance  of  capital  brought  from  the 
first  section,  together  with  the  current  and  all  other 
LiabUities,  including  Depreciation  and  other  Beserve 
Funds,  and,  on  the  other  side,  all  the  Floating  Assets 
held  by  the  concern.  The  first  statement  thus  shows 
the  Capital  and  the  Fixed  Assets  of  the  concern,  while 
the  second  statement  contains  the  Floating  Assets  and 
Liabilities,  the  balance  of  the  capital,  as  set  forth  in  the 
first  statement,  being  brought  forward  into  the  second 
section  of  the  account.  This  "  balance  of  capital "  repre- 
sents the  amount  of  capital  retained  in  liquid  form,  t.  e. 
not  locked  up  in  fixed  assets. 

Occasionally  it  may  happen  that  a  Company  has  locked 
up,  in  the  form  of  Fixed  Assets,  slightly  more  than  the 
amount  of  the  capital  it  has  raised.  It  can,  of  course, 
only  do  this,  as  a  matter  of  finance,  either  by  utilizing 
any  reserve  funds  it  may  possess,  or  by  running  into  debt. 
In  such  a  case  the  first  section  of  the  Balance  Sheet 
will  show,  on  the  debit  side,  the  sum  sunk  in  acquiring 
the  Fixed  Assets,  and,  upon  the  credit  side,  the  amount 
of  capital  raised,  together  with  the  balance  necessary  to 
make  the  two  sides  agree.  This  balance  represents  the 
amount  of  capital  overspent,  which  therefore  appears  as 
a  Uability  in  the  first  section  of  the  Balance  Sheet,  and 

n,3t,7=^- In  Google 


THE  DOUBLE  ACCOUNT  SYSTEM     413 

ea  an  Asset  In  the  second   section,  and  can   only  be 
eliminated  by  means  of  a  further  issue  of  capital  by  the 


Forms  of  Balance  Sheets  prepared  according  to  the 
"Double  Aooonnt  System"  will  be  found  in  Oliapter 
XSV,  pages  524-529,  and  will  serve  to  illuatirate  the 
principles  set  forth  below. 

The  "  Double  Acoount  System"  is  of  comparativelyreoent 
origin,  and  is  of  purely  statutory  derivation.*  The  system 
ia  compolsorily  applied  to  many  eemi-publio  nnderta^inss, 
the  works  constructed  by  which  are  deemed  to  be  of  a 
permanent  natore,  e.  g.,  railways,  gas-works,  water,  and 
electric  lighting  oompames.  The  accounts  of  such  cor- 
porations show,  perhaps  with  unnecessary  elaboration, 
the  various  amounts  of  capital  expended  in  past  years  in 
acquiring  Fixed  Assets  and  in  other  directions.  It  may 
however  be  doubted  whether  the  division  of  the  Balance 
Sheet  into  two  sections  serves  any  useful  purpose  which 
would  not  have  been  attained  under  the  methods  mora 
generally  employed  in  commercial  circles. 

The  Balance  Sheets  of  railways  and  other  undertakings 
which,  in  this  country,  employ  the  "  Double  Account 
System "  are  efficiently  pre^iared  upon  the  ordinary 
"  Single  Account  System "  m  the  United  States  of 
America,  and  in  almost  all  other  countries,  and,  in  the 
opinion  of  many  accountants,  there  is  no  self-evident 
necessity  for  the  adoption  of  the  "  Doable  Account 
System  "  by  undertakings  of  this  nature. 

The  concerns  in  which  the  "Double  Acoount  System" 
is  applied  were,  when  the  system  was  originally  prescribed, 
deemed  to  be  permansnt  undertakings ;  it  was  therefore 
considered  that,  provided  they  always  maintained  an 
equivalent  equipment  to  that  with  wnich  they  started, 
provision  for  depreciation  was  unnecessary.  The  obliga- 
tion to  maintain  this  "  Equivalent  Equipment  "  took  the 
form  of  throwing  upon  the  undertaking  the  responsibility 
of  executing,  out  of  current  profits,  all  the  repairs  necessary 
to  maintain  the  equipment  in  efficient  working  order,  and 
also  of  replacing,  out  of  current  profits,  Einy  equipment 
which,  owing  to  age  or  obsolescence,  was  no  longer  of 
service.  Provided  this  course  was  pursued  no  provision 
for  depreciation  was  held  to  be  necessary,  and  the  capital 
originally  expended  in  acquiring  the  Fixed  Assets  of  the 

*  The  aystem  was  first  presoribed  lutder  the  Regulation  of 
BulwATa  Aot,  1868. 
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undertakiDg  was  to  be  allowed  to  remain  permanently 
unchanged  in  its  accounts. 

Any  enlargement  of  the  equipment,  increase  in  the 
namher  of  engines  or  rolling  stock  (in  the  case  of  a  Bail- 
way  Company),  extension  of  works  or  other  additional 
capital  outlay  from  time  to  time,  are  added  to  the 
original  capital  expenditure;  and,  subject  to  the  above- 
mentioned  obligation  npon  the  Company  to  "  maintain  " 
its  equipment  out  of  current  revenue,  such  expenditure 
.  stands  in  the  Company's  books  at  its  original  cost. 

In  the  opinion  of  some  accountants  this  system  of 
accounting  presents  many  defects,  the  chief  of  which  may 
be  briefly  stated  as  follows — 

1.  Daring    the   earlier  years   of    the   undertaking, 

when  the  equipment  is  new  and  the  expendi- 
ture upon  repairs  is  oorreapondingly  small,  and 
that  upon  replacements  is  non-existent,  the 
current  profite  are  relieved  of  charges  for  de- 
preciation which,  strictly  speaking,  they  should 
bear;  the  divisible  profits  are  therefore  over- 
stated, and  their  subsequent  division  "  up  to  the 
hilt "  not  only  constitutes  an  excessive  payment 
of  dividends,  but  impoverishes  the  underte^ing, 
and  inflates  the  market  price  of  the  shares 
above  their  true  value. 

2.  In    later   years   repairs    and    replacements    fall 

heavily  upon  the  undertaking  which  haa  no 
reserved  profits  to  fall  back  upon  ;  current 
dividends  are  therefore  trenched  upon  and  the 
price  of  the  shares  falls  correspondingly.  Thus 
no  equilibrium  ia  maintained  between  the  early 
yeaj^  and  later  years. 

3.  Capital  sunk  in  constructing  lines,  stations   or 

other  objects  embraced  in  the  original  project 
but  subsequently  abandoned  remains  in  the 
Company's  Balance  Sheet  at  its  original  amount ; 
wherea:a,  under  the  "  Single  Account  System," 
the  cost  of  these  moribund  assets  would  prob- 
ably be  written  off. 

4.  Legal  and  other  charges  expended  in  obtaining 

uie  passing  of  special  Acts  of  Parliament  on 
the  Company's  belialf  are,  under  the  "Double 
Account  System,"  capable  of  being  capitahzed 
and  treated  for  ever  as  an  asset,  whereas  in 
an  ordinary  Company  they  would  he  treated  as 
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"  Freliminary  Expenses  "  and  written  off  over 
a  period  of  years. 
6.  It  13  unsound  to  maintaia  that,  bdoaase  all  re- 
placements are  borne  by  revenae,  no  further 
proviaioD  for  wasting  assets  is  necessary.  For 
example,  a  Bailway  Company  opens  its  system 
with  500  locomotives  and,  m  dne  course,  re- 
places 20  of  them,  oat  of  revenue,  with  engines 
of  a  better  and  more  costly  type,  So  far  as 
these  20  new  engines  are  concerned  well  and 
good,  but  there  are  still  the  480  old  engines  in 
connection  with  which  wastage  in  value  has 
undoubtedly  taken  place,  but  is  ignored  under 
"the  "  Double  Account  System." 

It  will  be  obvions  to  the  student  that  there  is  muoh  to 
be  said  for  some  of  these  criticisms  of  the  "  Doable 
Account  System,"  though  space  forbids  their  discussion 
at  length  in  this  place. 

It  is  well,  however,  to  remember  that,  in  many  cases. 
Companies  working  under  the  "  Double  Account  System  " 
recognize  the  existence  of  wastage  over  and  above  that 
which  is  adequately  met  by  replacements  out  of  Kevenue, 
and,  in  such  cases,  special  Depreciation  Funds  are  created. 
Gas  and  Electric  Lighting  ondertakings  frequently 
raise  depreciation  funds  in  order  to  provide  for  the 
renewal  of  costly  assets  such  as  leasehold  works, 
machinery  and  plant,  etc. 

Many  other  Companies,  notably  British  Bailway 
Gompanies,  do  not  interpret  the  "Double  Account 
System  "  too  literally,  and  often  charge  replacements  very 
generously  to  Bevenue  when  old  or  obsolete  assets  are 
t«ing  replaced;  and,  in  many  ways,  reserves  and  pro- 
visions are  created  out  of  Bevenue.  These  reserves, 
under  the  Bailway  Companies  (Accounts  and  Eetums) 
Act,  1911,  are  now  set  ont  in  the  General  Balance  Sheet. 
It  has  already  been  explained  that  the  Balance  Sheets 
of  Bailway  Companies  are  compulsorily  prepared  in  the 
United  Kmgdom  upon  the  "  Doable  Account  System," 
whereas  in  the  majority  of  other  countries  the  "  Single 
Account  System  "  is  adopted.  An  example,  in  condensed 
form,  of  a  "  Single  Account "  Balance  Sheet  issued  by  an 
American  railroad  is  appended.  The  form  of  this  state- 
ment may  be  usefully  compared  with  the  more  cumber- 
some English  form  illustrated  on  pages  624r-fi29. 
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Chicaoo,  I«i>iaha  and  Socthibn  Railway  Oompabt  (U.S.A..) 
CONDENSED  GENERAL  BALANCE  SHEET.  December  31,  190B 

Assms.                              t 

Opltal  Stock- 

Flnt         ]lorte*ee 

^^ 

MDt  Gold  Bondi  lB,lSO,O0aOO 

■ 20,000,000.00 

Comnt  LlitilltlBS— 
BUlB    PKjsble,    Bccounts    ont- 

Profltsndl^MAMOunl-                   '      ' 

*  ia,Mi,9e7.o( 

t  12,tMl,MT.OI} 

■idea  to  (Lose  01 
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Some  reference  has  already  been  made  to  the  enhjeob 
of  Goodwill  in  its  relation  to  Partnership  and  Joint  Stock 
Company  accounts  upon  pages  234  and  257  respectively ; 
there  are,  however,  certain  points  oonnected  with  thi» 
important  subject  which  have  not  been  considered  pre- 
viously in  this  treatise,  to  which,  therefore,  some  brief 
reference  is  needful. 

Goodwill  has,  as  was  previously  mentioned,  been. 
de&ned  as  "the  bene&t  arising  from  connection  and 
repatation,"  and  although  it  is  neither  a  tangible  asset 
nor  one  which  is  capable,  under  ordinary  circumstances, 
of  ready  realization,  it  is  none  the  less  a  real  and,  in  many 
cases,  a  most  valuajale  type  of  property. 

Goodwill  is  fully  recognized  as  a  transferable  asset  by 
the  law,  and  agreements  for  its  sale  or  conveyance  are 
subject  to  oA  valorem  stamp  duty. 

The  value  of  the  Goodwill  attached  to  a  given  business 
is  obviously  dependent  upon  the  nature  of  the  undertak- 
ing, and  upon  the  circumstances  connected  with  it.  For 
the  purposes  of  sale  the  Goodwill  of  a  basiness  is  usually 
estimated  as  being  worth  a  given  number  of  years'  pur- 
chase of  the  annual  profits  which  may  be  expected  to 
be  derived  from  its  possession;  such  future  profits  are 
usually  estimated  upon  the  basis  of  the  average  profits 
which  have  accrued  during  the  last  few  years'  trading 
uomediately  prior  to  the  date  upon  which  the  sale  takeft 
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plaoe.  The  average  of  profits  to  be  employed  for  the 
ptirposes  of  valuing  a  "  Goodwill "  should  be  based  npon 
the  reaolts  of  a  sufficient  number  of  years  to  give  a  fair 
estimate  of  future  results,  and  in  arriving  at  snch  average 
any  special  profits  or  losses  due  to  extraneous  circum- 
stances should  be  disregarded.  The  average  of  the  pre- 
vious three  to  five  years'  results  is  usually  employed  in 
arriving  at  the  value  of  Goodwill  in  ordinary  commercial 
undertakings. 

The  number  of  years'  purchase  of  these  ascertained 
"  average "  profits  to  be  taken  in  any  given  instance  is 
naturally  a  matter  which  is  subject  to  great  variation 
according  to  ciroumstances.  The  GoodwUl  of  a  profes- 
sional business,  in  the  successful  conduct  of  which  the 
personality  of  the  previous  owner  is  of  paramount  im- 
portance, and  which  cau  only  be  transferred  to  a  new 
owner  with  the  probability  of  considerable  loss  of  cUmtile, 
may,  in  a  given  instance,  only  be  worth  from  one  to 
three  years'  purchase  of  the  average  profits  previously 
derived  from  its  possession ;  on  the  other  baud,  the 
Goodwill  of  a  trading  business  showing  averc^e  profits  of 
a  similar  amount  may  be  worth  a  much  larger  propor- 
tionate sum.  This  difference  in  value  would  be  due  to 
the  less  exclusively  "  personal "  nature  of  the  latter 
business  as  compared  with  the  former.  In  fact,  in  many 
eommercial  undertakings  the  personal  factor  is  practically 
non-existent  in  connection  with  the  Goodwill,  which  may 
be  largely  a  question  of  locality  or  of  reputation  for  the 
quality  of  merchandise  sold.  In  an  ordinary  case  the 
Goodwill  of  a  professional  business  may  be  taken  to  be 
worth  from  one  to  three  years'  purchase  of  the  average 
past  profits,  and  the  value  of  the  GoodwUl  of  a  trading 
business  vrill  ordinarily  be  worth  from  two  to  five  years' 
purchase  of  similar  average  past  profits.  It  a  share  only 
of  the  Goodwill  is  being  disposed  of,  in  cases  where  the 
previous  partners,  or  some  of  them,  continue  to  be  asso- 
ciated with  the  undertaking,  a  greater  number  of  years' 
purchase  of  the  average  profits  will  in  many  cases  be 
obtainable  by  the  vendors. 

Agiun,  where  the  average  of  the  results  of  past  years  is 
based  npon  a  series  of  descending  profits,  i.  e.  where  the 
profits  have  in  the  past  been  steadily  on  the  down  grade, 
the  Goodwill  will  obviously  be  worth  less  than  where 
exactly  the  same  average  is  shown  by  a  series  of  ascend- 
ing profits,  i.  e.  where  the  business  shows  a  sequence  ot 
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profits  which  are  on  the  up-grade,  each  year  showmg  a 
better  result  than  its  predeceesor. 

The  personality  of  the  intending  purchaser  ot  a  Good- 
will is  an  important  factor  in  relation  to  the  price  to  be 
paid  for  its  possession ;  the  approsimate  number  of  years' 
purchase  stated  above,  viz.  one  to  three  years  in  the  case 
of  a  professional  business  and  two  to  five  years  in  the  case 
of  a  trading  business,  will  usually  apply  when  the  intend- 
ing purchaser  ia  a  private  trader  on  his  own  account.  If, 
on  the  other  hand,  the  Goodwill  of  a  trading  buaineee  ie 
to  be  sold  to  a  Limited  Company  formed  for  the  special 
purpose  of  acquiring  it,  the  purchase  price  will  frequently 
be  considerably  more  tjnan  if  it  were  bein^  disposed  of  to 
a  sole  trader.  This  enhanced  price  arises  out  of  the 
interposition  of  vendors'  or  promoters'  profits  in  the  case 
of  a  Company,  and  is  rendered  possible  by  the  fact  that 
the  shareholder  with  limited  liability  in  a  Joint  Stock 
Company  will  usually  be  content  with  a  smaller  rate  of 
interest  per  cent,  per  annum  upon  his  money  than  would 
be  required  by  a  purchaser  trading  upon  his  own  account 
with  unlimited  hability.  A  Joint  Stock  Company  can 
usually  be  more  heavily  capitalized  in  a  similar  business 
than  a  private  partnership,  and  yet  be  in  a  position  to  satisfy 
its  Bhareholders  in  point  of  income.  If  at  a  subsequent 
date  a  company  of  this  nature  fails  to  suoceed  the  loss  of 
capital  to  the  ordinary  shareholders  is,  of  conrse,  corre- 
spondingly large.  The  ordinary  shares  of  many  large  com- 
panies are  practically  represented  entirely  by  the  purchase 
price  of  the  "  Goodwill,"  and  in  view  of  the  excessive 
prices  which  the  constitution  of  a  Joint  Stock  Company 
allows  to  be  placed  upon  this  asset,  and  of  its  worthless- 
ness  should  ue  undertaking  fail  to  succeed,  the  capitalist 
who  oannot  afford  to  lose  the  principal,  represented  by 
his  investment,  should  studiously  eschew  the  ordinary  or 
deferred  shares  of  those  industrial  companies  where  the 
amount  paid  for  the  Goodwill  of  the  business  forms  the 
principal  part  of  the  purchase  price. 

Upon  the  failure  of  a  trading  concern,  its  "  Goodwill " 
obviously  becomes  a  valueless  asset ;  and  in  like  manner 
when  the  profits  of  an  undertaking  decrease  daring  its 
course  of  trading,  so  the  value  placed  upon  its  Goodwill 
should  in  theory  diminish  also.  The  question  as  to 
whether  the  purchase  price  paid  by  an  undertaking  for 
its  Goodwill  should  be  depreciated  has  been  the  subject 
■of  much  controversy  among  accountants,  but  in  actual 
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praotioe  the  origiaa.1  cost  of  the  aeset  is  rarely  written 
down.  In  periods  of  depression,  when  the  Gocdwill  has 
fallen  in  value,  Directors  of  Companies  usually  object  to 
throwing  any  additional  burden  upon  the  Profit  and  Loss 
Aoootmt  in  order  to  meet  such  depreaia.tioD,  and  it  is  only 
in  prosperous  years,  when  profits  are  abundant  and  the 
Goodwill  presumably  of  oorresponding  value,  that  any 
depreciation  of  the  asset  is  met  with ;  in  auoh  years  lump 
snms  are  sometimes  written  off  Goodwill  Acoount,  from  a 
laudable  desire  to  eliminate  an  inta.ngible  aeset  from  the 
Balance  Sheet,  or  to  reduce  the  profits  available  for  dio- 
trihation  in  order  to  conserve  the  financial  resources  oE 
the  Company  in  view  of  possible  times  of  stringency  in 
future  years. 

Goodwill  is  a  fixed  asset,  and  no  attempt  to  record 
fiuctuations  in  its  value  can  be  made;  neither,  it  would 
appear,  even  where  known  depreciation  exists,  ia  there 
any  legal  obligation  to  reduce  its  book  value  prior  to  the 
payment  of  dividends  (Wilmer  v.  MNamara).  Thfe  asset 
should  be  stated  in  the  Balance  Sheet  at  cost,  and  such 
statement. is  not  intended  to  convey  any  guarantee  that 
its  present  worth  is  fairly  represented  by  the  amount  at 
which  it  appears. 

As  pointed  out  above,  however,  the  Directors  of  a 
Company  may  wisely  decide  to  enhance  the  financial 
strength  of  the  undertaking  by  reducing  the  book  value 
of  the  Goodwill.  In  such  circumstances  some  accountants 
are  of  opinion  that  the  same  end  can  be  more  advantage- 
ously attained  by  creating  a  Beserve  Fund. 

In  any  case,  where  a  reduction  of  the  book  value  of 
Goodwill  has  been  decided  upon  the  amounts  written  off 
are  not  in  any  sense  charges  gainst  revenue,  but  should 
take  the  form  of  appropriations  of  profits,  and  should 
therefore  appear  in  the  appropriation  section  of  the 
Profit  and  Loss  Account. 

Bankbuptct  and  "Deeds  op  ABBAiiaBMBNT " 
When  the  affairs  of  a  trader  or  a  partnership  become 
financially  involved,  and  further  trading  is  impossible,  it 
becomes  necessary  for  his  or  their  property  to  be  realized 
and  distributed  pro  rata  among  the  creditors.  A  trader 
^o  is  unquestionably  insolvent  (taking  that  word  in  the 
sense  that  he  is  unable  to  pay  his  debts  as  they  fall  due) 
cannot  continue  business  in  this  condition  for  any 
extended  period  of  time,  although  by  an  adroit  system 
of   "  financing "  his  liabilities  an  unscrupulous  trader 


420      BOOK-KEEPING  AND  ACCOUNTS 

maj  postpone  a  crisis  for  months  or  even  years  after 
the  period  at  which  he  first  becomes  insolvent.  By  the 
postponement  of  the  accounts  of  saoh  creditors  who  do 
not  urgently  press  for  payment ;  by  inonrring  a  series  of 
fresh  obligations  to  trade  creditors  with  whom  he  has  not 
previoosly  dealt,  and  who,  to  secnre  a  new  customer,  will 
often  give  extended  terms  of  credit ;  by  means  of  "  Accom- 
modation  Bills  " ;  by  mortgaging  and  re-mortgaging  all  his 
available  property ;  by  overdrawing  his  bank  account,  if 
Qiat  be  possible,  and  by  a  multiplicity  of  other  question- 
able devices,  the  insolvent  owner  of  an  unprofitable 
business  frequently  trades  in  a  steadily  increasing  con- 
dition of  insolvency  for  a  considerable  period.  The 
process  is  one,  however,  which  cannot  oontinue  for  aa 
mdefinite  time.  The  patience  of  creditors  at  length 
becomes  exhausted,  and  either  of  his  own  motion  or 
by  compulsion  t^e  trader  is  compelled  fincdly  to  proceed, 
into  "bankruptcy"  or  to  make  a  "private  arrangement" 
with  hib  creditors. 

"Bankruptcy"  infers  the  winding  up  of  a  debtor's 
estate  according  to  the  manner  prescribed  by  Jaw,*  the 
distribution  of  the  proceeds  of  sucn  estate  pro  rata  among 
the  creditors,  and,  ultimately,  the  freeing  of  the  debtor, 
by  operation  of  law,  from  any  further  claim  in  respect 
to  the  nnsatisfied  portion  of  his  indebtedness  to  his. 
creditors. 

A  "  Bankruptcy  Fetitioii "  can  be  presented  to  a  Bank- 
ruptcy Court  either  by  a  creditor  (for  £50  or  over)  or 
by  the  debtor  himself.  The  petition  is  heard  hy  a. 
"  Begistrar "  of  the  High  Court  of  Justice  or  of  the 
County  Court,  if  such  be  resorted  to,  and  a  "Receiving- 
Order  "  can  be  made  upon  it.  A  "Beceiving  Order" 
does  not  deprive  the  debtor  of  his  property  but  protects 
it,  placing  it  in  the  hands  of  an  officer  of  the  Court  termed 
an  "  Official  Keoeiver."  Upon  a  Beceiving  Order  being 
made  the  OfBcial  Beceiver  to  whom  the  case  is  assigned 
calls  a  First  meeting  of  creditors ;  this  meeting  may  resolve 
that  the  Court  sh^  be  applied  to,  to  adjudge  the  debtor 
a  bankrupt,  or,  on  the  other  hand,  the  meeting  may  enter- 
tain a  Bchsme  of  Composition  for  the  grEKLucil  liquidation 
of  the  debtor's  indebtedness.  Upon  "Adjudication"  of 
bankruptcy  the  debtor  becomes  a  Bankrupt,  and  the  owner- 
ship of  all  his  property  passes  automatically  from  him  to- 
a  "  Trustee,"  who  is,  in  the  first  instance,  the  Official. 
Beceiver,  and  subsequently  some  person  appointed  by  the. 
*  Bankraptoj'  Act,  1914. 
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creditors.  Boon  Ebfter  adjudicatiion  the  bankrupt  must 
attend  a  Fnblio  Examination,  i.e.  an  examination  before 
the  Court  as  to  his  affairs,  and  he  may  thereafter  apply 
for  bis  "Diachaif^."  An  order  of  "discharge"  is,  as 
far  as  the  bankrupt  is  concerned,  the  conclusion  of  his 
financial  dib&cle;  it  frees  him  from  any  further  claims 
with  reference  to  his  debts,  and  permits  him  to  start 
in  buBinesB  afresh  with  a  clean  sheet. 

The  Trustee  as  soon  as  possible  after  bis  appointment 
realizes  the  debtor's  estate,  or  so  much  of  it  as  is  capable 
of  realization.  Out  of  the  first  funds  availaJsle  the 
Preferential  creditors,  i.e.  certain  creditors  having 
priority  for  rates  and  taxes,  wages  and  salaries,  are 
paid  in  full,  and  the  rest  of  the  funds  are  then  distri- 
buted equally  among  the  creditors  in  proportion  to 
their  claims. 

The  creditors  may,  at  their  "first  meeting,"  appoint 
some  person  approved  by  them  (usually  a  professional 
accountant)  to  be  the  Trustee,  or  they  may  leave  the 
matter  in  the  hands  of  the  Official  Receiver,  who  will 
then  act  as  Trustee ;  the  creditors  may  at  the  same  time 
appoint  some  of  their  number  to  act  as  a  Committee  of 
Inspection,  which  holds  periodical  meetings  and  supervises 
the  liquidation  of  the  debtor's  afEaJre. 

A  debtor,  upon .  the  making  of  a  Eeceiving  Order 
against  him,  must  submit  to  the  Official  Receiver  in 
cbai^e  of  the  case,  in  the  prescribed  form,  a  Sum- 
mary of  his  position  called  a  "Statement  of  Affairs"; 
and,  if  necessary,  he  may  obtain  professional  assistance 
in  compiling  the  Statement.  "  Statements  of  Affairs  " 
are  prepared  not  only,  in  bankruptcy  cases,  but  also . 
in  cases  of  the  compulsory  winding  up  of  Joint  Stock 
Companies  by  order  of  the  Court  (where,  again,  an  official 
form  is  prescribed),  and  in  almost  all  cases  of  financial 
embarrassment.  The  statement  sets  forth  on  the  one 
side  the  debtor's  property,  ranged  according  to  its  nature, 
and  valued  not,  as  iu  a  Balance  Sheet,  upon  a  basis  of 
book  figures  or  as  the  property  of  a  going  concern,  but 
at  realization  or  "break-up"  figures;  on  the  other  side 
of  the  statement  the  debtor's  liabilities  are  set  out. 
As  has  been  previously  indicated,  a  Statement  of  Affairs 
obviously  differs  greatly  from  a  Balance  Sheet  prepared 
for  a  gomg  concern ;  and  in  its  preparation  all  fictitious 
or  wholly  unrealizable  assets  must  be  excluded. 

The  Official  Statement  of  Affairs  in  bankruptcy  oonsiata 
of  the  following  forms — 

n,„i,,-i>,  Google 


422       BOOK-KEEPING  AND  ACCOUNTS 

1.  A  Btatement  in  summarr  form  showing  the  pro* 

party  owned  by  the  deotor  (valued  as  above  set 

forth),  the  oreditore'  claime,  and  the  amonnt  of 

the  "  dflfloienoy,"  i.  e.  the  amount  by  which  the 

debtor  is  insolvent. 

3.  Schedules  exploming  the  variotiB  classeB  of  assets 

and   liabiliUes    brought   (in    totals)   into   the 

statement  mentioned  above. 

3.  A   Beflcieney  Aoeoout,   which   is    in   effect  a 

transcript,   with   the    sides    reveraed,   of   the 

bankrupt's  Capital  Account  in  bis  own  Ledger, 

showing  the  capital  he  possessed  (or  the  amount 

by  which  he  was  insolvent)  at  a  given  date 

prior  to  the  bankruptcy,  his  gains  since  that 

time  and  the  losses  which  have  reduced  him 

to  insolvency. 

Statements  of  Affairs  prepared  at  the  commeuoemKit 

of  the  compulsory  liquidation  of  Joint  Stock  Companies 

resemble  those  prescribed   in    bankruptcy,  subject,  <A 

course,  to  the  various  modifications  necessary  owing  to 

the  coustitation  of  the  Company. 

An  example  illustrating  the  preparation  of  a  Statemoit 
of  Afi^iirs  in  bankruptcy  (the  "  Summary  portion  "  con- 
tained on  the  "  front  sheet ")  and  the  relative  "  Defidratcy 
Account  "is  appended,  In  the  illustration  the  "schedules" 
have  not  been  included,  as  they  arc  merely  lists  explana- 
tory of  the  items  included  in  the  "  summary,"  and  would 
occupy  too  much  space  to  set  out  in  detail. 

Examflt. — From  the  following  infonnation  prepare  the  Statement 
of  A&ira  and  Deficiency  Account  of  "  A.  Debtor,"  sgaiast  whom  a 
•Receiving  Order  was  mode  on  Jurnon'  1,  1909. 

The  total  creditors  amounted  to  £17,650,  of  which  £S00  ii  "  folly 
wcured"  by  a  deposit  of  securities  expect^  to  realize  £550;  £1,000 
is  "  partly  aecur^"  by  adepouitof  Stocks  eipected  to  realize  £500; 
£1,000  represents  a  liabiUty  aa  lodotBar  upon  an  Accommodation 
Bill  expected  to  rank  for  the  full  amount,  and  £100  is  rent  for 
which  the  landlord  can  distrain,  the  remainder  of  the  creditors  are 
unsecured. 

His  assets  are — Furniture,  £10 ;  Cash  in  hand,  £1 ;  Caah  at  Bank, 
5t.  M.  ;  Investment,  60,000  fully  paid  £1  shares  in  the  Ephemeral 
Gold  Reduction  Company,  Ltd.,  valned  at  £1,000.  Book  debts- 
Good,  £50 ;  Bad,  £4,000 ;  Doubtful,  £5,000  (the  latter  are  expected 
to  realize  £1,000). 

A.  Debtor's  capital  on  January  1,  1906,  was  £10,069,  and  hia 
income  since  that  date  has  been  £1,350  10s.  M. 

He  has,  since  January  1,  1906,  spent  £S,066  lOi.  on  household 
expenses,  £3,897  15*.  3d.  in  tosses  on  Stock  EzcLanoe  speculations, 
£6,000  on  losses  through  betting,  and  has  sustained  further  losset 
owing  to  bad  debts  to  the  extent  of  £8,000.      (See  pp.  43t-4a6). 
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Tii&  acooants  of  a  TroBtee  in  bankrupboy  most  be  kept 
aooordmg  to  a  prescribed  form ;  they  mast  be  aadited  by 
the  Gommititee  of  Inspection  periodically  (monthly  in  the 
case  of  the  Trading  Account,  and  quarterly  as  regoidEi 
the  other  accounts),  and  they  must  be  submitted,  at  half- 
yearly  intervals,  for  audit  by  the  Board  of  Trade.  An 
aadited  transcript  of  the  tmstee's  "  Estate  Cash  Book  "  is 
transmitted  by  the  Board  of  Trade  to  the  Court  where 
the  Beceiving  Order  was  made. 

TJpon  the  conclusion  of  the  distribution  of  the  whole 
estate,  or  upon  the  realization  and  distribution  of  bM  the 
realizable  assets,  the  Tnistee  may  apply  to  the  Board  of 
Trade  for  his  "  Belease,"  giving  notice  to  all  creditors  who 
have  proved  their  debts  and  to  the  Debtor  of  his  intention 
to  do  BO.  A  Realization  Aocoimt  in  the  prescribed  form, 
giving  a  sommary  of  all  the  Trustee's  receipts  and  pay- 
ments,is  sent  out  with  the  above  notification.  The  granting 
of  a  "Eelease"  to  a  Trastee  discharges  him  from  aU 
liabilities  incurred  by  him  iu  the  discharge  of  his  duty  to 
the  hankrnpt's  estate  and  to  the  creditors. 

Deeds  of  Arranhbment 

A  "  Deed  of  Arrangement "  is  a  deed  embodying  an 
arrangement  arrived  at  between  an  insolvent  person  and 
bis  creditors  generally,  or  with  certain  creditors  professing 
to  act  on  behalf  of  themselves  and  all  the  "other  creditors 
prwateiy,  {i.  e.  without  the  intervention  of  the  Bankruptcy 
Courts)  in  regard  to  his  affairs. 

A  man  may  make  such  private  arrangements  with  indi- 
vidual creditors  as  he  chooses,  but  if,  being  financially 
embarrassed,  he  executes  a  deed  in  favour  of  his  creditors 
generally,  transferring  all  his  property  to  one  or  more 
"  trustees  "  for  the  creditors,  to  be  held  by  such  trustees 
either  for  realization  and  distribution  among  the  creditors 
or  for  the  continuanoe  of  trading  operations  on  their 
behalf,  this  deed  is  termed  a  "  Deed  of  Arrangement," 
and  must  he  registered  at  a  Government  office.*    Such  a 

Jroceeding  does  not,  as  formerly,  constitute  on  Act  of 
ankruptoy  f  (entitling  a  creditor  to  present  a  bankruptcy 
petition)  if  notice  of  the  filing  of  the  deed  and  its  due 
"  assent "  is  served  upon  creditors. 

*  Under  the  Deed»  of  Arrangement  Act,  1914,  such  deeds  are 
void  QnlesB  assented  to  bv  a  mBJorit;  in  number  and  value  of  the 
creditors  within  21  days  of  regis^atioD. 

t  The  "Acts  of  Bankruptc;"  are  as  follows.  If  the  Debtor 
has — {a)    made  an  assignment  of  his  property  in  trust  for  his 


i4 

ll 


31 


■si    s-2 

1°     11 


3» 

I? 


ii 

II 


Is 

ll 


3 11 

6    si 

S  ll 

ii 

I  Is 


3 

1 

1.  i 

a  i 

1 

■ 

11 

tl'S        =   i 

ft 

, 

se 

eSs-I 


Ills- 
r  i  1=1  I** 


5,, I, 


I  s 


l\ 


11 

"  u 

a 

i 

11 

.i 

i 

1 

If 

•1 

?.- 

I 

1  = 

f 

5,„ 

1 

III 

1-13 


IHI 


II 


5  2-3     g 
^•g  s     a 


5-s  -  ■=:• 

£q  S  °  ji  a 

III  15 

i  Is  "=2 

SSfi  SP 
i  3  d   «-S 


426       BOOK-KEEFINa  AND  ACCOVNTS 


- 

.  .. 

- 

1                 i     il 

s 

^ 

Ji 

u 

2 

i 

i- 

1 

1 

r 

1 

i 

1 

3» 

11' 

i 

s 

ii  =■ 

-    = 

" 

-  » 

2     3 

« 

,  i 

%    5 

1 

M 

4 

' 

, 

1 

tr 

'i                    * 

i|                            3 

ii             1 

i      i 

s 

f 

1 
I 

il 

.1 

'J 

G 

gi 

DEEDS  OF  ARRANGEMENT  427 

Tho  most  oommon  form  of  Deed  of  ArratigemeDt  is  one 
ifhereby  the  debtor  transfers  all  hie  property  to  a  tmstee 
for  the  benefit  of  the  creditors  generally,  in  consideration 
of  their  releasing  him  from  the  debts  he  owes  to  them ; 
the  tmstee  imder  the  deed  being  directed  to  realize  the 
estate  and  to  distribute  the  product  among  the  ereditors 
pro  rata  according  to  their  claims.  The  deed  is  usually 
made  between  the  debtor,  one  or  more  creditors,  and  a 
tmstee  for  the  latter,  the  trustee  appointed  being  usually 
a  professional  accountant.  As  stated  above,  the  execution 
of  a  deed  of  arrangement  formerly  constituted  an  "  act  of 
bankruptcy  "  ;  and  the  contingency  that  a  petition,  which 
would  nullify  the  proceedings  under  the  deed,  might  be 
presented  by  a  non-asaenting  csreditor  at  any  time  within 
three  months  of  its  execution,  almost  invariably  delayed 
the  distribution  of  the  assets.  The  filing  of  a  statutory 
certificate  that  due  assent  to  the  deed  has  been  obtained 
under  the  Act  of  1914^  removes  this  cause  for  delay 
and  will  greatly  facihtate  proceedings  under  such  deeds. 
When  filing  the  statutory  declaration  with  the  Begistrar 
of  Bills  of  Sale  that  the  requisite  majority  of  creditors 
has  assented  to  the  deed,  "secured"  creditors  are 
reckoned  for  value  for  the  balance  of  their  debts  after 
deducting  the  estimated  value  of  the  securities  held  by 
them.  Creditors  for  less  than  £10  are  reckoned  in  the 
"majority  in  number,"  but  not  in  the  "majority  in 
value."  Failure  to  obtain  the  statutory  "  assent "  renders 
the  deed  void. 

A  Deed  of  Arrangement  is  frequently  put  forward  as  a 
proposal  by  an  insolvent  debtor  at  a  meeting  of  his 
creditors  convened  by  him  for  the  purpose  of  laying  his 
position  before  them.  From  the  point  of  view  of  the 
debtor  a  Deed  of  Arrangement  is  preferable  to  bankruptcy 
proceedings,  as  it  avoids  the  publicity  consequent  upon 
the  latter;  from  the  creditors'  point  of  view  a  "private 
arrangement "  usually  produces  larger  dividends  witbin* 
«roditorB  geneiftUj  ;  (6)  made  a  fraudulent  assignment  of  his  pro- 
perty or  any  part  thereof ;  (c)  made  a  oonseyance  amounting  t( 
''fraudnlRnt  nreference  "  :  (d^  havini?.  vith  intent  to  defeat  or  del 


'fraudulent  preference  "  ;  {d)  having,  with  intent  to  defeat  or  delay 
his  creditors,  departed  ont  of  England,  or  being  out  remained  out, 
Ot  aheented  himself,  or  begun  to  keep  houge  ;  (e)  suffered  execution 
on  his  goods,  after  they  have  been  either  sold  or  hel 
for  twenty-one  days  ;  (/)  filed  a  declaration  of  his 


J,  after  they  have  been  either  sold  or  held  bv  the  sheriff 
ne  days ;  (/)  filed  a  declaration  of  his  inability  to  pay 
■  presented  a  Bankruptcy  Petition  against  himself ; 


(if)  neelected  to  pay  or  secure  a  judgment  debt  after  service  of  a 
' '  Bankrnptcy  notice  "  ;  (A)  given  notice  to  any  creditor  of  suspenMcoi 
of  payment. 
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a  Bhorter  time  than  tmder  the  more  cumbersome  and 
costly  official  proceedings  in  bankruptcy. 

Creditors  must  assent  to  the  deed  by  actual  execution, 
or  by  sending  a  duly  witnessed  "  letter  of  assent "  to  the 
Trustee.  Prior  to  the  new  Act  the  supply  of  goods  to 
the  Tmstee,  or  a  similar  act,  was  held  to  be  an  "  assent." 

Apart  from  a  deed  which  contemplates  immediate 
reaUzatioQ  and  distribution  other  varieties  of  Deeds  of 
Arrangement  are  met  with — e.g.  (1)  an  arrangement 
whereby  the  debtor's ,  business  is  to  be  continued  by  a 
committee  of  his  creditors  on  behalf  of  the  creditors  . 
generally;  (2)  an  arrangement  wbereuader  the  debtor 
IS  to  continue  carrying  on  his  business  subject  to  the 
supervision  of  a  committee  of  creditors. 

No  official  form  of  Statement  of  Affairs  for  submission 
to  creditors  is  prescribed  iu  the  case  of  a  Deed  of  Arrange- 
ment, although  if  a  meeting  of  creditors  is  being  held  to 
consider  the  terms  of  a  suggested  Deed  of  Arrangement, 
a  Statement  of  Affairs  is  almost  invariably  laid  before  the 
creditors  who  attend.  The  forms  adapted  usually  follow 
the  lines  employed  in  bankruptcy  proceedings,  minus  the 
official  verbif^e  of  the  latter.  Under  the  1914:  Act  trustees 
under  Deeds  of  Arrangement  must  give  security  in  the 
manner  prescribed  unless  excused  by  a  majority  in  number 
and  value  of  the  creditors,  and  must  open  a  separate  bank- 
ing account  for  the  estate  of  the  debtor,  and  must  submit 
accounts  to  audit  by  the  Board  of  Trade  if  a  majority,  in 
number  and  value,  of  the  creditors  so  desire.  Every  six 
months  a  Statement  of  Accounts,  in  the  prescribed  form, 
must  be  sent  to  the  creditors,  and  filed  with  the  Board  of 
Trade. 

Beceipts  and  Payments,  Accounts 

Many  institutions  and  societies  whose  monetary  trans- 
actions are  of  a  benevolent  or  non-trading  nature  compile 
and  publish  their  periodical  financial  statements  in  the 
form  of  a  Receipts  and  Payments  Account. 

A  Beceipts  and  Payments  Account  is  a  statement  deal- 
ing with  cash  Iransaclions  only.  The  account  may  be- 
briefiy  described  as  being  a  condensed  Bummary  of  the 
Cash  Book,  containing,  on  the  Debit  (Receipts)  side,  the 
actual  money  received  during  the  period  under  review, 
and  on  the  Credit  (Payments)  side,  the  cash  actually 
disbursed  during  the  same  period,  analyzed  under  appro- 
priate headings.    As  a  matter  of  course,  a  statement  o£ 

Google 
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this  oharaoter  must  commenoe  and  close  with  the  initio 
and  final  balance  of  cash  In  hand,  at  the  beginning  and 
close  respectively  of  the  period  to  which  the  statement 
relates. 

Financial  statements  of  this  type  are  moat  frequently 
met  with  in  connection  with  clubs,  literary  or  benevolent 
institutions,  and  similar  ucdertaJiings.  In  these  cases 
the  funds  are  usually  entrusted  to  an  "  honorary  treasurer," 
and,  when  sach  is  the  fact,  the  accoimt  is  most  appro* 
priately  headed  as  follows — 

Alfred  Barrow,  Esq., 

Treasurer, 

in  account  with 
The  Blaokheath  Commos  Literary  Society 

for  the  year  ended  December  31, 1909. 

Ab  b,  matter  of  actual  experience  it  is  onfortunateiy  the 
fact  that  the  terms  "  Eeceipts  and  Payments  Account " 
and  "  Income  and  Expenditure  Account "  are  frequently 
regarded  as  being  synonymous,  whereas  they  are  essen- 
tiyiy  differeat  in  character  and  result,  inasmuch  as  an 
Income  and  Expenditure  Account,  as  will  be  explained 
hereafter,  deals  with  the  total  income  and  expenditure 
for  the  period  covered  by  the  account  irrespective  of 
whether  such  income  and  expenditure  has  been  received  and 
paid  or  not. 

It  is  not  an  uncommon  experience,  moreover,  to  find 
the  term  Beceipts  and  Faymenta  Account  applied  to 
statements  wherein  "Capital"  and  " Bevenue "  receipts 
and  payments  are  combined  in  one  and  the  same  account. 

It  will  be  unnecessary  to  point  out  to  the  student  that,  in 
such  oaees,  the  account  should  be  strictly  confined  to  the 
revenue  items  (in  the  form  of  an  Income  and  Expenditure 
Account),  a  proper  Balance  Sheet  being  also  presented  in 
order  to  record  the  capital  transactions. 

It  will  sometimes  be  the  fact  that  a  Beceipts  and 
Payments  Account  does  actually  represent  the  income 
and  expenditure  for  the  period  dealt  with,  but  this  co- 
incidence must  not  mislead  the  student  into  vnx>ngly 
designating  such  a  statement  as  an  "  Income  and 
Expenditure  Account."  An  account  of  this  character  is 
merely  a  summary  of  the  Cash  Book,  and  the  items 
therein  appear  upon  the  same  sides  as  those  upon  which 
they  would  be  recorded  in  the  Gash  Book. 
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Id  oases  where  a  Beceipts  and  PaytnentB  Accoont 
efficiently  meets  the  book-keeping  requirements,  it  is 
generally  eoonomical  and  advantageous  to  employ  a 
Columnar  Cash  Book,  in  the  analyBte  columns  of  which 
the  final  Beoeipts  and  Payments  Account  is  being  gradually 
compiled. 

An  example  of  a  simple  Beceipts  and  Payments  Account 
u  given  on  page  430i 

IhCOMB  and  ExFENDITimB  ACCOUNTS 

[Bevetme  Accounts) 

It  is  always  preferable,  when  possible,  to  publish  the 
aocounts  of  institutions  of  the  nature  described  in  the 
preceding  pages  in  a  form  which  shows  the  whole  of  the 
income  accruing  to  the  society  for  the  period  covered  by 
the  accoimt,  irrespective  of  whether  such  income  has  been 
received  or  not,  together  with  the  whole  of  the  expendi- 
ture properly  chargeable  to  the  same  period,  irrespective 
of  whether  such  expenditure  has  actually  been  paid,  or  is 
stiU  outstanding,  Au  account  which  fulfils  these  require- 
ments is  termed  elu  Inoome  and  Expenditure  Account, 
and  differs  essentially  from  a  Beoeipts  and  Payments 
Account  as  previously  described. 

All  items  of  income  are  sbowu  on  the  credit  side  of  the 
Income  and  Expenditure  Account,  whilst  the  expenditure 
appears  on  the  debit  side,  just  as  is  the  case  in  connection 
'  with  the  items  composing  a  Profit  and  Loss  Account, 
the  two  accounts  being  of  precisely  similar  nature,  although 
prepared  £o  meet  the  needs  of  undertakings  of  a  different 
character. 

The  Income  and  Expenditure  Account  should  be 
accompanied  by  a  Balance  Sheet  wherein  the  Assets  and 
Liabilities  of  the  undertaking  are  set  out  in  the  ordinary 
way. 

The  balance  of  the  Income  and  Expenditure  Account 
must  he  shown  in  the  Balance  Sheet,  and  represents  the 
surplus  or  deficiency,  as  the  case  may  be,  as  at  the  date 
upon  which  the  Balance  Sheet  has  been  prepared. 

The  student  will  have  gathered  from  tne  foregoing 
remarks  that  the  undermentioned  are  the  essentii^ 
distinctions  which  exist  as  between  the  two  accounts — 

(a)  A  Beceipts  and  Payments  Account  deals  with 
cash  actually  received  and  disbursed,  vid  is  a 
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ooDdeneed  summary  of  the  Gash  Book  and 

□othii^  more. 

(6)  Aa  locome  and  Expenditure  Aooount  deals  with 

the  whole  of  the  income  and  expenditure  for 

the  period,  irrespective  of  whether  such  income 

and  expenditure  has  actually  been  received,  and 

paid  or  not,  and  in  character  approximatee  to 

the  Profit  and  Loss  Account  employed  in  a 

trading  conoem. 

An  example  of  an  Income  and  Expenditure  Account  is 

appended.     This  account  forms  one  of  a  set  of  six  similar 

statements,  dealing  with  various  branches  of  the  work, 

and  is  accompanied  by  a  Balance    Sheet  showing  the 

financial  position  of  the  institution  as  on  the  closing 

date. 

EXERCISES. 

20a. 

A.  Wilson  of  London  and  B.  Morris  of  Rio  de  Janeiro  embark  in 

a  joint  consignment  o{  Manchester  goods.     Profita  are  to  be  shared 

equally  between  them.     A.  Wilson  ia  to  purchase  in  England  and 

S7  for  the  goods  consigned,  and  is  to  draw  upon  B.  Moms  at  sight 
'  their  invoice  price  (but  not  in  respect  of  any  disbursements). 

A.  Wilson  consequently  bought  on  January  1,  1909,  Manchester 
goods  to  the  value  of  £1,050,  paying  cash  therefor,  aod  disbursed 
on  January  6,  freight  and  shipping  charges,  £105  IDs.  ;  insurance, 
£4  ;  packing  £i  ISs.  On  the  same  date  he  drew  upon  B.  Morris  for 
jE1,0S0  at  sight  ss  agreed,  and  sold  the  Bill  to  the  London  and 
Brazilian  Bank,  Ltd.,  for  £1,039  10s.,  the  discount  is  to  be  borne 
jointly  between  the  partEes  to  the  venture. 

B.  Morris  received  the  goods  on  February  1,  1900,  and  disbursed 
on  that  date  landing  charges,  £5  3s.  2d.,  and  Government  duty, 
£121  is.  6d.  He  sold  the  goods  for  cash  on  February  3,  1909,  for 
£1,726  48.  2d.,  and  honoured  A.  Wilson's  draft  the  same  day. 

On  February  4  E.  Morris  prepared  (from  bis  own  books  and  from 
the  statements  regarding  the  adventure  rendered  to  him  by  A. 
Wilson)  a  combined  statement  regarding  the  transaction,  and  re- 
mitted to  A.  Wilson  a  cheque  on  London  for  the  amount  due  to  him. 

Show  the  entries  relating  to  the  above  venture  as  they  would 
appear  in  either  party's  books,  as  well  as  a  combined  statement 
showing  the  result  of  the  whole  transaction. 


it  that  date,  as  shown  by  his  books,  was  as  follows — 

£ 

(1)  Unsecured  creditors 3,000 

(2)  Secured  creditors  (Bankers),  secured  by  deposit 

of  Title  Deeds  relating  to  House  Property 
{the  property  itself  being  estimated  as  worth 
iU  book  value,  viz.  £1,50)}     ....    1.200 
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£ 

(3)  Prefereutial  creditors  far  rales  and  taxes  .  186 

(4)  Cash  at  Baok lOO 

(5)  Book  Debts 2,000 

(6)  House    Property    (pledged    with    Bankers    aa 

above),  valued  at  cost 1,500 

(7)  Furniture,  valued  at  coat lOO 

<8)  Investments,  1,000  £1  shares  in  the  Amalgamated 

Construction  Co..  Ltd.,  valued  at  coat    .        .        400 
6,000  £1  Deferred  Shares  in  the  United  Aviation 

Corporation,  Ltd.,  valued  at  coat  ,         .        .     1,075 
Further  inquiry  reveals  the  following  facta^ 

Item  (5).     Of  the  £2,000  Book  Debts  f  100  are  "  good,"  and 
the  balance  must  be  treated  aa  "  doubtful "  and  estimated  to 
produce  £600. 
Itema   (2)  and   (6).     The   House   Property  will   only  realise 

£1,000,  out  of  which  the  Banker's  ctaim  has  to  be  eatisSed. 
Item  (8).  The  shares  in  the  Amalgamated  Construction  Co., 
Ltd,,  may  be  taken  as  being  wortn  U.  each,  and  those  in  the 
United  Aviation  Co.,  Ltd.,  as  being  worth  Id.  each.  Ae 
regards  his  Deficiency  Account,  A.  B.  acknowledges  that,  two 
years  prior  to  bis  bankruptcy,  he  was  possessed  of  a  capital 
of  £10,000.  His  only  income  since  that  date  has  consutad 
of  sundry  direclor's  fees  amounting  to  £200.  He  acknow- 
ledges having  spent,  during  the  two  years,  £3,000  per  anniun 
on  uousehold  expenses,  and  £2,000  In  speculation,  and  has 
lost  £1,400  through  bad  and  doubtful  loans  [aa  above),  and 
£1,410  spent  in  promoting  a  patent  bottle  company  which 
proved  a  failure.  In  addition  to  these  matters  are  the  losses 
expected  to  arise  in  connection  with  the  realization  of  hia 
House  Property  and  Investments  as  set  out  above. 
From  the  above  particulars  prepare  the  Statement  of  Affairs  and 
Peflciency  Account  of  A.  B. 

20c. 
The  Maea-y-Gwyn  Colliery  Co.,  Ltd.,  took,  on  Janua^  1,  IQOfi, 
upon  lease  from  the  landlord  (Evan  Ap  Thomas,  Esq. ,  J.P.)  a  coal- 
bearing  area  upon  the  following  terms ;  viz.  a.  mininram  rent  of  £300 
■nerging  into  a  Royalty  of  dd.  per  ton,  with  power  to  recoup  "  short 
workings  "  over  the  firat  three  years  of  the  lease. 
The  annual  output  of  the  colliery  woa  aa  follows — 

1905 5,000  ton* 

1906 11,000    „ 

1907 14,000    „ 

1908 20,000    „ 

Show    the    Landlord's   "Royalties"  and    "Short    Workings" 
Accounts  as  they  would  appear  in  the  Company's  books. 

20d. 
1.  Explain  what  is  meant  \ 

lactions  arising  out  of  sue  ... 

What  is  the  difference    between   a  "Bankmptoy"  and  ■ 
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S.  upon  wliat  prinoiple  is  a  Statement  of  Afbin  prepared,  and 
wherem  does  it  differ  from  a  BaUnoe  Sheet? 

4,  What  are  "Cost"  aotxnmtst  Explain  briefly  the  main 
principlei  underljing  them. 

fi.  Explain  the  following  terma — 


6.  What  is  Goodwill,  and  how  is  its  value  to  be  arrived  atT 

7>  What  is  meant  by  the  Doable  Aoooont  Syat«m,  to  what  classes 

of  tmdertakinp  is  it  ntiuJly  applied,  and  what  osefnt  purpose  does 

itserveT 

S.   "The  Double  Account  Sjatem  frequently  tends  to  produce  a 

condition  of  financial  ansoundnesa  iucertiunrespe«t«,and  sometimes 

affects  the  equilibrium  of  annual  profits  orec  a  seriea  of  years." 

Discuss  and  explain  this  statement. 


20a.  Pro6t  OD  the  joint  adventure  =  £425   U  6iL,  divisible 
equally  between  the  parties. 
Cheque  remitted  by  B.  Morris  to  A.  Wilaou  to  close  the 
venture  amounts  to  £337  Si^  M. 
2011.  Deficiency,  £2,510. 

Totals  of  Deficiency  Account,  £12,710. 
20c.  1905.  Royalty,  £125 ;  Paid  to  Landlord,  £300. 
1006.  Royalty,  £27G  ;  Paid  to  Landloid,  £300. 
•1007.  Royalty,  £350  ;  Paid  to  Landlord,  £800. 
190S.  Royalty,  £500  ;  Paid  to  Landlord,  £500. 
*  Note  £isa  lirmovenble  "■hort  worfcliigs  "  wtltt«ii  oil  Decambu  SI,  tKH 


p:h»Google 


CHAPTER  XXI 


The  entriee  relating  to  the  payment  of  divideDds  by  a 
Limited  Company  appear  to  present  difficulties  to  some 
Btadenbe,  not  becaaae  of  any  complexity  in  the  entries 
themaeives,  but  because  they  frequently  involve  Income 
Tax  adjustments. 

Chapter  XVII  of  the  present  volume  conttuns  a  brief 
sketch  of  the  British  Income  Tax  System,  and  particular 
attention  is  there  called  to  the  cardinal  principle  of  the 
existing  system,  viz.  that  all  income,  whatever  its  nature, 
shall,  as  far  as  possible,  be  taxed  at  its  source.  Such  a 
rule  obviously  simplifies  the  collection  of  the  tax,  aiid 
renders  evasion  more  difficult.  Companies,  and  simUar 
corporate  bodies,  are,  of  course,  merely  the  legal  embodi- 
ments of  the  shareholders  composing  them.  The  property 
and  profits  of  the  Company  are  the  property  and  profits 
of  the  shareholders.  In  order  to  carry  out  the  pnnciple 
of  taxing  income  at  its  source,  the  Inland  Bevenue 
authorities,  in  the  case  of  a  Limited  Company,  make 
their  assessment  for  Income  Tax  on  the  profits  of  the 
Company  as  a  whole.  It  is  upon  this  assessment  that 
the  Company,  and  not  Its  individual  shareholders,  pays 
tax. 

Having  paid  tax  on  the  whole  of  its  profits  in  the 
statutory  manner,  it  is  open  to  the  Company  to  recover 
the  tas  on  that  portion  of  its  profits  distributed  amongst 
its  shareholders  by  the  simple  process  of  deducting  me 
tax  at  the  cvirrent  rate  from  the  dividend  paid  to  them. 
If  it  adopts  this  course,  the  result  is  that  the  Company 
ultimately  hears  only  the  Income  Tax  on  that  portion  of 
its  profits  withheld  from  division  among  its  shareholders. 
A  Company  must  thus  recoup  itself  for  Income  Tax  paid 
in  the  case  of  its  preference,  guaranteed,  and  other  classes 
of  shares  entitled  to  a  preferential  dividend  at  a  fixed 
rate.  It  viay  or  may  not  adopt  this  course  with  reference 
to  its  ordinary  or  deferred  shareholderB,  according  to  its 
discretion,  or  the  provisions  of  Its  articles  of  association. 
The  reason  for  this  distinction  is,  that,  when  a  Company 
pays    Income    Tax  on  its  profits,  as  a  whole,  it,  in 
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effect,  paye  the  tax  due  from  each  shareholder  in  reapeot 
of  his  share  of  the  profits.  The  tax  having  been  paid  on 
the  total  profits  no  further  Tax  is  payable  by  the  share- 
bolder,  unless  his  total  income  is  liable  to  super-tax.  This 
is  so  whether  the  Company  has,  or  has  not  in  a  particular 
case,  deducted  tax  from  the  dividend.  It  is  clear  that, 
if  the  tax  is  not  deducted  from  the  fixed  preferential 
dividends,  the  sums  paid  to  the  preferential  shareholders 
.  will  amount  to  more  than  the  hxed  rate  to  -which  they 
are  entitled.  Thus  if  dividends  due  on  5  per  cent,  prefer- 
ence shares  are  paid  without  deduction  of  the  tax,  the 
actual  rate  will  not  be  5  per  cent.,  but  5  per  cent,  plus 
the  tax,  which  at,  say,  6^.  Od.  in  the  £,  makes  the 
dividend  £7  23.  9d.  per  cent.  This  would  he  unfair  to 
the  shareholders  entitled  to  the  balance  of  the  profits  and 
it  is  therefore  illegal.  Dividends  on  ordinary  or  other 
shares  entitled  to  the  balance  of  any  profits  which  may 
remain  after  the  payment  of  the  fixed  dividends  may,  of 
com^se,  be  raid  vrithout  deduction  of  the  tax;  the  pay- 
ment of  a  dividend  "free  of  tax,"  as  it  is  termed,  merely 
amoonts  in  such  oases  to  the  payment  of  a  slightly  higher 
rate  of  dividend  than  is  apparent  at  first  sight.  The 
phrase  "free  of  tax,"  although  in  common  use,  is  not 
very  happy,  as  all  income  is  hable  to  tax  in  one  form  or 
another. 

When  a  Company  pays  tax  on  its  profits  it  must  debit 
the  payment  to  the  Income  Tax  Account.  If  it  pays  any 
dividends  less  tax  (as  it  is  compelled  to  do  if  the  dividends 
are  preferential),  it  must  show  the  dividend  in  its  Profit 
and  Loss  Acootmt  as  having  been  paid  for  its  gross  amount 
without  any  deduction.  It  must  treat  the  amount  of  tax 
deducted  as  a  recovery  from  its  shareholders,  and  apply 
the  amount  in  reduction  of  the  previous  debit  to  "  Income 
Tax  Account,"  for  the  tax  paid  to  the  Revenue  authorities. 

If  a  Company  declares  a  dividend  on  its  ordinary  or 
deferred  stock  at  a  given  rate  without  deduction  of  Income 
Tax  {*.  e.  "  free  of  tax  "),  the  shareholder  receives  the  same 
amount  of  money  as  he  would  receive  if  a  dividend  were 
declared  at  a  correspondingly  higher  rate  with  deduction 
of  Income  Tax.  Notwithstanding,  however,  that  the 
actual  payment  to  the  shareholder  is  the  same  in  both 
these  oases,  the  method  of  their  treatment  for  book- 
keeping purposes  dififers.  If  a  dividend  is  declared  "  free 
of  tax "  the  total  amount  paid  to  the  shareholders  is 
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debited  to  the  Profit  and  Losa  Aocount;  and,  as  far  as 
that  dividend  is  ooncemed,  no  entries  whatever  are  made 
in  respect  of  Income  Tta.  If,  on  the  other  hand,  a 
dividend  is  declared  "less  tas"  entries  must  be  passed 
to  record  the  dednction  for  Income  Tax  according  to  the 
rules  previously  set  forth. 

The  necessary  entries  to  record  the  payment  of  dividends 
by  a  Company  are  as  follows — 

1.  In  the  case  of  a  dividend  paid  "less  tax."     (a) 

Debit  the  Profit  and  Loss  Account,  and  credit 
the  Dividend  Account,  with  the  gross  amount 
of  the  dividend  paid,  (b)  Debit  the  Dividend 
Account,  and  cr^it  Bank,  ^th  the  amount  of 
the  dividend  chei^ues  sent  to  the  Bhareholders, 

Sc)  Debit  the  Dividend  Account,  and  credit  the 
income  Tax  Account,  with  the  total  Income 
■    Tax  deducted  from  the  shareholders'  dividends.   . 

2.  In  the  case  of  a  dividend  paid  "  free  of  tax."    {a) 

Debit  the  Profit  and  Loss  Account  and  ermit 
the  Dividend  Account  with  the  gross  amount 
of  the  dividend  paid,  (b)  Debit  the  Dividend 
Account,  and  credit  Bank  with  the  dividend 
cheques  sent  to  the  shareholders. 

It  is  usually  found  more  convenient  to  transfer  the 
-amount  necessary  to  meet  the  payment  of  a  dividend 
from  the  Company's  general  banking  account  to  a 
separate  "  Dividend  Account "  opened  at  the  Bank. 
The  shareholders'  dividend  warrants  are  then  drawn  on 
the  "  Dividend  Account."  Separate  Dividend  Accounts 
are  frequently  used  for  each  successive  dividend,  and 
for  each  class  of  stock  or  shares  issued.  It  usually 
happens  that  some  of  the  dividend  warrants  sent  out 
are  not  presented  within  a  reasonable  time,  and  some  of 
them  may  never  be  presented  at  alL  After  a  reasonable 
time  has  elapeed,  the  amount  of  tbe  unpresented  warrants 
oan  be  transferred  from  the  separate  Dividend  Accounts 
into  one  general  Banking  Account  for  unclaimed  dividends, 
tbe  amount  being  at  the  same  time  written  back  in  the 
Company's  books  as  a  liability.  After  the  expiration  of 
twenty  years  a,  Company  could  usoally  plead  the  Statute 
of  Limitations  if  <!aued  upon  to  pay  a  "  stale  "  dividend 
warrant,  but  few  Companies  would  take  advantage  of 
this  course  if  satisfied  as  to  the  bcma  fides  of  the  daim. 
Dividends  which    are    not   likely   to    be   claimed   are 
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freqnently;  credited  to  Profit  and  Loss  Aooouat,  or  tranB- 
ferred  to  iteserve  Aooount. 

In  large  Companies,  particularly  in  cases  where  Beveral 
claeses  of  shares  have  been  issued,  it  is  usu&l  to  keep  a 
Dividend  Regiater  or  Book  in  which  details  of  the  dividends 
paid  and  the  tax  deductions  therefrom  are  recorded.  A 
specimen  of  this  hook  is  given  on  page  440. 

The  following  is  a  facsimile  ol  a  dividend  warrant — 

I          -THE  STRAND  HOTEL  UMITED, 
*w.2499  

OIVID-END 
C        Od  £7  per  cntt.  farticipatiiig  Preferred  Ordiniry  Glure* 


THE   STRAND   HOTEL   UMITED. 


£7  per  ttat.  fiitldinliiit 

"'2499 

r*  fahr-s  bank, 


The  cheque  forming  the  bottom  half  of  the  warrant  is 
detached  by  the  recipient,  and  paid  into  the  Bank  in  the 
ordinary  way.      The  common    practice  is   to  provide 
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space  for  the  eignaturo 
of  the  payee  on  the 
face  of   the  cheque; 

and  no  endorsement 
of  the  cheque  ia 
then  necessary.  This, 
method  is  convenient 
for  filing*  and  audit 
purposes.  The  upper 
portion  of  the  cheque 
is  retained  by  the  re- 
cipient for  production 
in  case  of  need  for 
Income  Tax  pTirposes. 
As  a  general  rule  the 
statements  of  taxed 
income  made  by  pri- 
vate   individuals    &re 


thorities  without  any 
demand  for  the  pro- 
duction of  dividend 
or  interest  vrarrant 
counterparts.  When 
claims  for  exemption 
or  abatement  are 
made,  however,  such 
documentaryevidence 
is  invariably  called 
for.  In  any  case,  the 
investor  should  retain 
his  counterpart  war- 
rants for  a  reasonable 
time  in  case  he  may 
be  called  upon  to 
produce  them. 
The  subjoined  ex- 

*  The  usual  practice  ia 
to  paste  the  paid  divi- 
dend cheques  to  their 
respective  counterfoils  ia 
the  cheque  book.  A  com- 
pact record  and  complete 
voucher  of  the  pajmeut 
of  the  dividend  are  thea 
availabl«. 
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ample  will  serve  as  &□  iliustratiou  of  the  rules  deporibed 
in  this  chapter. 

The  South  Western  Distribatioa  Co.,  Ltd.,  bad,  as  od 
December  31,  1910,  a  balance  of  undivided  profits 
amounting  to  £10,500.  The  CompaDy  resolved,  on 
February  4,  1911,  (a)  to  place  £1,000  to  Reserve, 
raising  it  to  £5,000,  (o)  to  pay  &  full  dividend  for  (he 
year  1910  on  its  ^£80,000  5  per  cent.  Preference  Stock, 
leas  tas,  and  (c)  to  pay  a  dividend  of  5  per  cent.,  free  of 
tax,  on  its  £80,000  Ordinary  Stock.  The  balance  of 
profit  was  to  be  carried  forward  to  the  following  year. 
Show  the  entries  in  the  Company's  books  relating  to 
these  transactions,  assuming  the  rate  of  Income  Tas  to 
be  Is.  M.  in  the  £. 


Dr. 

PROFIT  AND  LOSS 

ACCOUNT 

Or 

Fab.  4 

To    Tmufcr  to 

.1.000 

4,000 
4,00«» 
<1,M0 

ti. 

idii. 

J>n.  2 
Feb.  8 

Br      BuliDca 
brought  forwMd 

/ 

1    ' 

" 

i. 

"    * 

Shi.™  Dlrtdmd 

,.  . 

Diildwiii     Ac- 
count   J 

at  curled  tor- 

a».'."."'?- 

e  H^fioo 

' 

0 

/    l.SOT 

0 

0 

RESERVE  ACCOUNT 


i   Br     Ball 

brin^tlOrwBW   v 


£  '  e.000  0  j  0 


M2      BOOK-KEEFISa  AND  ACCOUNTS 


1911. 

£ 

^ 

^ 

len. 

t. 

Jl. 

Fab.  1 

ToTnuferto 

B7Tt.a>f«r 

,.'SSBt 

'" 

i),^se 

la 

• 

/ 

^ 

t,ooo 

" 

« 

4,000 

» 

0 

Di^    ORDINARY  SHARE  DIVIDEND  ACCOUNT    Cr. 


•tt\_  lot 
.  ofDirt- 


INCOME  TAX  ACCOUNT  • 


Some  Companies,  for  financial  reasont,  occasionally 
pay  a  dividend  to  their  shareliolders  in  the  form  of 
additional  fully  paid  shares  instead  of  in  cash.    In  saoh 
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cases  the  profits  earned  are  applied  in  paying  up  the 
amount  due  on  the  shares  thus  issued,  either  in  part  or 
m  full.  The  necesBary  book-keeping  entries  are  made  on 
lines  identical  with  those  set  forth  above,  except  that 
the  Share  Capital  Account  (and  the  Premium  on  Shares 
Account,  if  the  shares  are  issued  at  a  premium)  is  credited 
in  place  of  the  Cash  Account.  The  following  is  an  example 
of  the  procedure  in  such  a  case. 

The  Lough  Neagh  Steam  Navigation  Ck>.,  Ltd.,  with 
an  authorized  capital  of  £150,000,  and  an  issued  capital 
of  £100,000  in  £1  shares  (the  current  market  price  of 
which  is  2|)  decides  on  January  9,  19II,  to  pay  a 
dividend  to  its  shareholders  in  the  form  of  one  £1  share, 
taken  at  a  price  of  £2,  for  every  60  £1  shares  held. 
The  balance  of  profit  available  prior  to  this  transaction, 
amounts  to  £6,000.  Show  these  transactions  in  the 
Company's  Ledger. 


SHARE  CAPITAL  ACCOUNT 


wsid  (109,00 


of  Dlvideiid,. 


PREMIUM  ON  SHARES  ACCOUNT    Cr. 


Coc^j^le 
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CHAPTER   XXII 

INVESTMENT    ACCOUNTS,    BTa 
(See  also  the  Book-keeper'a  Compendium,  pp.  674  et  >t[q.) 

Invebtmehts  dealt  in  on  the  Loodon  Stock  Bxobange 
are,  b.b  a  general  rule,  ot  two  claaaes,  viz. — 

Glau  1.  The  Pablic  Loans  issued  by  varioas  British 
and  Foreign  Governments  and  Munici- 
palities, and  the  Borrowings  of  various 
important  trading  corporations  secured, 
in  most  cases,  by  mortgage. 
Class  2.  The  Stock  or  Shares,  formibg  the  proprietors' 
capital,  of  various  trading  and  financial 
corporations. 
Securities  comprised  in  Glass  1  usually  yield  a  fised 
annual  rate  of  interest.     In  many  oases  they  are  redeem- 
able at  fixed  dates ;  in  other  cases  («.  g.  Consols)  only  at 
the  option  of  the  borrower,  and  after  the  expiration  of 
a   stated  period.      Again,  sometimes,  securities   of   this 
class  are  not  redeemable  at  all — the  loans  being  in  effect 
perpetual,  and  occasiohally  they  are  so  described. 

Securities  comprised  in  Class  2  are  usually  entitled 
to  either  {a)  a  fixed  rate  of  dividend  preferentially  to 
other  securities  issued  by  the  Company,  in  which  case 
they  are  usually  called  Preference  Stocks  or  Shares,  or 
(b)  the  whole  of  the  profits  of  the  Company,  after  the 
fixed  preferential  dividends  and  charges  have  been  met. 
In  the  latter  case  they  are  generally  styled  Ordinary  or 
Deferred  Shares.  In  the  case  of  all  securities  in  Class  2, 
whether  preferential  as  regards  dividend  or  not,  the 
holder's  income  from  them  is  contingent  upon  the  profit 
earned  by  the  Company.  Bat  the  securities  mentioned 
in  Glass  1  are  loans,  and  the  annual  interest  on  them 
is  payable  by  the  borrower  in  any  event. 

The  market  prices  of  both  classes  of  securities  fluctuate 
constantly  according  to  the  demands  of  trade  for  ready 
money,  Uie  disturbance  of  the  political  situation,  the 
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reputed  Bolvenoy  or  prosperity  of  the  aatioii,  or  of  the 
body  iBsaiag  the  seourities,  and  other  aimilar  factors. 

The  following  description  of  an  InTestment  Aooount  is 
more  particularly  applicable  to  an  investment  bearing 
a  fixed  rate  of  interest.  The  ordinary  or  deferred  shares 
of  trading  companies  and  other  investments  yielding  a 
fluctuating  dividend  are,  however,  treated  upon  exactly 
similar  lines,  except  for  the  fact  that  calculations  as  to 
accrued  dividends  can  only  be  made  after  the  income  has 
actually  been  declared  payable.  It  13  obvious  that  as 
the  rate  of  the  dividend  is  uncertain,  the  precise  amount 
of  the  income  outstanding  at  any  given  date  cannot  be 
calculated  in  advance. 

When  an  investor  purchases  a  Stock  Exchange  security 
he  nsually  acquires,  in  esohange  for  his  money,  a  certain 
share  or  uraction  of  the.nominid  capital  of  some  particular 
issue  of  loan  or  stock.  The  amount  of  the  nominal  capital 
acquired  will  usually  differ  from  the  amount  of  money  the 
investor  has  had  to  pay  for  it ;  the  two  amounts  can  only 
coincide  in  the  case  of  securities  purchased  at  their  exact 
nominal  value.  For  example,  an  investor  may  purchase  2^ 
per  cent.  Consols  at  78^,  i.  e.  for  every  £78  10s.  (ignoring 
brokerage)  he  will  acquire  £100  nominal  "  Consolidated 
2^  per  cent.  Stock."  It  is  therefore  necessary  to  include 
in  an  Investment  Account  a  set  of  money  columns,  on 
each  aide,  to  contain  the  nominal  amount  of  each  purchase 
and  sale.        ■ 

In  the  case  of  almost  all  aecitrities  dealt  in  on  the 
London  Stock  Exchange  the  market  price,  except  vrhen 
it  is  quoted  ex  dividend  (i.  e.  excluding  the  current 
dividend),  includes  any  interest  or  dividend  which  may 
have  accrued  on  the  stock  since  the  last  date  at  which 
either  was  paid;  that  is  to  say  the  securi^^ies  are  dealt 
in  cum  dividend  (together  with  the  current  dividend). 
This  accrued  interest  is,  of  course,  added  to,  and  swells 
the  price  of  the  stock,  which  is  therefore  quoted  at  a 
higher  rate  than  it  would  be  if  no  question  of  accrued 
interest  or  dividend  were  involved.  .It  is  also  the  common 
experience  that  whenever  a  payment  of  interest  or 
dividend  takes  place  on  any  particular  stock  the  market 

Srice  falls  by  an  amount  equal  to  the  amount  of  the 
ividend  paid  on  it.  For  example,  if  the  investor  pur- 
chases  £100  Consols  at  78|  on  November  2,  1910,  be 
receives  in  exchange  for  his  money  not  only  £lOO  nominal 
stock,  but  also  the  right  to  the  two  moQths'  interest  ob 
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£100  at  2^  per  oent.  alrea.dy  aocraed  on  the  stock  Bisce 
it  was  last  marked  "ex  dividend."  The  interest  for 
these  two  months  will  not,  of  course,  oome  to  him  as  a 
separate  payment,  but  will  form  port  of  the  full  three 
months  interest  to  be  marked  off  the  stock  on  December 
3,  1910,  and  paid  on  January  6,  1911,*  The  purohoBer 
in  this  case  would  moke  bis  calculation  in  the  following 
form— 

fi   &    d 
Price  paid  for  £100  Consols  at  78}, 

plus  23.   6d.  brokerage    and  6^. 

stamp £78  13    0 

Divisible  as  follows — 

e    s.    d. 
Accrued  dividend,  2  months  on  £100 

at  2}  per  cent,  less  tax .        ,        .      0    7  10 
True  cost  of  £100  Consols        .        .    78    5    2 


Total  disbursement  as  above    .        .  £78  13    0 

Similarly,  in  dealing  with  the  cash  realized  by  an 
investment  sold  cum  div.,  the  seller  should  deal  vrith  that 
portion  of  the  purchase  price  whioh  represents  aoorued 
interest  as  income  for  the  period. 

In  addition  to  the  usual  seta  of  money  columns  for 
recording  the  cost  of  the  investment,  and  the  nominal 
amount  of  each  porchase  or  sale,  it  is  customary  to 
provide  a  third  set  of  money  columns  on  each  side  of 
an  Investment  Account  for  the  purpose  of  dealing  with 
the  interest  receivable  on  the  investment,  and  for  any 
adjustments  which  may  be  necessary.  The  actual  ruling 
of  the  account  is  shown  in  the  subjoined  example. 

The  rules  for  working  such  an  account  are  as  follows — 

1.  On  the  purchase  of  any  security  ascertain  how  much 
of  the  purchase  price  represents  (a)  accrued  interest,  and 
how  much  of  it  represents  (b)  the  true  cost  of  the  invest- 
ment. Enter  the  former  in  the  "  Interest "  column,  and  the 
latter  in  the  "  Principal "  column,  both  entries  being  of 
course  on  the  debit  side.  Enter  the  nominal  amount 
of  the  stock  purchased  in  the  stock  column  on  the  debit 
side. 

*  The  Bonk  of  EagUnd  Btrikes  the  baliuice  of  stocks  iDacribed 
with  it  on  or  about  one  month  before  the  date  on  which  the 
dividend  is  payaUe.  Thereafter  theee  stocks  are  tronaferabla 
"ex  dividend" 
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2.  When  cUrideiidB  are  received,  credit  them  in  the 
interest  oolnmn  on  the  credit  side. 

3.  At  the  end  of  any  stated  period  (e.  g.  &t  the  end  of 
each  yeaf)  transfer  to  a  "Dividends  Account,"  or  direct 
to  the  Bevenue  Account,  the  balance  of  the  interest 
columns  (Dr.  and  Cr.)  in  the  Investment  Account.  This 
balance  should  be  the  exact  amount  of  the  income  for 
the  year,  if  the  investment  has  been  held  for  a  vrhols 
year,  or  for  the  broken  portion  of  a  year  if  it  has  been 
held  for  a  shorter  period.  Any  interest  which  has 
accrued  but  is  not  yet  payable  at  the  date  of  any  given 
balancing  may  be  brought  down  as  a  reserve  in  the 
interest  columns  on  the  debit  side  of  the  account  in  order 
that  the  transfer  to  Eevenue  Account  may  represent  the 
full  interest  on  the  investment  for  the  period. 

4.  On  the  sale  of  a  security,  ascertain  what  portion  o£ 
the  proceeds  represents  accrued  interest,  and  what  portion 
the  principal,  and  credit  these  two  amounts  in  the  credit  - 
Interest  and  Principal  columns  respectively.  Any  balance 
remaining  in  the  "  principal "  columns  represents  Capital 
profit  or  loss  on  the  transaction,  according  as  it  is  a 
credit  or  debit  balance. 

The  following  example  will  illustrate  the  above  rulea 


Sxample.—l  bought  on  September  30,  1908,  £1,000  JaponiiM 
Govermneut  4  per  cent.  Sterling  Bonds  itt  S5,  plus  2s.  6d.  per  cent, 
brokerage,  and  d&  staiupa,  making  tbe  total  cost  £851  143.  I  held 
these  bonds  until  March  31,  1910,  when  I  sold  them  for  £910  3a.  6d. 
net.  Show  my  Investmant  Account  for  thia  period.  Interest  i» 
paid  on  theau  bonds  on  Jane  30,  and  December  31  in  each  year. 
Afsume  that  Income  Tax  was  payable  at  the  rate  of  \s.  in  the  £ 
throughout  the  period  to  which  the  account  refers  (see  page  449). 

Thavalaation,  for  Balance  Sheet  purposes,  of  the  invest- 
ments held  by  a  trader  or  a  company  opens  up  questions 
of  great  interest  to  accountants,  but  from  the  student's 
point  of  view  the  essential  thing  to  consider  is  the  purpose 
for  which  the  investments  are  held.  If  they  represent 
the  Reserve  Fund,  or  are  held  in  order  to  strengthen  the 
general  financial  position  of  the  undertaking,  they-sbould. 
be  valued  at  cost  price.  Temporary  market  fiuctuationa 
in  the  values  of  investments  held  for  these,  purpoees 
cannot  be  recc^nized,  and  need  not  be  dealt  with.  But  if 
&aj  permanent  depreciation  has  taken  place  it  shonld  ba 
provided  for.  In  cases  where  the  purchase  and  sale  of 
investments  form  the  principal  business,  or  a  considerabla 
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part  of  the  business,  inyeetments  may  be  regarded  as 
Btock-in -trade  of  the  concern,  and  are  frequently  valued 
at  the  mean  market  price  of  the  day.    That  is  to  say, 

at  the  average  between  the  highest  and  lowest  qnotatioos 
given  in  the  current  official  list  of  quotations.  Where 
investments  are  held  to  a  considerable  amount  it  is  usual 
at  balancing  dates  for  the  company,  or  firm,  to  prepare 
a  Bohedule  showing,  in  two  columns,  the  booK  ralue 
(Ledger  Account  Balance)  of  the  eecurities  and  their 
valne  at  the  mean  market  price  of  the  day.  The  present 
market  value  can  then  be  readily  compared  with  the 
value  at  which  they  stand  in  the  books.  Beserve  Accounts 
to  meet  depreciation  are  created  when  necessary,  and  in 
the  ftbsence  of  such  a  reserve  it  is  probable  that  the 
auditors  would  require  the  market  price  to  be  stated  in 
a  note  on  the  Balance  Sheet. 

Unquoted  investments,  and  investments  for  which 
there  is  no  ready  market,  often  prraent  considerable 
dilScuIties  to  accountants  and  auditors  with  reference 
to  their  valuation.  In  uosorupulons  hands  they  lend 
themselves  to  manipulation  for  the  purpose  of  creating 
fictitious  "  paper "  profits.  The  only  rule  that  can  be  . 
laid  down  wiui  regard  to  such  investments  is  that  their 
valuation  must  be  upon  as  conservative  a  basis  as 
possible,  and  should  lean  to  undervaluation  rather  than 
otherwise. 

Limited  Fabtnebshifb 

Bovilt's  Act,  186S,  afterwards  incorporated  in  the 
Partnership  Act,  1889,  first  made  it  possible  to  lend 
money  to  traders  in  return  for  a  share  of  the  profits 
without  incurring  partnership  risks.  Loans  of  this 
nature,  however,  could  only  be  made  to  individuals, 
and  not  to  firms,  and,  in  order  to  escape  the  risk  of 
liability  to  the  creditors  of  the  business,  it  was  necessary 
to  avoid  any  act  which  might  be  construed  as  legal 
"interference"  with  the  management  of  the  business. 
In  the  event  of  insolvency  the  repayment  of  such  loans 
was  postponed  until  all  other  creditors  had  been  satisfied. 

Under  the  Limited  Partnership  Act,  1907,  loans  cann- 
ing a  share  in  the  profits  of  a  business  may  now  be 
advanced  to  firms,  provided  the  transaction  is  duly 
registered  with  the  Begistrar  of  Joint  Stock  Companies.* 

•  A  Registration  fee  of  £2  is  payable,  togeliier  with  a  dutj  of 
61.  per  cent,  on  the  amount  of  the  loan.  Any  person  may  inapeot 
the  roister  on  payment  of  the  uaual  Beorch  fee  (S  U. 
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Beyond  the   advantage   thus  afforded  it  is  di£Bcult  to 

understand  that  there  is  any  urgent  need  for  the  Act. 
The  facilities  offered  by  the  registration  of  Frivata 
Companies  are  80  attractive  that  the  Linsited  Partner- 
ship  A.ct  has  been  very  largely  neglected.  Indeed,  such 
little  use  has  been  made  of  the  Act  that  the  student  trill 
be  imprudent  if  he  spends  much  time  in  committing  its 
detail  to  memory.  It  is  unlikely  that  he  vpill  need  such 
knowledge,  either  in  the  examination  room  or  in  actual 
practice.  Brief  attention  may,  however,  be  given  to  the 
following  sahent  points. 

A  Limited  Partnership  is  one  which  consists  of  one  or 
more  General  Partnere,  who  are  liable  without  limitation 
for  the  debts  and  obligations  of  the  firm,  and  one  or  more 
Limited  Partners,  who  contribute  agreed  sums  as  capital, 
and  whose  liability  is  limited  to  the  amounts  tbey  con- 
tribute. No  Limited  Partnership  may  consist  of  more 
than  twenty  members,  or,  in  the  case  of  a  Bank,  of  more 
than  ten  members, 

A  Limited  Partner  may  increase  his  holding  in  the  firm, 
but  DO  partnership  rights  attach  to  the  investment  beyond 
the  privilege,  granted  by  section  6,  to  "  inspect  the  Moks 
of  the  firm,  examine  into  the  state  and  prospects  of  the 
business,"  and  advise  the  partners  thereon.  Limited 
Partners  cannot  withdraw  the  sums  advanced  by  them 
during  the  continuance  of  the  business;  but  they  may 
assign  their  share  in  the  partnership  with  the  consent 
of  the  General  Partners.  "  Interference  "  in  the  conduct 
of  the  business  renders  a  Limited  Partner  liable,  during 
the  term  of  such  interference,  to  the  same  risks  and 
obligations  that  are  attached  to  the  General  Partners. 
The  conduct  of  the  business  is  consequently  in  the 
hands  of  the  General  Partners.  The  Act  contains  other 
modifications  of  the  Partnership  Acts,  but  the  above 
outline  will  be  ample  for  the  general  student. 

Uhluuited  Liasilitx  of  Bibectobs 

The  Companies  Act,  1867  {§§  4-8),  subsequently  re- 
enacted  in  the  Companies  (Consolidation)  Act,  1908 
(§§  60  and  61),  contains  provisions  in  some  respects 
similar  to  those  of  the  Limited  Partnership  Act  of  1907. 
Under  the  Acts  quoted  above  the  Directors  and  Hanagers 
of  a  Limited  Liability  Company  have  power  personally  to 
assume  unlimited  liability  for  the  debts  of  the  Company, 
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while  the  liability  of  the  shareholders  remains  limited  in 
the  ordinary  way. 

These  provisioDS  are  still  on  the  Statate  Book,  but,  so 
far  as  the  author  has  had  ezperienoe  of  them,  they  remuQ 
practically  unused. 


Tabls  a. — Tbb  Meuobahdtjm  and  Abtioles  of 
Association  of  Limitbd  Coufakibs 

Bereral  inqniries  from  students  have  reached  the  author 
as  to  whether  candidates  for  book-keeping  examinations 
are  expected  to  be  familiar  with  the  usual  details  of  the 
Memorandum  and  Articles  of  Association  of  Limited 
Companies,  or  to  memorize  the  Hi  clauses  of  Table  A I 
It  should  hardly  be  necessary  to  state  that  any  such 
effort  would  be  an  egregious  waste  of  time  I  The  framing 
of  the  Memorandum  and  Articles  of  Association  of  a 
Limited  Company  is  strictly  legal  work,  and  questions 
arising  out  of  such  work  would  be  entirely  out  of  place 
except  in  professional  examinations  where  Company  Law 
is  ^ecified  as  a  subject  in  the  syllabus. 

the  Kemorandimi  of  AsBOotation  forms  the  charter  of 
the  Company,  and  ample  detail  regarding  its  composition 
from  tiie  book-keeper'a  point  of  view  is  given  on  page  679 
of  this  book. 

The  Articles  of  Association  are  subsidiaxy  to  the 
Memorandum  and  define  the  rights,  duties,  and  powers 
of  the  Board  of  Directors  and  the  shareholders  as  between 
themselves  (see  p.  661). 

Table  A  was  first  attached  as  a  schedule  to  the 
Companies  Act,  1862,  and  subsequently,  in  an  amended 
form,  reappeared  as  Schedule  I  to  the  Companies  (Con- 
solidation) Act,  1908.  Tbe  table  consists  of  a  set  of  114 
articles  applying  to  such  Companies  as  are  registered 
wiihtntt  Articles  of  Association,  or  in  cases  where  they 
are  applicable  and  where  Articles  of  the  Company  do  not 
ex-.liide  Table  A.  Even  as  modified  and  amended  the 
articles  contained  in  Table  A  are  unsuitablo  to  most 
Companies,  and  it  is  therefore  very  unusual  for  a  Com- 
pany to  be  registered  without  special  articles  framed  to 
meet  its  particulu:  requirements. 
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CHAPTER  XXIII 
UjLHE  accounts 

SoMB  of  the  salient  features  of  Bank  Acoounts  are  dealt 
with  in  this  chapter,  which  has  been  included  in  response 
to  many  requeata. 

It  is  intended  solely  as  an  introduction  to  a  somewhat 
specialized  system  of  Book'keeping,  and  where  compre- 
hensive and  detailed  knowledge  of  Bank  Book-keeping  is 
required  the  student  is  referred  to  those  text-books  deal- 
ing exclusively  with  the  subject. 

It  would  be  difficult  to  over-estimate  the  Bendces 
rendered  to  commerce  by  the  present  Banking  system. 
Besides  being  a  safe  depository  for  cash  and  other  valu- 
ables, the  modem  Bank  (a)  collects  cheques  and  cash 
articles,  (b)  affords  a  ready  medium  for  remitting  money 
by  means  of  drafts  and  cheques,  (c)  furnishes  a  con- 
venient method  of  obtaining  money  awoad  by  issuing  cir- 
cular notes  and  letters  of  credit,  {a)  supphes  traders  with 
reliable  information  regarding  the  financial  standing  of 
other  traders,  (e)  buys  and  sells  stocks  and  shares  for 
customers,  (/)  loans  money  on  reasonable  terms  upon 
adecjuate  security,  and,  generally,  performs  many  other 
services  of  g;reat  usefulness  to  the  commercial  community. 

The  financial  position  of  the  leading  Banks  in  the 
United  Kingdom  is  practically  beyond  criticism,  for,  in 
addition  to  a  large  paid  up  Capital,  the  majority  hold  In 
reserve  a  still  larger  sum  of  uncalled  Capital  (in  many 
oases  this  can  only  be  called  up  in  the  event  of  liquida- 
tion) and  possess  a  well-invested  Beserve  Fund  which  in 
some  cases  amounts  to  50  per  cent.,  or  more,  of  the 
called  up  Capital. 

The  Bank  of  England  is  the  premier  Bank  in  the 
United  Kingdom.  It  was  instituted  by  letters  patent  in 
1694,  and  is  controlled  by  a  Governor,  Deputy- Governor, 
and  twenty-four  Directors.  The  Governor  and  Deputy- 
Qoveruoc  are  changed  every  two  years.  The  issue  of 
Bank  notes,  in  England,  is  now  practically  confined  to 
the  Bank  of  England,  whose  powers  of  note  issue  are 
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defined  by  the  Bank  Charter  Act  of  1844.  The  Isaoe 
Department  is  distinct  and  sepEnate  from  the  BB.nking 
Department.  Under  the  a.bove  Act  the  Bajik  was  given 
power  to  issue  notes  to  the  extent  of  £14:,000,000,  caJled 
the  fidnciary  issae.  This  issue  was  covered  by  the 
Government  debt  of  £11,015,100  and  interest  bearing 
securities  to  the  value  of  £2,984,900.  Power  was  also 
given  to  the  Bank  to  iasne  farther  notes  against  securities 
to  the  extent  of  two-thirds  of  any  issue  lapsed  or  forfeited 
by  a  Country  Bank.  Throngh  amalgamation  with  London 
Banks  and  other  causes,  many  Country  Banks  have  lost 
their  right  of  issue,*  and  the  fiduciary  issue  of  the  Bank 
now  amounts  to  £18,450,000.  The  payment  of  all  notes 
issued  by  the  Bank  in  excess  of  this  amount  must  be 
guaranteed  by  actual  coin  or  bullion  deposited  in  the 
issue  department,  subject  to  the  proviso  that  the  silver  in 
the  issue  department  must  not  exceed  one-fourth  of  the 
gold  coin  and  bullion.  As  a  matter  of  fact  no  silver  is 
held  by  the  Bank  against  its  note  issue,  the  privilege 
having  been  unexercised  for  many  years.  A  Bank  Betnm 
under  the  terms  of  the  Act,  is  published  every  Thursday, 
and  appears  in  Friday  morning's  newspapers.  This 
return  constitutes  the  Bank's  published  Balance  Sheet. 
Many  great  Continental  National  Banks,  notably  the 
Banks  of  France,  Holland  and  Belgium,  publish  volu- 
minous periodical  reports  and  accounts,  but  the  Bank  of 
England  confines  itself  to  the  weekly  official  return. 

The  student  should  study  the  form  of  the  Bank 
Betum  given  on  page  663  with  the  explanation  on 
pp.  663-664.  Examination  questions  are  sometimes  set 
on  the  Bank  Return,  e.g. — 

Question. — Make  out  the  "  Eetnm "  of  the  Bank  of 
England  on  February  15, 1911,  in  both  Issue  and  Banking 
Departments  respectively,  from  the  foUowiug  items — 

Notes  issacd,  £54,954,750;  Government  Debt,  £11,015,100; 
Government  Seourities,  iE14, 830,403;  other  Securities  (Ibbub), 
£7,434,900;  other  Securities  (Banking),  £29,305,667;  Public  De- 
positH,  £13,751,475 ;  other  DepoBita,  £41,262,833 ;  Notes  in  Reaen'e, 
£28,029,205;  Coin  and  Bullion  (both  Departments),  £37,496,973; 
Coin  and  Bullion  (Issue),  £3«,504.750;  the  Rest,  £3,660,599;  Pro- 
prietors' Capital,  £14,553,000  ;  Seven  day  and  other  bills,  £29,681 ; 

*  The  right  to  issue  notes  is  forfeited  owing  to  tlie  fttct-that  Guch 
amalgamations  increase  the  immber  of  partners  to  more  than  six 
{Bank  Charter  Act  of  ISO).  The  Country  Bank  notea  now  in  circu* 
lation  are  probabt;  less  than  £l,000,00a 
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and  give  the  amouDt  of  the  n 
—Bcyyal  Society  of  Arts,  1911 
Atuver— 

lune  I>«p 
£ 
Notea  isaued .        .     64,054,750 

otes  in  "  active  o 

utmeBt. 

Government  Debt 
Other  SecaritiBB 
Gold  Coin  and  Bui 

Uon   . 
SUver  BulUon 

rcnlation." 

£ 
11,015,100 

7,434,900 

36.504,750 

£54.954,750 

£34,954,750 

Bftnklng  DapartmBnt. 

£  £ 

Proprietors' Capital  ■   14,553,000  Government  Securi- 

Beatt      .         .        .       3,560  599  ties       .        .         .     14,830.493 

Public  Depoiita  *    .     13.751.475  Other  Seouritiea       .     !i9,305,667 

Other  Deposita  g      .     41,262,833  Notea       .        .        .     28,029,205 

Seven  dav  And  other  Gold  and  Silver  coin         992,223 

Billa  II .         .        .  29.681  

£73,157,588  £73.157.588 

The  amouQi  of  notes  in  active  circulation  is — 
£ 

Notea  issued    .        : 54,954,750 

Zew  Notea  in  Banking  Department      .         >     28,021,205 
ITotai  in  aetlve  oiienlation        ....  £26,925,545 

On  reference  to  the  statement  of  the  Banking  Depart- 
ment abo7e  the  student  -will  note  that  the  last  t-no  items 
on  the  asset  side  are :  Notes,  £28,029,205 ;  gold  and  silver 
coin,  £992,223;  a  total  of  £29,021,428.  Thie  total  is 
known  as  the  Bank  of  England  Cash  Reserve,  and  is  the 
base  of  our  national  financial  eyatem.  On  the  date  given 
the  liabilities  of  the  Bank,  excluding  proprietors'  capital, 
were  £65,043,989,  so  that  the  Cash  Eeserve  amounted  to 
52'72  per  cent,  of  the  liabilities,  a  far  higher  percentc^e 
than  is  shown  by  any  other  Bank. 

"  The  largest  paid  up  Capital  of  any  Bank  in  the  world. 

t  Reserve  Aooonnt  and  nndivided  profits.  The  amount  of  the 
Rest  ia  never  redaced  below  £3,000,000. 

X  National  Exchequer  Balances,  Savings'  Banks'  DepoHit«,  Depoaita 
by  the  Commissioners  of  the  National  Debt,  sums  held  for  the  pay- 
ment of  dividends  on  Government  and  other  Stocks  administered 
by  the  Bank. 

%  Balances  of  Customers'  Accounts,  including  the  balanoes  kf^ 
by  the  various  Banks  of  the  coantry. 

n  Chiefly  "  Bank  Post  Bills." 
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The  poweri  and  fnoctioiu  of  the  Bank  of  I'iiiglaiii!  may 
be  iimiiiiaiized  as  follows:  (1)  Acts  as  Banker  to  the 

GoTemment.  (2J  Manages  the  issue  and  iransfer  of 
Consols,  the  National  Debt,  many  Indian  Government 
Btoeks,  Mimicipol  Stocks,  Indian  Bailwav  Stocks  and 
soma  Foreign  Loans.  (3)  Ite  notes  are  the  only  notes 
which  are  "  legal  tender "  in  England  and  Wales. 
(4)  Moat  buy  gold  bulhon  from  the  public  at  M  17s.  9d. 
POT  oz.  of  standard  gold.*  The  Bank  may,  of  course, 
sell  gold  at  any  price  it  can  get,  and  Bometimes  ^. 
or  Id.  an  ounce  above  the  "  Mint "  price  is  obtained 
for  bulhon  or  foreign  coins.  (5)  Holds  the  cash  reserves 
of  the  other  Banks.  (6)  Fixes  the  "Bank  Bate,"  which  is 
practically  the  official  roHng  .rate  of  the  value  of  money 
m  this  country.  (7)  Transacts  ordinary  banking  business 
for  the  publie. 

The  Banking  Department  of  the  Bank  is  conducted 
upon  lines  similar  to  other  Banks,  except  that  the  most 
important  among  its  cnstomers  are  the  Government  and 
the  other  Bankers  of  the  kingdom,  and  that  no  interest  is 
allowed  on  deposits.  The  "  other  Bankers  "  regard  the 
Bank  of  England  as  standing  in  the  same  relation  towards 
tbem  as  they  themselves  stand  towards  their  own  cus- 
tomers. They  keep,  on  current  account  with  the  Bank, 
such  portions  of  their  resources  as  tbey  wish  to  have  ready 
to  hand  in  case  of  need.  The  Banking  Department  is 
thus  the  "  Bankers'  Bank,"  and  British  credit  depends  to 
a  very  great  extent  upon  the  maintenance  by  the  Bank 
of  a  sufficiently  high  reserve  of  gold  coin  and  bullion 
to  meet  possible  demands  by  the  "other  Bankers"  and 
the  depositors  ^enerally.f 

Banking  business  is  not,  perhaps,  very  complex  in 
principle.  It  has  been  reduced  to  rules  of  such  uniform 
strictness  that  the  routine  admits  of  very  little  variation. 
The  details  involved  in  the  daily  work  of  a  Bank  are, 
however,  very  voluminous,  and  this  fact  largely  controls 
the  methods  of  book-keeping  employed. 

A  Banker  has  been  defined  as  a  "  dealer  in  money  and 


t  pries  of  gold. 

t  "  In  conBeqaenoe  all  our  credit  flratem  depanda  on  the  Bank  of 
England  for  ita  security.  On  the  wiadom  of  the  direotora  of  that 
ODe  joint  stock  oompany  it  depends  whether  EngloTid  shall  be  aotvent- 
or  iaaolv^ti. " — Bagehoc,  Zonibard  Streti. 
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Instroments  of  credit."  His  cliief  bueioees  is  to  reoeire 
deposits  of  money,  to  conduct  correDt  aocounte,  to  buy 
Bills  of  Exchange  and  sell  Drafts.  He  undertakes  to 
repay  the  balances  standing  to  the  credit  of  his  customers' 
Corrent  Aoconnta  on  demand,  and  the  amoonts  to  the 
credit  of  their  Deposit  Aocoimti*  at  the  espiration  of  an 
^reed  time. 

As  a  general  role,  these  balances  in  the  aggregate  show 
an  average  which  is  steadily  maintained,  and  it  is  hy 
lending  at  interest  the  greater  part  of  this  average  aggre- 
gate balance  that  a  Banker  m^es  hia  profit. 

In  view  of  a  Banker's  obligation  to  repay  a  great  part 
of  the  customers'  balances  on  demand  a  sum  representing 
10  to  20  per  cent,  of  his  liabilities  is  usually  kept  instantly 
available  either  in  cash  {i.e.  Bank  of  England  notes  or 
coin)  or  on  current  account  with  the  Bank  of  Elngland. 
The  balance  of  the  available  cash  is  lent  out  or  invested 
by  the  Bank,  dne  regard  being  paid  to  the  safety  of  the 
seonrity  taken  or  the  investment  held.  The  chief  modes 
in  which  this  available  balance  is  utilized  are  in :  (aV 
Loans  to  Bill  Brokers  and  others  repayable  on  demand 
or  at  short  notice;  (&)  the  purchase  of  Government  and 
Municipal  Stocks  and  other  "gilt-edged"  investments; 
(c)  the  purchase  of  Bills  of  Exchange,  which  are  regarded 
as  one  of  the  best  forms  of  investment;  {d)  loans  to 
tiie  Bank's  customers  and  to  other  persons  on  approved 
Becnrity. 

The  two  forms  of  investment,  {a)  and  (fi),  being  readily 
realizable  in  case  of  need  form  a  Banker's  second  line  of 
defence  in  the  event  of  sudden  demands  being  made  upon 

Throughout  the  English-speaking  world  the  greater 
part  of  a  trader's  receipts  and  payments  are  in  the  form 
of  cheques.  Consequently,  Bankers  are  obliged  to  effect 
an  enormous  number  of  entries  to  record  the  cheque 
transactions  of  their  customers,  and  in  order  that  the 
state  of  a  customer's  account  may  be  ascertained  at  any 
time,  the  Current  Accounts  of  all  customers  must  ba 
written  up  practically  from  hour  to  hour. 

These  are  the  main  requirements  which  have  influenced 
the  system  of  book-keeping  employed  by  Bankers.    The 
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greater  paJit  of  the  staff  of  a  Bank  is  asnally  employed 
either  in  paying  cheques  and  bills  drawn  on  or  domiciled 
at  the  Bajik  by  he  cuBtomers,  or  in  receiving  and 
colleoting  cheques,  bills,  etc.,  paid  in  by  its  onstomers. 
The  turnover  involved  by  these  two  operations  is  usually 
greatly  in  excess  of  that  arising  from  any  other  of  the 
fnnotions  of  a  Banker,  and,  of  necessity,  special  book- 
keeping methods,  unknown  in  the  majority  of  businesses, 
are  employed  to  record  these  multitudinous  payments. 
But  to  record  such  transactions  as  lending  or  investing 
money,  the  purchase  of  securities,  or  the  warehousing 
of  valuable  property,  etc.,  the  book-keeping  of  a  Bank 
does  not  materially  differ  from  the  methods  already 
familiar  to  the  student.  In  most  of  the  larger  Banks 
the  officials  who  pay  out  are  distinct  from  those  who 
receive  money.  This  rule  is  adopted  to  prevent  fraud 
by  the  Baak  officials,  and  to  expedite  the  work  of  the 
Bank.  Only  a  small  proportion  of  the  cheques  drawn 
by  the  business  world  are  presented  at  the  Banks' 
counters  for  payment  in  notes  or  coin.  The  majority  of 
the  cheques  are  drawn  in  favour  of  persons  who  pay 
them  into  their  Current  Accounts  for  collection.  Cheques 
received  by  Loudon  Banks  for  collection  are  not  pre- 
sented for  payment  over  the  counters  of  the  Banks  upon 
which  they  are  drawn,  but;through  the  Banters'  Clearing 
House  in  Post  Office  Court,  Lombard  Street.     All  the 

Principal  metropolitan  Banks  are  members  of  the  London 
learing  House  and  are  represented  there  by  one  or  more 
"in-clearing"  clerks  whose  duty  it  Is  to  ascertain  how 
much  each  Bank  owes  to,  and  is  owed  by,  the  other 
Banks  comprising  the  association.  It  is  the  balance  only 
due  to  or  from  any  particular  Bank  which  is  settled  by 
the  payment  of  money,  and  in  London  this  is  effected  by 
a  transfer  order  on  the  Bank  of  England,  with  which 
every  Clearing  Bank  keeps  an  account.* 

Three  clearings  t  take  place  daily  at  the  London  Clear- 
ing House,  respectively  dealing  with  Town,  Ketropolitan 
and  Conatiy  cheques.    The  cheque  forms  issued  to  a 


way  to  that  described  above  by  transfer  on  the  local  branch  of  the 
Bank  of  England. 

t  These  clearings  tako  place :  (a)  10.30  for  Bills  and  previous 
day's  late  chetjues  {b)  12  noon  for  Country  chequed,  and  {c)  2.30  for 
cheque*  paid  in  during  the  day.  The  clearing  cloaes  »t  5  minutes 
paM  4  o'clock. 
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Batik's  oustomers  bear  in  the  bottom  left-hand  comer  one 
of  three  letters,  T,  M,  C,  to  indicate  the  particular  clearing 
through  which  the  cheques  will  pass.  Cheques  paid  into 
a  Bank  for  collection  are  entered  in  specially  rulad 
registers  by  the  "  ont-clearing  "  clerks  at  the  Bank  and 
handed  to  "  in- clearing  "  clerks  at  the  Clearing  House. 
At  the  close  of  the  clearing  the  in-clearing  clerk  prepares 
a  statement  showing  the  position  of  bis  Bank  on  the  day's 
transactions  in  relation  to  the  other  Clearing  Banks.  A 
transfer  form  is  then  made  out  in  oonfomuty  with  the 
result  shown  by  the  statement,  initialled  by  the  inspector, 
and  taken  to  the  Bank  of  England,  in  whose  books  the 
necessary  adjusting  entries  are  made. 

The  Slip  System  of  Ledoeb  Pobtino 
In  the  majority  of  Banks  posting  in  the  main  Ledgers 
is  effected  to  a  great  estent  from  Slips,  and  not  £com 
Journals  and  Cash  Books  as  in  ordinary  commercial 
houses.  It  is  essential  that  the  Current  Accounts  of 
customers  should  be  kept  posted  throughout  the  day, 
and  seeing  that  the  Cash  Books  and  Journals  are  in 
constant  use,  and  even  when  available  for  posting,  can 
only  be  used  by  one  ledger-keeper  at  a  time,  a  more 
expeditious  method  of  posting  becomes  necessary. 

The  posting  slip  is  a  small  piece  of  paper  containing  an 
instruction  to  debit  or  credit  a  particular  sum  of  money 
to  a  named  Ledger  Account ;  it  is  thus  In  essence  one 
half  of  a  Journal  entry. 

In  the  ordinary  form  of  Journal  the  two  parts  of  each 
double  entry  are  written  on  consecutive  lines  on  the 
same  page,  successive  entries  following  each  other  until 
the  page  is  full.  It  would  be  quite  feasible  for  a  book- 
keeper to  use  a  fresh  page  for  each  Journal  entry,  and 
also  to  go  a  step  further,  tear  away  the  binding  and 
reduce  the  Journal  to  a  series  of  loose  leaves,  each 
containing  the  record  of  one  double  entry.  If,  in  an 
office,  there  are  many  Ledgers  to  be  posted  and  only  one 
Journal  is  used  for  original  entries,  delay  must  alwaya 
occur  in  the  posting ;  and  the  delay  would  be  intensified. 
and  confusion  and  disorder  ensue  in  a  busy  office  where 
many  Journals  and  Cash  Books  were  employed,  each 
containing  entries  to  be  posted  to  one  or  other  of  the 
nomerous  Ledgers.  But  when  a  Journal  is  split  into  loose 
leaves,  each  containing  a  single  entry,  each  ledger-keeper 
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can  be  Bnp^Iied  with  the  parMcolar  Jonmal  entries 
relating  to  his  Ledger  and  can  proceed  with  bis  posting 
unhin&red  by  his  fellow  clerks.  Such  loose  leaves, 
whether  they  form  a  Journal  or  a  Cosh  Book  (for  the 
same  methods  can  be  applied  in  either  case)  are  called 
"  slips."  They  are  used  extensively  in  Bank  book-keeping, 
and  also  in  other  mercantile  businesses  where  the  volume 
of  transaotioDS  is  very  great,  e.g.  in  lai^e,  soft  goods 
warehouses.  In  some  cases  the  debit  and  credit  entries 
necessary  for  any  given  transaction  are  entered  not  on 
one  but  on  two  slips,  th&  debit  entry  on  a  slip  of  (say) 
blue  paper,  and  the  credit  entry  on  (say)  a  white  slip. 
This  practice  permits  an  even  more  complete  distribution 
of  the  work.  Where  slip  posting  is  employed  the  various 
slips  must  be  collected,  arranged  in  boncUes,  and  [oreserved 
for  fnture  reference. 

Tbe  following  specimen  debit  and  credit  slips  for  a 
transaction  which  would  otherwise  be  journalized  will 
illustrate  the  use  of  posting  slips.  The  transaction  is  a 
simple  transfer  between  two  Iiedger  Accounts,  viz.  a 
transfer  from  a  customer's  Current  Account  to  his  Deposit 
Account,  and  the  principle  is  the  same  whatever  tbe 
nature  of  the  transaction. 

ZxMnpIa. — C.  Warren  transfers  £IOD  on  Janniir}'  10,  1911,  from 
his  Current  Account  nith  The  Bishopsgate  Bonking  Company, 
Limited,   to  hia  Depoait  Aceonut. 


s 

g 

SH,  Sr.  HiLiH'B  Puct,  E.C 

/™,  10, 1(111. 
Debit                    CH.M.ra  yiaaxf,  Onmiit  Account  tor  tranrfer  to 

neporit  Account. 

CJ.  I, 

i 

i 

li 

Ten  BlSBOPBO*™  BiBBi™  COMPABT.  LlKITeO. 

898,  St.  Hhxh's  Pl.ot,  B.C. 

flKMt                    DeJKBit  Accoimt,  CH*IiL»  WiBMK  U/B  No.  OT64!  . 
^^               tiunler  from  Current  Aocount 

The  slips  illustrated  above  are  made  out  in  the  Bank 
itself,  by  members  of  the  clerical  Btaff,  and  not  by  the 
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customer  interegted,  but  ia  the  case  o(  oheqae^  drawn  by 
CQBtomera,  and  amounts  pckid  in  for  their  credit  tna 
original  cheques  or  paying-in  slips  made  out  by  thecustom^ 
are  used  ^yj^  Bank  as  slips  for  the  purpoies  of  Ledger 
posting.  The  employment  of  original  documentB  in  thig 
way  eaves  the  staff  labour  and  reduoea  the  possit^ty  of 
fraud  and  error. 

In  Bank  book-keeping  the  majority  of  entries  are  those 
which  in  an  ordinary  business  would  be  entered  in  the 
first  instance  in  the  Gash  Book ;  e.  g.  all  cheques  paid 
necessitate  credit  entries,  and  remittances  from  customers 
debit  entries  in  the  Oaah  Book.  It  is  to  entries  of  this 
nature  that  the  slip  system  is  primarily  applied.  Entries 
which  do  not  involve  a  debit  or  a  cremt  to  cash  are 
less  numerous,  but  in  some  cases  the  slip  system  is 
used  for  these  also,  and  in  others  bound  Journals 
of  the  customary  type,  more  or  less  specially  ruled. 
From  the  slip  accompanying  or  authorizing  the  cash 
receipt  or  payment,  the  cashier  makes  a  debit,  or  a  oredit, 
entry  in  his  Cash  Book,  and  at  the  same  time  he  initials 
or  marks  the  slip  to  show  that  he  has  received,  or  paid, 
the  money.  The  slip  is  then  handed  to  the  ledger^ 
keepers  and  posted  to  the  credit,  or  the  debit,  of  the  par< 
ticidar  Xjedeer  Account  indicated.  Thus  the  double  entry 
is  completed,  and  the  slip,  having  served  its  purpose,  oan 
be  filed. 

In  actual  banking  praotioe  the  cashier  does  not  always 
debit,  or  credit,  cash  direct  in  the  principal  Cash  Book, 
but  nsually  in  a  subsidiary,  or  counter.  Cash  Book,  the 
totals  of  which  are  incorporated  at  the  end  of  the  day  in 
the  principal  Cosh  Book.  This  practice  involves  no  differ- 
ence of  principle.  Similarly,  when  the  cashier  has  done 
with  the  slip  he  does  ncri;  as  a  rale  pass  it  direct  to  the 
ledger-keeper  but  to  a  "  waste  book,"  or  an  analysis,  clerk, 
who  in  turn  bands  it  to  the  ledger-keeper.  The  Waste 
Book  *  or  Seceived  Day  Eook  is  a  subsidiary  book  in  which 
receipts  are  analyzed  under  suitable  headings  according 
to  their  nature  for  the  sole  purpose  of  facilitating  their 
collection.  In  the  every-day  work  if  a  Bank  all  sums 
paid  in  by  customers  for  ooUeetion  are  accompanied  by 
paying-in  slips  ruled  according  to  the  custom  of  the 
particular  Bank  and  supphed  in  bound  sets  by  the  Bank 

*  The  functiona  of  the  waste  book  have  disappeared  Id  ordinair 
commerce,  as  the  Btudent  is  already  aware.  The  uamm  Is  Btil^ 
however,  employed  is  tb«  banking  world. 
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to  its  castomers.  On  these  paying-in  slips  the  onstomer 
makes  a  list  of  the  cheques,  notee,  coio,  postal  orders  or 
other  forms  of  money  paid  in  by  him,  and  in  doe  course 
the  total  of  each  of  the  paying-in  slips  is  credited  to  him 
in  Ms  Pass  Book.  The  original  sUps  made  ont  by  the 
onstomer  are  the  posting  slips  utilized  by  the  Bank  for 
the  purpose  of  its  own  book-keeping,  and  from  them  the 
necessary  entries  are  made,  viz.  a  debit  entry  to  cash  by 
the  cashier,  and  a  credit  entry  in  the  customer's  Ledger 
Accoont  by  the  ledger-keeper.  When  paying  in  money 
on  Current  Account  it  ia  wise  to  have  the  counterfoil  of 
the  paying-in  slip  book  initialled  by  the  receiving  cashier 
A  specimen  paving-in  slip  is  given  on  p^e  463. 

This  slip  embodies  the  following  transaction — 

L,  Outhbert  Cropper  pays  in  to  his  bankers  on  June  1, 
1911,  the  sum  of  X91  3s.  2d.  made  up  as  foUows:  Gold 
coin  £i5.  silver  £1  lOs.,  Bank  of  England  notes  X15, 
and  three  cheques  on  other  Banks  X26  10s.,  £6  18s.  6d., 
and  £17  4s.  Sd. 

Turning  to  the  other  side  of  a  cnstomer's  transactions 
with  bis  Banker,  almost  all  the  payments  made  by  the 
Bank  are  made  against  cheques  drawn  by  its  customers, 
but  as  already  stated  the  greater  number  of  the  cheques 
drawn  on  a  Bank  are  presented  at  the  Bank's  desk  in  the 
Clearing  House,  and  a  relatively  small  number  only  are 
paid  by  the  cashiers  over  the  counter.  Every  customer 
of  a  Bank  is  provided  with  a  book  of  cheques  bearing  im- 
pressed Id.  stamps.  Towards  the  end  of  the  cheque 
book  a  printed  application  form  for  the  supply  of  another 
cheque  book  is  incorporated.  This  form  must  be  signed 
by  the  oustomei  before  a  new  cheque  book  is  issued  to 
him.  The  original  application  form  for  a  fresh  supply  of 
cheques  is  used  as  a  debit  posting  slip  for  the  cost  of  the 
stamps  on  the  cheques. 

The  original  cheques  drawn  by  the  customers  of  a 
Bank  are  used  as  posting  sHps  and  are  debited  in  the 
oustomer's  Ledger  Account.  The  corresponding  credit 
entry  is  made  when  the  cheque  ia  paid,  either  by  the 
paying  cashiers  or  through  the  clearing  departmeat,  and 
this  credit  entry  appears,  of  course,  in  the  Cash  Account. 
It  may  form  part  of  a  total,  in  common  with  jil  similar 
payments  which  have  taken  place  on  a  particular  day, 
and  the  paid  cheque  may  pass  through  other  hands 
besides  those  of  the  cashiers  before  being  posted  in  the 
Ledger,  but  the  principle  that  there  must  1^  a  debit  to  the 
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customer  and  a  credit  to  Cash  Accoant,  is  not  altered  by 
these  details.  ZxiDdoa  Bankers  return  all  petid  cheques 
to  their  customers,  but  this  cuetom  is  not  a.lwayi  followed 
\ij  coontay  Bankers. 
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All  cnstomers'  paid  cbeqneB,  paying-in  slips  and  debit 
and  credit  posting  slips  are  passed,  after  posting  in  the 
Xjedger,  to  ^e  clerk  wnoBe  duty  it  is  to  ^rite  ap  tbe  Pass 
Books.  Pass  Books  are  thus  ^rritteii  up  from  t&e  original 
Touchers,  and  since  they  are  compared  with  the  Ledger 
before  being  banded,  out  to  the  caetomers  an  additional 
check  on  the  Ledger  posting  is  secured.  In  some  cases 
the  FasB  Books  are  copied  from  the  Ledger  Accounts 


The  foregoing  explanations  afford  an  illuBtration  of  the 
subdivision  of  the  work  of  a  Bank,  the  purpose  being  to 
obtain  expedition  and  to  ensure  oompletie  checks  upon  the 
work.  It  has  been  explained  that  the  original  paying-in 
slip  is  recorded  first  by  the  receiving  cashier,  then  by  tbe 
Tftiste  Book  clerk,  then  by  the  ledger-keeper,  and  is  finally 
handed  to  the  Pass  Books  clerk  to  be  entered  in  tbe  Pass 
Book  to  which  it  refers.  Thus  all  these  members  of  the 
staff  check  one  another's  work.  Similarly  payments  are 
entered  from  the  cheque  itself  by  (a)  tbe  keeper  of  tbe 
supplementary  Gash  Book,  (b)  tbe  keeper  of  the  Paid  Gash 
Book,  (c)  the  ledger-keeper,  and  {d)  the  clerk  in  charge  of 
the  Pass  Books.  As  a  further  safeguard  the  Ledger  clerks 
in  many  banks  periodically  exchange  Ledgers. 

The  following  particulars  explain  the  general  scheme 
of  the  book-keeping  of  a  Bank,  although  in  different  Banks 
difference  in  detau  will  be  found.  A  General  IiCdger  is 
kept  containing  accounts  for  each  type  of  asset  and 
liability  and  for  profits  and  losses.  This  Ledger  is  self-  - 
balancing,  i.  e.  its  Trial  Balance  when  extracted  shows 
debit  and  credit  totals  which  agree.  The  General  Ledger 
may  be  called  the  Key  Ledger  of  the  Bank.  It  provides 
a  bird's-eye  view  of  the  whole  of  the  Bank's  financial 
position,  and  is  usually  written  up  daily.  In  the  General 
Ledger  only  one  "total "or  "adjustment"  account  ap- 

f tears,  in  many  instances,  as  representing  the  total  of 
uge  numbers  of  individual  accounts  kept  in  one  or  more 
subsidiary  Ledgers,  e.  g.  as  a  general  rule  one  account  only 
vrill  be  found  in  the  General  Ledger  under  the  heading  of 
"  Current  Accounts  "  showing  the  total  due  by  tbe  Bank 
to  its  current  aoconnt  customers.  A  ruling  of  tbe 
"  Current  Accounts  Account "  in  the  General  Ledger  is 
given  on  page  465.  The  Bank  may  employ  twenty  or 
thirty  Current  Account  Ledgers  all  ranking  together  in  its 
system  as  subsidiary  Ledgers  containing  the  details  com- 
posing the    one  "  Current   Aooounts  Account "   in    tbe 
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General  Ledger.  The  balance  of 
the  aooooat  in  the  General  liodger 
thns  equals  and  replaces  the  miilti- 
tndinous  balanoes  appearing  in  the 
sabsidiary  Ledgers.  In  addition  to 
these  Current  Aeconnt  Ledgers 
there  are  numerous  other  subsidiary 
Ledgers  groujwd  round  the  General 
Le^er.  These  Xjedgere  contain 
the  detail  aooonnts  of  the  Bank's 
assets  and  liabilities  arranged  ac- 
cording to  the  ordinary  banking 
form.  The  balanoes  shown  in  any 
one,  or  m  any  group,  of  these  suh- 
didiary  Ledgers,  if  totalled  t<^ether, 
must  i^ree  with  the  "  total "  balance 
shown  in  the  General  Ledger  Ac- 
count relating  to  the  particular  sub- 
sidiary Ledger  or  Ledgers.  For 
example,  one  Investments  Account 
in  the  General  Ledger  will  show 
the  total  investments  of  the  Bank 
at  any  time.  Loam,  Bills  Sis- 
connted.  Deposit  Aooonnts  and  so 
on,  are  each  similarly  represented 
ly  one  "  Total "  Account  in  the 
General  Ledger.  The  method  of 
constructing  Total  or  Adjustment 
Aooonnts  in  ordinary  commercial 
book-keeping  has  been  explained  in 
Chapter  XVIII,  and  the  student 
will  be  wise  to  refresh  hia  memory 
by  re-perusing  that  chapter  in  this 
connection ;  for  though  minor  differ- 
enoes  may  occur  in  practice  the 
principles  stated  there  are  identical 
with  those  adopted  by  Banks. 

In  order  to  disclose  the  Tariation 
in  the  Bank's  financial  position, 
the  Trial  Balance  of  the  General 
Ledffer  is  frequently  extracted  daily. 
In  the  case  of  a  Bank  possessing 
a  bead  ofBce  and  branches,  the  head 
o@ce  and  each  branch  will  possess 
a  General  Xiedger  of  the  desorip- 
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tion  explftined  a,boTe,  Bhowing  in  samm&rized  form  the 
daily  position  of  the  head  office  ot  the  bmnoh.  The 
usual  subsidiary  X.edgers  and  registers  will  be  kept,  in 
every  case,  at  the  office  concerned,  explainii^  and  work' 
ing  up  to  their  respective  "total"  accounts  in  the  head 
office,  or  branch.  General  Ledger.  In  addition  to  the 
foregoing  a  separate  and  independent  self- balancing 
Ledger  is  commonly  kept  at  the  head  office  showing 
the  combined  position  of  the  head  office  and  all  the 
branches  of  the  Bank,  t.  e.  the  financial  position  of  the 
Bank  as  a  whole.  This  latter  Ledger  partakes  more  of 
the  nature  of  a  periodical  summary  than  an  ordinary 
Ledger,  andis  written  up  from  the  returns  transmitted  to 
the  Chief  Accountant  at  the  head  office  by  the  ordinary 
head  office  or  branch  book-keeping  staff.  Its  form  varies 
in  different  institutions  although  its  object  is  the  same. 

It  is  now  possible  briefly  and  generally  to  outline  the 
method  followed  in  dealing  with  payments  in  and  out,  by 
or  to  the  Bank's  customers. 

Each  receiving  cashier  is  provided  with  a  CoimteT 
Caah  Book  to  record  his  receipts  from  the  oustomeia  of 
the  bank.  This  book  is  ruled  as  follows,  and  is  written 
up  as  the  deposits  are  received  by  the  cashier. 

RECEIVED  (COUNTER)  CASH  BOOK 
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The  receiving  cashier  places  in  his  till  any  gold,  silver, 
or  copper  coin  paid  in  by  the  customer ;  he  passes  on  to 
a  "  Waste  Book  clerk,"  seated  immediately  behind  him, 
the  customer's  original  payiug-in  slip,  together  with  the 
notes  or  cheques  attached  to  it  The  Waste  Book  clerk  is 
provided  with  a  species  of  analysis  book  known  as  a 
Waste  Book  or  Received  Say  Book  containing  columns  for 
the  analysis  of  the  different  forms  of  notes  and  cheques, 
according  to  the  manner  in  which  they  will  be  collected 
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by  the  Bank.  AllohetjueB, 
Bank  notes,  etc.,  paid  ia 
by  onstomera  are  re- 
corded and  claesified  in 
this  Waste  Book,  accord- 
ing to  their  nature,  before 
being  entrusted  to  the 
various  deportmentB  of 
the  Bank  whose  duty  it 
is  to  obtain  pa.ymeDt  of 
them.  The  Waste  Book 
thus  acts  as  a  check  both 
OD  the  receiving  cashier 
and  the  various  collect- 
ing departments.  The 
usual  form  ia  as  shown 
on  this  page. 

After  entry  in  the 
Waste  Book,  the  cus- 
tomer's paying -in  slip 
parts  company  with  the 
notes  and  cheques.  The 
slip  goes  direct  to  the 
ledger- keeping  depart- 
ment for  entry  on  the 
credit  aide  of  the  cus- 
tomer's Ledger  Account-; 
the  Bank  of  England 
notes  are  handed  to  the 
proper  department  to  list 
andpayinforthe  Bank's 
credit  at  the  Bank  of 
England;  and  the 
cheques  are  distributed 
amongst  one  or  more 
clearing  departments  for 
presentation  either  at 
the  clearing  house 
{"  clearing  "  cheques), 
or  at  the  office  upon 
which  they  are  drawn 
("  walks  "  cheques). 

Bank  of  England  notes 
are  not  reissued  to  the 
public,  but  are  paid  in 
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at  the  Bank  of  England  to  the  credit  oi  the  receiving  Bank. 
The  book  in  which  these  notes  are  entered  is  known  as  the 
Bank  of  England  Book,  or  the  Ooldsmitli'a  Book,  a  title 
reminiscent  oi  the  earlier  days  of  English  banking.  It  is 
a  memoraDdum  register  containing  details  of  a  Bank's 
dally  depoBite  of  notes  and  cheques  on  the  Bank  of 
England  with  the  Bank,  and  of  its  withdrawals  from  the 
Bank,  The  form  of  this  book  is  usually  as  shown  on  p.  468. 

To  turn  to  the  other  side  of  a  Bank's  dealings,  viz.  the 
payment  of  cheques. 

Each  cheque  paid  over  the  oounter  is  entered  by  the 
paying  cashier  in  his  Paid  Cash  Book,  details  being 
recorded  of  the  form  in  which  the  money  was  pai£ 
When  th^  whole  or  a  portion  of  the  cash  dniwn  in  pay- 
ment of  a  cheque  consists  of  Bank  notes,  the  paying 
cashier  records  the  numbers  of  the  notes  either  in  his 
counter  Cash  Book  or  on  the  back  of  the  cheque.  The 
roling  of  this  book  also  is  shown  on  p.  468. 

The  balance  of  cash  with  which  the  cashier  begins 
each  day  is  recorded  either  at  the  head  of  the  day's 
entries  in  this  book  or  in  a  supplementary  book. 

Customers'  cheques  paid  through  the  Olearing  House 
are  entered  in  a  Clearing  Book,  against  which  are  offset, 
on  the  other  side  of  the  same  book,  all  clearing  cheques 
received  for  collection  by  the  Bank  in  question  from  its 
own  customers.  EVom  a  Summary  or  Balance  Book  of 
this  description  the  balance  to  be  paid  or  received  through 
the  Clearii^  House  is  ascertained.  All  cheques,  whether 
paid  over  the  oounter  or  through  the  olearing,  pass  to 
the  ledger-keepers  of  the  Bank  to  be  debited  to  the 
customers  by  whom  they  were  drawn. 

At  the  end  of  each  day  a  complete  summary  of  the 
day's  cash  transactions  is  entered  up,  from  shps  supplied 
by  the  various  departments,  in  a  general  Cash  Book  or 
Cash  Balance  Book.  The  agreement  of  this  book  marks  a 
distinctive  point  in  the  day's  busineaa,  A  further  general 
daily  summary  of  the  whole  of  the  Bank's  transactions  is 
made  out,  to  which  the  totals  of  the  cash  receipts  and 
payments  shown  in  the  Cash  Balance  Book  are  carried, 
t<^ether  with  the  totals  of  all  Journals  used.  This  daily 
summary  forms,  in  point  of  fact,  one  comprehensive 
Journal  entry,  in  totals,  for  the  whole  of  the  day's 
transactions,  and  from  it  the  Ghneral  Ledger  is  written  up. 

Forms  of  General  Cash  Book  and  Daily  Balance  ate 
given  on  page  470. 
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The  rnling  of  the  Ledgers  of  a  Bank  follows  ordinary 
principles,  but  it  will  oe  foand  In  many  instances, 
notably  >□  the  case  of  the  Current  Account  Ledgers,  that 
the  deoit  and  credit  money  columns  are  placed  side  by  aide 
Instead  of  upon  opposite  pages.  A  "  biilaDce  oolumn  "  is 
often  added  for  the  continuous  insertion  of  the  balance  of 
the  account.  Extra  labour  is  required  to  extend  the 
balance  of  the  account  in  the  balance  column  at  the  close 
of  the  entries  for  each  day,  and  in  some  instances,  there- 
fore, the  balance  oolumn  is  not  used.  But  the  colnmn 
has  very  great  utility,  and  it  is  generally  considered  worth 
while  to  employ  oue.  Additional  columns  are  also  often 
included  in  Current  Account  Ledgem  to  show  the  interest 
allowed  on  customers'  daily  belaDoes.  In  the  great 
majority  of  accounts  no  interest  is  allowed,  the  use  of 
the  balance  by  the  Bsjiker  being  generally  held  to  produce 
little  more  than  a  fair  return  sufficient  to  cover  the 
expense  of  keeping  the  acconnt  and  to  provide  reasonable 
profit.  But  with  foreign  Banks,  and  in  the  accounts  kept 
by  foreign  Banks  withLondon  Banks,  interest  allowances 
are  not  uncommon. 

Two  forms  of  Current  Aoooimt  Ledgers  are  appended. 
One  is  ruled  without  and  the  other  with  interest  columns. 


Altkbd  Vbbnos,  345,  Houndsditch,  E.G. 

CURRENT  ACCOUNT  LEDGER  (Ordinary  Form) 
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3  Aooount    Ledgers, 

&  takea  aa  a  whole, 

I  ■work    up    to    one 

T  "  total "      account 

i  called      "  Ourrent 

I  Aooountfl"  in  the 

I  General      Ledger, 

i  or,    in    some    in- 

I  stances,     the 

3  General       Ledger 

^  may     contain     a 

f  separate  total  ao- 
coTint  for  each 
Current  Aooount 
Ledger,      If   only 

I  one.aooonnt  is  kept 

I  in     the     General 
Ledger     for     the 

^  whole  of  the  Gar- 

i  rent  Aooount 

Jliedgers  one  or 
more  analysis 

f  books,    or    uieck 

g  Ledgers,     become 

°  necessary   for  the 

I  purpoae   of  _ascer- 

%  tainmg    the    total 

a>  balance     of     each 

I",  separate      Current 

8  Acooonts    Ledger. 

I  These     analysis 

1^  books  are  written 

^1  np     from     the 

1^  cheques,  paying-in 

§1  slips,  etc.,  aad  Uius 

a,  form  the  connect- 

%l  icg    link   between 

%X  the  separate  Onr- 

1^  rent    Account 

H  Ledgers    and    the 

"3  General       Xjedger. 

«|  They    contain     in 

||  point    of   fact    the 

jj  adjustment         ac- 

„-  count  for  the  Cur- 
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nnt  Aooonnt  Ledgers,  ordin- 
ary adjuatment  acooTints  (see 
Chapter  XVIII)  not  being 
asn^y  kept  in  the  Oorrent 
AooouBt  Ledgers  themselves. 

Borne  B(u^  write  ap  the 
Pass  Book  exactly  as  u  ap- 
pears in  the  customer's  ao- 
coont  in  the  Current  Acooimts 
Ledger.  Others  reverse  the 
sides,  pUoing  the  withdrawals 
on  the  credit  and  the  deposits 
.on  the  debit  side.  In  the 
latter  case  the  Pass  Book  is 
heaAGA.o.g.Lhyda  Bank, Ltd., 
inaccounttoith  John  Smith,  in 
place  of  John  Smith  in  account 
with  Lloyds  Bank,  Ltd.,  in  the 
former  case. 

Cuetomers  remitting  Bills  of 
Sxohange  to  their  Bankers  for 
collection  usually  do  so  a  few 
days  before  the  Bills  mature 
for  payment  to  enable  their 
Bankers  to  preeeot  them  on 
the  exact  due  date.  Bills 
received  by  a  Banker  for  col- 
lection are  entered  in  a  BillB 
for  Collection  Segister  or  Short 
Bill  Jonmal,  the  form  of 
which  is  here  given. 

Some  bankers  keep  no 
further  reoord  of  Bills  received 
for  colleotion,  and  exclude 
them  from  their  book-keeping 
system,  but  others  bring  them 
in.  The  entries  made  in  the 
latter  case  are :  (a)  A  debit  to 
an  Asset  Account  called  Bills 
for  Collection  Suspense  Ac- 
eonnt.  (b)  A  credit  to  a  Sus- 
pense Ledger  Account  opened 
under  the  name  of  the 
oustomei  in  a  separate  Bill 
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When  Billa  for  collection  are  paid, 
the  proceeds  are  credited  to  the 
customer's  Carront  Account,  and 
reversing  entries  are  passed  in  the 
"Bills  for  Oolleotion  Account"  and 
in  the  "  Bill  Ledger  Account." 

Banters  are  always  williog  to 
discount  {i.  e.  purchase)  Bills  of 
Exchange  from  their  oustomeis, 
provided  the  parties,  to  the  Bills  are 
of  safficieutly  good  standing  and 
the  customer's  reputation  is  satis- 
factory. Usually  a  Banker  requires 
bis  customer's  endorsement  on  the 
Bill  'whether  payable  to  him  or  not. 
It  i&  not  the  practice  of  British 
Bankers  to  discount  BUls  of  more 
than  six  months  tenor,  neither  have 
Bills  payable  abroad  been  much  dealt 
in  hitherto.  This  class  of  business  is 
chiefly  conducted  by  Bill  Brokers 
and  foreign  Bankers.  The  rate  of 
discount  deducted  by  a  Banker  varies 
according  to  (o)  the  standing  of  the 
parties  to  it,  (i)  the  market  value 
of  loanable  capital  at  the  time,  and 
usually  bears  a  fixed  relation  to  the 
current  "  bank  rate."  *  In  making 
his  book-keeping  entries  a  Banker 
debits  the  full  face  value  of  the  Bill 
to  his  BiUs  DiBOOonted  Account,  and 
credits  the  discount  deducted  to  his 
Biiconnt  Account,  instead  of  making 
a  single  debit  to  Bills  discounted  for 
the  net  cost.  This  affords  greater 
clearness  and  facilitates  reference 
and  the  passiog  of  the  necessary 
entries  when  the  Bill  matures.  8inoe 
a  Banker,  when  he  purchases  a  Bill, 
credits  to  his  Discount  Account  the 
whole  of  the  discount  charged,  he 

*  The  minimum  rate  charged  by  the 
Bank  of  England  for  diacounting  approved 
Bills.  The  rote  is  fixed  every  Tbunday 
by  the  Bank  Court. 
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mns6  make  a  reserve  should  his  Profit  uid  Lcms 
Aooouat  be  made  out  at  a  date  before  the  Bill  matures. 
This  reserve  appears  in  the  aceounts  aa  Bebate  on  Billa 
not  dne  (see  p.  519).  As  soon  aa  be  dieoouDts  a  Bill 
a  Banker  enters  it  m  his  Billa  Received  for  Ditoonnt 
Better,  the  form  of  which  is  given  on  p.  474. 
In  addition  to  this  he  keeps  a  careful  record  of — 
(a)  The  Bills  discounted  for  each  cuatomer,  in  order 

that  the  amount  advanced  to  a  given  customer 

may  not  exceed  the  limits  of  safety, 
and  (i>)  The  name  of  the  acceptor  and  the  amount  of 

each  Bill,  bo  that  too  much  of  a  given  acceptor's 

"  paper  "  may  not  be  purchased. 

iThe  former  detaile  are  kept  in  a  Disoonnt  Ledger,  in 
accounts  headed  with  the  name  of  each  customer,  and 
the  latter  in  an  Acceptors  (or  Upon)  Ledger  in  accounts 
headed  with  the  name  of  each  acceptor.  The  form  of 
a  Discount  Ledger  is  as  follows,  and  the  ruling  of  au 
Acceptors  Ledger  is  similar. 

Name  or  CosmiMEit:  S.  Sooth,  216,  Finsbcry  Cibctjs,  E.G 
BILLS  RECEIVED  FOR  DISCOUNT  LEDGER 
(Discount  Ledger) 


Data 

No. 

Aweptor. 

D»™. 

date. 

ijoon 

Amnant 

Balance. 

1911. 

e, 

.. 

d. 

1    ^ 

.. 

d. 

£ 

i. 

Hot.  1» 

SM 

CBut 

W.  W««( 

Dec  IS 

IMl 

10 

0 

IMl 

10 

a 

Dm.  is 

" 

P^d 

IJ41 

10 

» 

When  paid  the  amount  of  a  discounted  Bill  is  credited 
to  the  Bills  DiBcouuted  Account  and  debited  to  Cash 
Account,  All  Bills,  whether  discounted  or  held  for 
collection,  are  mven  distinctive  numbers  aa  aoon  aa  they 
come  into  the  Banker's  hands,  different  series  of  numbers 
being  used  for  different  kinds  of  Bills.  Bill  Diaries,  in 
wbi^  bills  can  be  entered  under  their  dne  dates,  are 
indispensable  to  a  Banker.  Bills  are  usually  sorted  in 
order  of  their  maturity  dates.  Bills  of  the  same  due  data 
being  kept  together  in  oue  pocket  of  a  leather  Bill  Case. 

The  annual  published  accounts  of  a  Bank  are  given  in 
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Chapter  XXV,  together  with  some  comments  as  to  tha 
form  and  oomposition  of  auoh  gtatements. 

The  published  Balance  Sheets  of  Amerioan  Banks  are 
presented  in  a  somewhat  different  form  to  that  which  is 
employed  in  this  country,  the  sides  upon  which  the 
AsBets  and  LiabiUties  appear  being  reversed  as  compared 
with  British  practice.  In  addition  to  this,  many  items 
appear  under  titles  whioh  are  unfamiliar  in  this  country. 
A  specimen  statement  of  a  typical  National  (i.e.  note- 
iBSuing)  American  Bank  is  appended. 


THE  BANK  OF  COMMERCE   {NATIONAL  ASSOCIATION» 
CLEVELAND,  U.S.A. 

Statement  at  the  ck»e  of  Buaness,  September  ist,  igio 


Reaourcu 

Ovanlrana ll.WM-WI 

U.S.  and  otliei  Bonda  ....    l,TS«,40a-41 
Due  from  U.S.Tr«aai.nr         89,276-00 
Dne  ftom  othBT  Banka....    8.SM,T02-ia 
Cadi.... -.    S.(>09,9W55 

Llabilltln 

SuroluiFund 

DnJirtled  Front. 

671,8TS-SS 

Deposit..^..... 

lS,6M,B(»a-BS 

»l».0M,BW8!i 

$iB,oei,»30'es 

23a. 
1.  Wliat  are  [a)  debit  Blipa,  (fi)  credit  alipa  r    Make  ont  the  debit 


',  Tr&ce  the  hiBtorj  of  a  cheque  drawn  bj  a  ci 
Current  Acconat,  asauming  that  it  is  preeented  at  the  Bank's  counter 
for  payment  in  cash. 

3.  Traoe  the  hiatoiy  of  the  cheque  mentioned  in  Qneaticn  2, 
agsuming  that  it  is  presented  for  payment  through  the  Clearing 
House. 

4.  I  pay  a  crossed  cheque  for  £10,  draim  on  the  Btanlshire  Bank, 
and  Btwk  of  England  notes  for  £20  int«  my  Current  Account  with 
the  Yorkshire  i&nk,  Ltd.     Trace  tbe  sabsequent  history  of  tbeee 

5.  What  U  the  purpose  and  use  of  a  paying-in  slip  ! 

6.  Show  the  connection  between  the  Current  Account  Ledgers  ot 
a  Bank  and  its  General  Ledger. 

7.  From  what  materials  are  the  Current  Account  Ledgers  c^  a  Bank 
written  np  T 

8.  What  does  a   customer's  Pass  Book  contain,  and  how  is  it 
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2.  In  what  modes  bx«  cheqaea  dntwo  on  a  Ban^  by  its  ooitomen 
presented  for  payment  1 

3.  Explain  what  is  meant  by  a  Bankers'  Cleariag  Houee. 

4.  Explain  what  is  known  as  tlie  "slip"  system  of  posting  as 
Applied  to  the  accounts  of  a  Bonk. 

6.  How  does  a  Bank  make  its  profits! 

6.  Comment  on  the  following  statement :  "  Money  paid  into  a 
Bank  is  locked  up  in  the  Banker's  strong  room  until  the  depositor 
calU  to  withdraw  it. " 

7.  Explain  the  folloning  terms :  RoceiTing  Cashier,  Town  Clearing, 
Walks  ChequoH,  the  Waste  Book. 

8.  What  is  a  General  Ledger  of  a  BankT  What  position  does  it 
occu|re  in  a  Bank's  Byetem  of  book-keeping,  and  whatdoea  it  sbowT 

9.  What  is  a  Receiving  Cashier's  Counter  Cash  Book,  and  how  is 
it  ruled  i 


Gold  Coin 

Silver  Coin 

Bank  of  England  notes 
Cheque  on  Uie  Bank  of  England. 
Town  cheques  on  varions  Banks 
Cheque  on  Lloyds  Bank,  Ltd.      . 


far  as  the  various  forms  are  ooncemed — 

1.  Paying-in  slip. 

2.  Receiving  Cashier's  Counter  Cash  Book. 

3.  Received  Waste  Book. 

4.  Bank  of  England  Book 

2.  I  drew  a  cheque  on  my  Current  Account  for  £60,  which  I 
presented  for  payment  at  the  Bank's  counter,  taking  £5  in  silver, 
£20  in  gold,  and  the  remainder  in  £5  Bank  of  England  notes. 
Bule  a  form  of  Paying  Cashier's  Counter  Cash  Book  and  enter  in  it 
the  foregoing  tnuisaction. 

23d. 

1,  On  January  16,  1911,  I  opened  a  Cnrrent  Acoount  with  the 
Commercial  Bank,  Ltd.,  paying  in  £300  in  Bank  notes.  I  obtained 
a  book  of  25  order  cheques,  for  which  the  Bank  debited  me  with 
2i.  \d.  for  the  cost  of  the  Revenue  stamps.  I  drew  the  following 
cheques  :  January  18,  W.  Brown,  Ltd.,  £5  6».  9i.  ;  C.  Harris, 
£18  4s.  2d.  ;  January  31,  C.  Wray,  £40,  I  paid  in  £80  on  February 
15  and  £200  on  March  ^.  I  drew  a  cheqae  in  favour  of  M,  Harris 
k  Co.  for  £150  on  May  19,  and  one  for  £8  2>.  5d.  on  June  22  in 


15  and  £200  on  March  ^.     I  drew  a  cheqae  in  favour  of  M,  Huris 

May  19,  and  one  for  £8  2>.  5d.  on  June  2 
favour  of  J.  Jones,  Ltd.     From  the  foregoing  particulars  show  m 
Current  Account  in  the  Bank's  Ledger,  Glancing  it  as  on  June  3i 
IBll. 

2.  Prom  the  details  given  in  Question  1  show  my  Current  Account 
to  June  30,  1911,  in  Uie  Bank's  Ledger,  assuming  that  the  Com- 
metcial  Bank,  Ltd.,  agreed,  vben  opening  my  aoooDut,  to  allow 
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roe  intereBt  at  2  per  csnt.  p«r  annum  on  xaj  dtul;  boUnoe,  interest 
to  be  made  up  to,  and  credited  on,  June  30  and  December  31  in 
each  yvax.  Auume  that  all  chequee  draim  and  remittances  paid  in 
were  cashed  on  the  data  of  drawing  or  payment  iu. 

3.  Make  out   ni;^  Pass  Boob  according  to  the  details   gives  in 
Qnestion  1,  balancing  it  m  on  June  30,  1911. 


From  the  IbUowing  particulars  prepare  the  Profit  and  Loss 
Account  of  the  Surrey  Banking  Co.,  Ltd.,  for  the  year  1911,  and 
Balance  Sheet  as  on  December  31,  1911,  in  proper  form  for 
publication. 


. 

of  £10  each.     £5  per  stiare 

paid  up       ...        . 

500,000 

0 

0 

1,000,000 

0 

0 

Caah  in  hand  '.        '.        '. 

100,000 

0 

0 

Bank    of    England,    Current 

Account 

900,000 

0 

0 

Bills  Discounted     .         . 

2,200,000 

0 

0 

Current  and  Deposit  Accounts 

10,000,000 

0 

0 

Short  Loans    . 

2,185,000 

0 

0 

3,200,000 

0 

0 

Gross  Profits  . 

235,000 

0 

0 

Interest  paid 

60,000 

0 

0 

Eipenaes 

80,000 

0 

0 

Profit     and     Lobs     Account 

Balance,  Dec.  31,  1910 

120,000 

0 

0 

Dividend  paid,  Jan.  16,  1911 

on  account  of  1910  profiM 

SO,  000 

0 

0 

Consols  £2,000,000  at  77  per 
cent 

1,540,000 

0 

0 

1,230,000 

0 

0 

Reserve  of  Rebate  carried  for 

ward  from  1911  to  1912 

20,000 

0 

0 

Bank  Premises 

300,000 

0 

0 

£11,875,000 

T 

"o 

£11,875,000 

"o" 

"o 

From  the  following  particulars  prepare  the  Balance  Sheet  of  the 
St.  Osyth'a  Bank,  Ltd.,  as  on  December  31,  1909,  together  with  a 
Profit  and  Loss  Account  for  the  year  1909  in  proper  form  f<H: 
publication  ;  — 

Share  Capital  paid  up  (£10  per  share  on  125,000  shares  of 
£100  each)  £1,250,000;  Cash  in  hand  and  at  Bank  of  England 
£2,873,000;  Consols  and  other  Government  Securities  £2,976,000; 
Reserve  Fund  £790.000 ;  Due  to  customers  on  Deposit,  Current, 
and  other  Account*  £14,888,000 ;  Liability  on  acceptances  for 
customers  £803,000 ;  Customers'  liability  for  acceptances  £803,000  T 
Money  at  call  and  short  notice  £1,025,000 ;  Rebate  {Credit  Balance) 
carried   forward    at    Dec    31,    1909    £27,000;    Bills    disoounted 
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£4,074,000 ;  Loans  aod  Advances  on  seourit;  £,671S.OO0  ;  Bank 
premises  £427,000 ;   Profit  and  Loss   Acconnt,  Balance   Dec.   31, 

1908,  £23.000 ;  Gross  profits  for  the  year  1909  £375,000 ;  Salaries, 
Income  Tai,  and  all  other  expenses  for  1009.  including  provieion 
for  Bad  and  Doubtful  Debts  £166,260]  Dividends  pai^  June  30 

1909,  £93,750. 

Aniwen.— 

23d.  1  &  3.     Balance,  June  30,  Ifill,  £358  U  Id. 

2.     Balance  June  30,  IBil,  £361  13s.  Sd.  (inoludiur 
Interest,  £3  8s.  lOd.). 
23k.  Net  profit,  £135.000 ;  Balance  Sheet  toUls,  £11,655,000. 
23r.  Net  profit,  £231,760 ;  Salanoe  Sheet  U>t«la,  £17,896,00a 
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As  long  ago  as  1826  distinction  was  made  between  the 
terms  AjMoraace  and  Iiunranoe.  The  former  is  now 
restricted  to  events  which  are  bound  to  happen,  such  as 
death,  and  is  confined  to  life  assurance,  ^e  term 
"insurance"  is  applied  to  risks  which  may  or  may  not 
hap^,  Buch  as  fire,  shipwreck,  accident,  burglary,  etc. 

Ufe  assurance  is  a  contract.  The  terms  of  the  con- 
tract are  defined  in  a  docoment  called  the  Policy,  mider 
which  the  assuring  company,  in  consideration  of  certain 
agreed  payments,  called  Freminmi,  undertakes  to  pay  on 
the  death  of  the  Assured,  or  in  certain  other  events,  an 
agreed  som  called  the  Sam  Assured.  In  some  cases  a 
lump  sum,  called  a  single  premium,  is  paid,  and  the  policy 
is  then  a  folly  paid  poUcy.  Ordinary  Life  Assurance 
premiums  are  paid  quarterly,  half-yearly,  or  annually, 
the  sums  assured  rarely  bemg  under  X50.  IttdMtrial 
Life  Aasnrance  premiums  are  peid  weekly,  or  monthly, 
and  the  sums  assured  are  sometimes  as  low  as  30j. 
life  Assurance  premiums  consist  of:  (a)  A  sum  which 
represents  the  cost  price  of  the  risk  to  the  Company. 
{b)  Loading.  The  cost  price  *  is  ascertained  by  an 
actuarial  VE^uation  of  the  risk  involved,  and  is  calculated 
according  to  the  average  espectanoy  of  Ufe  at  different 
ages  disclosed  in  Mortality  Tables.  The  tables  now 
in  most  general  use  are  the  Institute  of  Actuaries 
H"  (Healthy  Male)  Table,  British  Offices  0"  and  0*" 
Tables,t  and  for  industrial  business  the  English  Lifb 
No.  3  Table.     For  annuity  purposes  the   GoTemmeat 
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Ananitants  Table  (FinlaiBOu),  1883,  is  commonly  used. 
These  tables  ginre  the  average  duration  of  life  for  each  age, 
or  as  it  is  termed  the  expectation  of  life.  The  latter  term 
is  frequently  loosely  and  improperly  employed,  since  the 
preminm  payable  oy  any  given  person  is  not  based 
upon  bis  particular  expectation  of  life,  which  cannot  be 
foretold,  but  upon  the  average  obtained  from  a  lai^e 
number  of  lives  startjng  from  the  same  age.  Tbe 
"expectation  of  Ufa"  is  seldom  the  measure  of  tbe 
actual  span  of  life  in  any  particular  case.  The  loading 
is  tbe  amount  added  to  tne  cost  price,  or  pure  premium, 
to  provide  for  (1)  commission  payable  to  agents  foi 
obtaining  business,  (2)  espeases  of  management,  and 
(3)  profits  and  bonuses. 

Broadly  speaking,  there  are  two  classes  of  Life  Assur- 
ance Companies :  (1)  Proprietary,  (2)  Mutual  CompaniM. 
A  Proprietary  Compamj  is  one,  tbe  capital  of  which  bas 
been  subscribed  in  tbe  ordinary  way  by  shareholders 
who  are  entitled  to  divide  tbe  surplus  profits  in  tbe 
manner  common  to  commercial  limited  companies.  A 
Mutual  Company  is  one  which  has  no  paid-up  capital, 
and  no  ehareboldera,  being  composed  of  tbe  pohcy 
holders  themselves  to  whom  tbe  sorplas  profits  belong. 

Tbe  profits  of  an  assurance  company  cannot  be  arrived 
at  by  ordinary  commercial  methods.  They  can  only  be 
determined  by  actuarial  yaluation.  One  or  two  large 
Companies  are  compelled  by  the  magnitude  of  their 
bu8inesff*to  prepare  a  valuation  every  year.  But  in  tbe 
majority  of  cases  the  valuation  takes  place,  in  accordance 
vdth  the  law,  every  five  years,  and  is  known  as  the 
Quinquennial  valuation.  A  few  notes  on  general  lines 
may  serve  to  show  the  necessity  for  tbe  Actuarial 
Venation. 

The  principal  object  of  tbe  Actuarial  Valuation  is 
to  determine  tbe  exact  liability  the  Company  is  under 
in  respect  of  all  the  policies  in  force  in  its  name,  and 
thus  to  fix  the  reserve,  or  sum  of  money  to  be  retained 
in  band,  which,  with  the  future  premiums  accumulated 
at  tbe  rate  of  interest  adopted  for  tbe  calculation,  will 
provide  sufficient  funds  to  discharge  the  claims  as  they 
fall  due,  defray  office  expenditure  and  create  a  profit. 
On  tbe  one  hand  the  Assuring  Company  has  undertaken 
certain  risks  under  its  policies;  on  tbe  other  band  the 
policy  holders  have  undertaken  to  pay,  or  have  already 
paid,  certain  premiums  to  tbe  Company.     In  order  to 
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disoloBe  at  any  given  date  the  financial  position  reatilting 
from  these  two  facts,  it  is  necessary  to  ascertain  (1^  the 
present  value  of  the  Company's  risk  on  its  total  pohciea, 
and  (2)  the  present  value  of  the  total  premiums  payable 
nnder  the  policies.  The  difference  between  the  present 
value  of  the  Company's  liability  on  its  policies,  and  the 
present  valne  of  the  premiums  payable  under  those 
polioies  by  the  assured  is  the  amount  which  must  be 
reserved  in  order  that,  with  the  future  premiums  payable 
under  the  pohcies,  the  Company  may  be  able  to  discharge 
eaob  claim  as  it  falls  due. 

The  rate  of  compound  interest  adopted  by  a  Company 
for  its  valuation  ocdculations  is  of  course  a  most  important 
factor.  The  rate  employed  for  the  purpose  has  gradually 
decreased,  in  some  cases  to  3  per  cent.,  or  even  to  2^  per 
oent.,  whereas  the  interest  actually  earned  by  a  Company 
on  its  invested  fands  may  be  upwards  of  &|  per  cent. 
Again,  the  valuation  of  the  Uabilitiea  is  not  necessarily 
made  on  the  same  basis  as  that  adopted  for  the  formation 
of  the  premium.  The  experience  of  the  office  itself  in 
Fcapect  of  mortality  is  taken  into  account,  and  this 
experience  may  be  more  or  less  favourable  than  that 
disclosed  by  the  Mortality  Table  on  which  the  premium 
was  fixed.  Hence  the  premiums  adopted  for  valuation 
purposes  may  be  called  Valuation  Fremiuma. 

If  the  student  will  refer  to  the  form  of  valuation 
Balance  Sheet  given  on  p.  508,  he  will  see  that  this  total 
present  liabiUty,  when  arrived  at,  is  disclosed  in  the 
valuation  Balance  Sheet,  and  against  it  is  put  the  total 
of  the  Life  Assurance  Fund  available  to  meet  it.  The 
diflFerence  between  the  total  liability  and  the  total  avail- 
able funds  represents  the  sorplns,  or  deficiency,  as  the 
case  may  be.  The  chief  factors  which  enable  an 
assurance  company  to  show  a  surplus  are :  {a)  A  favour- 
able mortality  experience;  lb)  An  economy  in  the 
expenses  below  the  figure  provided  for  in  the  "  loading  " 
included  in  the  premiums ;  (c)  The  realization  of  a  higher 
rate  of  interest  from  investments  than  was  anticipated ; 
((f)  Profits  from  sundry  sources,  such  as  the  sale  of 
investments,  etc. 

It  is  only  out  of  the  surplus  thus  ascertained  that  an 
assurance  company  can  distribute  profits  to  its  share- 
holders, or  hoQises  on  its  With  ftoflt  Policies.  The 
bonus  is  expressed  as  a  percentage  on  the  sums  assured, 
and  commonly  varies  from  X  per  cent,  to  S  per  cent,  per 
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anntim.  In  some  cases  it  is  stated  as  a  percentage  for 
the  quinquennial  period. 

The  bonus  may  be  (1)  taken  in  cash  either  at  death 
or  maturity,  or  earlier  if  surrendered  at  a  discount;  (|2) 
applied  in  reduction  of  future  premiums,  or  (3)  applied 
to  tile  reduction  of  the  period  during  which  premiums 
are  payable  nnder  the  policy. 

Beyond  certifying  to  the  amount  of  the  Assurance  Fund, 
neither  the  Accountants  nor  the  Auditors  of  an  Assurance 
Company  have  any  concern  with  the  quinqueimial 
valuation,  which  is  purely  actuarial  work. 

Many  diEferent  kiods  of  life  policies  are  now  offered 
to  the  public.  The  broadest  line  of  demarcation  is 
perhaps  that  between  without  profit  and  with  profit 
policies.  The  former  policies  cover  the  payment  of  a 
fixed  sum  at  death,  or  on  the  happening  of  some  other 
agreed  event ;  the  latter  a  fixed  sum  and  also  the  right  to 
share  any  bonus  distributions  that  may  take  place  before 
the  policy  becomes  a  claim.  Without  Profit  Policies  can 
be  obtained  from  most  leading  companies  at  practically 
identical  rates,  but  the  rates  charged  by  companies  for 
With  Profit  Policies  vary  considerably.  The  probability 
that  the  bonus  rates  will  be  maintained  also  varies.  The 
stability  of  the  bonus  distribution  is  a  matter  for  expert 
advice,  and  ail  that  can  be  said  here  is,  that,  when  the 
rate  of  interest  earned  is  dechnlng,  and  expenses  are 
increasing  at  a  ratio  out  of  proportion  to  new  business 
acquired,  past  rates  of  bonus  are  not  likely  to  be 
maintained. 

A  person  desirous  of  effecting  an  assurance  must  fill 
in  a  proposal  form,  the  basis  of  the  contract,  with  full 
particulars  as  te  age,  health  and  habits.  Some  details 
of  family  history,  from  the  medical  point  of  view,  are 
also  necessary.  This  form  must  be  signed  and  declared 
to  he  true  by  the  proposer,  or  by  the  person  effecting 
the  assurance  if  it  refers  to  another.  It  is  necessary  in 
law  that  the  person  who  effects  an  assurance  on  the  life 
of  another  shall  have  an  inaoralile  interest  *  in  the  life, 
that  is  to  say,  he  must  be  pecuniarily  interested  m  the 
life  as  a  creditor,  employer,  partner,  or  as  the  purchaser 
of  a  life  interest  or  reversion.  It  may  be  mentioned  here 
that  the  Act  of  1909  (§  36}  considerably  modifies  the 

•  The  Act  of  1774  prohibita  "camblinj;  or  wagering"  by  means 
of  life  aaaurance.  In  themiddlp  of  the  eighteentli  century  gambling 
by  tneuis  of  life  assurance  became  a  publio  scandal. 
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position  of  Industrial  Assnranoe  Companies  with  referenoe 

to  "  insurabla  interest,"  and  that  the  Friendly  Societies 
Act  oontains  restrictions  with  regard  to  the  insuranoe  of 
infants. 

After  medical  examination  has  been  passed,  and  the 
Company  has  received  satisfactory  reports  from  two 
friends,  the  proposer  is  notified  that  his  proposal  has 
been  accepted,  and  that  the  first  premium  will  bo  pay- 
able within  fourteen  days.  Subsequent  premiums,  called 
renewal  premiimu,  are  payable  quarterly,  hall-yearly 
or  aunuaUy,  as  may  be  arranged,  and  as  stated  in  the 
policy. 

Bestrictions  are  still  attached  to  policies  of  aBsuranos 
aa  to  suioide,  foreign  travel,  naval  and  military  service ; 
bat  some  Companies  now  issue  policies  "  free "  of  all 
restriction  wi&out  increase  of  premium. 

When  taking  out  a  life  policy  the  assured  should  get 
his  age  admitted  in  the  policy.  Production  of  a  certificate 
of  birth  or  baptism  containing  the  date  of  birth  is  sufficient 
for  the  purpose.  A  proved  innocent  mistake  in  stating 
the  age  would  necessitate  adjustments  when  the  mistake 
was  discoveted, 

Aaaurance  Companies  are  now  governed  by  the 
Assnranee  Companies  Act,  1909,  which  repealed  the  Life 
Assurance  Companies  Acta,  1870-72,  received  the  Boyal 
assent  on  December  3,  1909,  and,  with  the  exception  of 
§  36,  came  into  force  on  July  1, 1910.  This  Act  calls 
for  close  attention  on  the  part  of  the  accountant,  aa  the 
schedules  appended  to  it  prescribe  new  forms  for  the 
presentation  of  the  accounts  of  assurance  oompaniea. 
Its  chief  sections  are — 

1.  The  Act  refers,  with  slight  exoeptiona,  to  all  petaona 
or  Corporations  transacting  (a)  Life  Assurance,  (6)  Pire, 
U:)  Accident,  (J)  Employers'  Liability  Insurance,  and 
(e)  Bond  Investment  misinesa  (§  1). 

2.  Every  Company  transacting  life  assurance  busineas 
must  now  place  a  permanent  deposit  of  £20,000  with  the 
Paymaster- General  of  the  Supreme  Court.  Such  deposits 
were  formerlynecessary.inthecaseof  British  Companies, 
under  the  Life  Assurance  Companies  Act,  1870,  but  were 
retornable  to  the  Company  when  its  life  assurance  fund 
accumulated  out  of  profits  reached  the  sum  of  £40,000. 
In  addition  to  the  above -mentioned  regulation,  all  new 
companies  registered  after  July  1,  1910,  must  deposit 
£20,000  for  each  class  of  business  [(n),  (6),  (c),  (d),  and. 
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(e),  as  above],  undertaken  by  them.  There  are  a  few 
exceptions  to  this  rule,  e.  g.  where  associations  of  em- 
ployers undertake  employers'  liabiUty  risks  upon  mutual 
terms  (|  2)  or  where  the  Company  carried  on  employers' 
liability  insurance  prior  to  August  28,  1907  (g  33  (d)). 
When  the  separate  employers'  liabOlty  fund  has  reached 
the  sum  of  £40,000,  the  Company  may  claim  the  return 
of  the  deposit  of  £20,000,  provided  a  deposit  has  been 
made  in  respect  of  any  other  class  of  business.  Simitar 
regulations  apply  to  Companies  transacting  Bond  invest- 
rnent  insurance.  The  provisions  relating  to  deposits  do 
not  apply  to  Fire,  Accident  or  Bond  Investment  insurance 
business  carried  on  by  Companies  formed  before  the 
passing  of  the  Act.  When  complying  with  the  regu- 
lation as  to  deposits  permission  is  asked  of  the  Board 
of  Trade  to  lodge  certain  specified  securities  to  the 
requisite  VEilue  at  the  mean  market  price  of  the  day. 
These  securities  must  appear  in  the  Board  of  Trade  list 
of  securities.  If  satisfied  ou  these  points,  the  Board 
issues  a  warrant  to  the  Paymaster- General  authorizing 
him  to  accept  the  securities.  If  they  are  stocks  inscribed 
with  the  Bank  of  England  they  are  simply  handed  in ; 
but  registered  stocks  must  be  transferred,*  in  the  usual 
way,  to  the  Paymaster-General.  Lastly,  an  order  of 
Court  is  obtained  authorizing  the  Paymaster- General  to 
pay  the  dividends  accruing  upon  the  securities  to  the 
depositing  Company. 

3.  Separate  Bevenue  Accounts  must  now  be  presented 
for  each  class  of  business  engaged  in  by  the  Company, 
and  for  each  class  of  business  a  separate  fund  must  be 
kept.  Each  separate  fund  is  the  absolute  property  of  the 
policy  holders  of  that  class  and  must  not  be  appropriated 
to  any  of  the  Company's  other  contracts  (§  8).  Although, 
under  the  terms  of  this  section,  the  various  assurance 
funds  must  be  shown  as  separate  liabihties,  it  is  not 
necessary  specially  to  earmark  a  Company's  iuvestmenta 
as  being  the  property  of  any  particular  fund. 

The  allocation  of  the  Receipts  between  the  various 
classes  of  business  does  not  present  much  difficulty 
since  the  premiums  of  each  class  are  known,  and  the 
interest  earned  by  the  aggregate  assurance  fund  can  be 
divided  proportionally  to  the  amounts  of  the  separate 
funds.  But  the  disclosing  of  the  amount  of  the  Income 
1  the  tiauefera,  a  5a.  stamp  may 
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Tax  deducted  from  the  income  earned  ia  a  new  feature, 
and  ■will,  in  some  oases,  need  provision  in  the  books  for 
its  record.  The  allocation  of  the  Expenditure  of  an 
assnrance  company  is  not  so  simple.  Such  items  aa 
"claims  paid,"  "surrenders,"  and  '*  Ctommisaion  "  offer 
little  difficulty,  but  there  are  many  payments  included 
in  "Expenses  "  which  can  only  be  arbitrarily  allocated 
amongst  the  various  branches.  Such  items,  for  instance, 
aa  rent,  rates,  valuation  expenses,  lighting,  stationery, 
depreciation,  and,  to  some  extent,  salaries,  can  only  be 
apportioned  by  means  of  estimates.    These  estimatea  are 

firepared  by  the  Company's  staff  and  could  be  manipu- 
ated  in  order  to  bolster  np  unaatia  factory  departments, 
the  more  ao  because  the  Fourth  Schedule  does  not  require 
the  liability  of  each  branch,  when  ascertained  by  valua- 
tion, to  be  set  out  separately.  It  is  interesting  hum  tha 
professional  accountant's  point  of  view,  to  note  that,  an 
valuation  dates,  a  certi^cate  must  be  given  "signed  by 
the  same  persona  as  aign  the  Balance  Sheet"  to  the 
effect  that,  in  their  behef,  the  assets  set  forth  in  the 
Balance  Sheet  are  "  in  the  aggregate  fuUy  of  the  value 
stated  therein."  On  inquiry  at  the  Board  of  Trade  the 
author's  firm  were  inforilied  that  the  words  "same  persona 
as  sign  the  Balance  Sheet "  do  not  In  this  case  include 
the  auditors ;  an  Interpretation  which  will  be  welcomed 
in  the  profession  1  But  the  auditors  must  certify  that  no 
part  of  the  various  funds  has  been  applied  dnreetly  or 
indirectly  for  any  purpose  other  than  the  service  of  the 
particular  class  to  which  it  applies.  The  Board  also 
stated  that  this  requirement  does  not  apply  to  Life 
Assurance  Companies  pure  and  simple,  even  though 
both  "  industrial "  and  "  ordinary  "  branches  exist 

4.  At  the  end  of  each  financial  year  every  Company 
muat  prepare  (a)  A  Bevenne  Account  (First  Schedule), 
for  each  particular  class  of  business,  {b)  A  Profit  and  Locb 
Aooonnt  (Second  Schedule),  except  in  cases  where  one 
olasa  of  business  only  is  carried  on,  and  (c)  A  Balance 
Sheet  (Third  Schedule). 

5.  Once  at  least  in  every  five  years  every  assurance 
company  must  cause  an  actuarial  valoation  of  its 
poaiBon  to  be  made  in  the  forms  set  out  in  the  Fourth 
Schedule  (§  5).  As,  however,  the  section  imposes  no 
obligation  upon  a  Company  to  employ  any  particular 
basis  tot  valuation  purposes,  or  to  disclose  the  separate 
liability  in  the  several  branches,  it  is  not  apparent  how 
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the  regulation  con  afford  proteoUon  to  the  policy  holder 
against  UDScrupnlous  companies. 

6.  Every  assurance  company  must  present  a  statement 
of  its  basiness  in  the  prescribed  form  (Fifth  Schedule) 
at  the  date  upon  which  the  accounts  are  made  up  for  the 
Quinqneanial  Taluation  (§  6). 

7.  All  the  accounts  and  statements  required  by  the 
terms  of  the  Act  must  be  deposited  with  the  Bosuxl  of 
Trade  within  six  months  after  the  close  of  the  period  to 
which  such  accounts  relate  (§  7).  But  the  Board  may, 
under  certain  circumstances,  grant  an  extension  of  time 
not  exceeding  three  months.  Shareholders  and  policy 
holders  are  entitled  to  copies  of  the  accounts  and  state- 
ments 80  deposited  (§  8). 

The  remainder  of  the  Act  relates  to  audit,  amalgama- 
tion, or  transfers,  winding  up,  penalties,  exemptions,  and 
various  other  matters  not  of  immediate  moment  to  the 
book-keeper. 

The  Eevenue  Account  (First  Schbddle  (A)) 
As  was  the  case  under  the  Life  Assurance  Companies 
Act,  1870,  the  income  and  expenditure  appear  upon  the 
reverse  sides  of  the  account  to  those  upon  which  the 
double  entry  book-keeper  would  place  them,  Seeing 
that  all  accrued  income  and  outstanding  liabilities  are 
dealt  with  in  the  account,  it  is  in  no  sense  a  Cash 
Account.  It  is  therefore  to  be  regretted  that  the  new 
form  was  not  brought  into  line  with  modem  accountancy. 
But  this  anomaly  does  not  affect  the  internal  book-keeping. 
The  acconnts  in  the  General  Ledger,  from  which  the 
Trial  Balance  is  prepared,  are  closed  into  the  Bevenue 
Account  upon  the  usual  lines,  and  are  only  reversed  for 
publication. 

The  £rst  item  on  the  debit  side  of  the  account  is  Tbe 
amonat  of  Life  AHoranoe  Fond  at  the  beginning  of  the 
year. 

This  item  is  the  closing  entry  of  the  Bevenue  Account 
of  the  previous  year  from  which  it  has  been  brought 
forward.  It  represents  the  surplus  of  the  Company's 
assets  over  its  liabihties,  including  reserves,  apart  of 
course  from  the  liability  to  its  policy  holders,  which,  as 
has  already  been  explained,  can  only  be  ascertained  by 
actuarial  valuation.  In  other  words,  the  Life  Assurance 
Fund  represents  the  surplus  which  is  available  to  meet 
the  Company's  liability  under  its  policies,  and  includes 
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the  paid-up  capital  of  the  Gompariy,  which,  under  the 
statutory  forms,  must  1»  passed  through  the  Beveaue 
AocouDt,  uid  is  thus  merged  Iq  the  total  funds  in  hand. 
Any  further  ca,pital  paid  up  within  the  year  must  be  set 
out  separately  in  the  Eevenue  Account  as  a  receipt. 

To  this  extent,  therefore,  the  First  Schedule  is  both  a 
Capital  and  a  Bevenae  Account.  When  the  income  and 
expenditure  applicable  to  the  year  have  been  dealt  with 
in  the  manner  provided  by  the  Schedule  a  fresh  Life 
Assurauce  Fund  is  arrived  at,  which  forms  the  balance 
of  the  Bevenue  Account,  and,  in  due  course,  appears  in 
the  Balance  Sheet  where  the  assets  representing  the 
Fund  are  set  forth  in  detail. 

Preminsu. — The  risk  which  an  assurance  company  will 
undertake  upon  any  one  life  is  restricted  in  amount.  No 
limitations  can  be  given,  as  they  vary  vdth  the  nature  of 
the  risk  and  the  financial  circumstances  of  the  assuring 
company.  In  some  cases,  therefore,  it  becomes  necessary 
for  a  portion  of  "the  risks  to  be  re-assured*  with  other 
of&ces.  The  Ya^l  Schedule  of  the  Act  stipulates  that  all 
receipts  mast  be  stated  net.  Therefore  premiums  paid  to 
other  offices  for  re-aiswrances  must  be  c^ducted  from  the 
gross  premium  income  of  the  Oompany.  Formerly,  re- 
assurances  sometimes  appeared  as  expenditure  on  the 
credit  side  of  the  Bevenue  Account.  Aooounts  are  kept 
by  the  various  companies  of  re-assurance  business  passing 
between  them,  and  are  usually  rendered  quarterly. 

The  item  "premiums "  appearing  in  the  Bevenue 
Account  includes  all  premiums  due  but  oatstanding  at 
the  close  of  the  year,  excluding,  of  coarse,  the  premiums 
on  such  policies  as  may  have  lapsed  during  the  year. 
Policies  of  life  assurance  become  lapsed,  or  void,  as  a 
general  rule  when  the  premiums  due  thereon  are  more 
than  thirty  days  f  in  arrear.  In  "  Industrial "  assorance, 
under  the  Friendly  Societies  Act,  1875,  it  is  essential  to 

*  Re-BsrarnnceB  are  probably  more  numerous  in  the  c&se  of  fire 
risks  than  in  otlier  departments.  For  example,  the  "A"  Companv 
accepts  a  risk  covering  £5,000.  As  its  "limit  "  for  this  cUkss  of  risk 
is  £3,000  the  remaining  £2,000  ia  re-insnred  with  the  "D  "  Company, 
The  latter  Company  issues  a  "Kuarantee"  that  it  ftooepta  liability, 
in  the  event  cf  a  claim  arising,  for  the  same  [iraportioD  of  the  claim 
actually  TKiid  as  the  amount  re-insured  with  it  bears  to  the  amount 
of  the  policy. 

I  In  fire  inaurance  fifteen  "days  of  grace"  are  Usually  allowed, 
and  in  other  departmenta  from  seven  to  fourteen  days  ol  grace  are 
atloved  according  to  oustom. 
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send  notice  to  policy  holders,  prior  to  lapeing  their  policies. 
The  notice  is  to  the  effect  that  the  premiums  are  in  arrear 
and  that  "  in  case  of  the  default  of  payment  of  the  full 
amount  due  within  sixteen  days  the  policy  will  be  can- 
celled and  the  interest  and  benefit  therein  forfeited." 
Care  is  taken  by  assurance  compciQies  that  they  may 
be  in  a  position  to  prove  the  postage  of  this  notice  in 
case  of  need.  All  notices  are  therefore  numbered  and 
duplicated  and  the  numbers  are  recorded  and  initialled 
in  the  postage  book.  In  "ordinary"  branch  assurance 
no  notice  of  intention  to  lapse  is  legally  necessary,  but  as 
a  matter  of  practice  a  renewal  notice  is  invariably  sent 
as  a  reminder. 

In  addition  to  outstanding  premiums  there  will,  in  some 
cases,  be  included  in  the  total  premiums  taken  into  account 
the  full  premiums  due  upon  policies  issued  under  the  half- 
oxedit  system.  Under  this  system  one-half  only  of  the 
premium  is  payable  in  cash,  the  other  half  is  treated  as 
a  loan  on  the  policy,  and  appears,  of  course,  amongst  the 
assets  in  the  Balance  Sheet ;  the  full  premium  being  taken 
credit  for  as  income  due  in  the  year. 

A  large  proportion  of  the  premium  income  of  an  assur- 
ance company  reaches  it  through  agents,  who,  as  a  general 
rule,  deduct  the  commission  due  to  them  on  the  premiums 
and  remit  the  balance.  Consequently,  in  most  cases, 
remittances  from  agents  represent  net  figures,  and  adjust- 
ing Journal  entries  are  necessary  to  arrive  at  the  gross 
premiums  collected,  and  the  amount  of  the  commission 
and  expenses  deducted.  Journal  entries  are  also  neces- 
sary to  bring  the  amount  of  the  ontstanding  premiums 
into  the  books  at  the  close  of  the  year.  The  practice  of 
assurance  companies  differs  somewhat  with  regard  to 
outstanding  premiums.  Some  Companies  deal  only  with 
such  premiums  as  are  actually  payable  within  the  financial 
period  covered  by  the  accounts ;  other  Companies  include 
the  balance  of  the  annual  premiums,  where  such  premiums 
are  payable  by  half-yearly  or  quarterly  instalments,  on 
the  ground  that  such  unpaid  instalments  constitute  a  debt 
upon  the  policy  in  the  event  ol  its  becoming  a  claim. 

When  assessing  the  value  of  outstanding  premiums 
as  an  asset  in  the  Balance  Sheet,  the  student  should 
remember  that,  as  already  explained,  there  is  a  reserve 
for  valuation  .purposes,  on  every  policy,  representing  the 
liability  of  the  Company  at  the  date  of  the  valuation. 
This  reserve  iiabihty  almost  invariably  represents  a  larger 
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Bam  than  the  otttstanding  premiam  treated  as  an  asset 
For  example,  John  Smith  took  out  a  policy  for  £500 
payable  at  death.  The  Company's  liabUity  on  this  policy 
was  valued  at  £75  at  the  date  of  the  last  valuation,  and 
was  duly  reserved  for.  The  outatonding  premium  is 
taken  credit  for  at  £14.  The  amount  treated  as  an  asset 
is  therefore  well  secured,  because  were  the  pohcy  to  lapse 
by  non-payment,  the  reserve  habihty  would  be  released, 
while  sboiild  a  claim  arise  the  unpaid  premium  would  be 
deducted  from  the  amount  of  the  claim.  Some  Companiea 
quote  yearly  premiums  payable  in  quarterly  instalments, 
whilst  others  quote  quarterly  premiums.  In  the  latter 
case,  provided  the  last  quarterly  premium  bad  been  paid, 
nothing  would  be  outstanding. 

When  the  examination  candidate  is  required  to  prepare 
a  set  of  accounts  from  the  Trial  Balance  of  an  assurance 
company  he  should  remember  that  the  item  "outstand- 
ing premiums  "  has  already  been  included  in  the  "  pre- 
miums," and  therefore  it  only  needs  to  be  scheduled  in 
its  proper  place  amongst  Uie  assets  in  the  Balance 
Sheet. 

Sometimes  premiums  are  reduced  by  the  issue  of 
bonuses.  It  such  cases  it  is  customary  to  take  credit 
for  the  full  premium,  and  to  include  the  bonuses  in  the 
appropriate  place  on  the  payments  side  of  the  account. 

There  are  other  points  of  minor  importance  affecting 
the  item  "  premiums,"  but  enough  has  been  said  to  show 
that  the  figure  entered  in  the  Eevenue  Account  should  be 
the  true  net  figure  representing  the  premium  income  of 
the  Company  for  the  year,  after  providing  for  outstand- 
ings and  after  deducting  lapses,  re-assurances  and 
premiums  belonging  to  other  periods. 

The  First  Schedule  of  the  Act  of  1909  makes  no 
provision  in  the  body  of  the  account  itself  for  separating 
the  premium  income  as  between  new  and  old  business, 
but  Note  8.  indicates  that  this  information  must  be 
supplied.  Where  under  the  old  Act  this  desirable  analysis 
has  been  made  by  assurance  companies,  no  objection  to 
the  amendment  appears  to  have  been  made  by  the  Board 
of  Trade. 

Conaideratioiis  for  Aonuitiea  Granted. — The  word  "  an- 
nuity," in  addition  to  its  literal  meaning — an  annual 
payment — means  also  the  investment  of  a  sum  of  money 
to  yield  an  agreed  amount  at  fixed  periods.  Some 
particulars  of  various  kinds  of  annuities  have  been  given 
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in  the  CompeDditun  od  p.  660.     The  heading  provided  ia 

the  First  Schedule  is  for  the  amounts  received  by  the 
Company  from  persons  who  have  purchased  annuities 
during  the  year.  The  purchase  price  of  annuities  is 
based  solely  on  the  age  and  ses  of  the  purchaser  and  the 
rate  of  interest  which  the  Company  expects  to  earn  on  its 
invested  funds.  As  a  general  rule,  no  investigation  into 
the  family  history  of  the  purchaser  is  made  as  is  the  case 
with  life  assurance.  It  is  perplexing  to  the  lay  mind 
that  tables  are  not  compiled  having  special  reference  to 
"  poor  lives,"  but  presumably  the  demand  for  annuities 
by  this  class  is  not  sufficiently  strong  to  afford  the 
neoessaxy  data  for  reliable  averages  upon  which  to  base 
suitable  rates.  It  is  within  the  author's  knowledge, 
however,  that  the  keen  competition  of  modem  days  has 
rendered  it  possible,  in  exceptional  cases,  to  obtain  a 
reduction  of  the  rates  ordinarily  employed. 

It  would  appear  from  the  notes  appended  to  the  First 
and  Third  Schedules  that  the  maintenance  of  a  separate 
Annuity  Fund  is  optional,  though  the  tenor  of  these 
notes  seems  to  be  somewhat  in  opposition  to  the  pro- 
visions of  Section  3  of  the  Act.  Some  Companies  exhibit 
separate  Annuity  Funds,  whilst  others  do  not  specify  the 
separate  liability  for  annuities  granted,  the  liability  being 
merged  in  the  Life  Assurance  Fund.  It  is  to  be  regretted 
that  the  new  Act  does  not  impose  uniformity  of  practice  in 
this  connection.  Annuities  are,  as  a  general  rule,  pur- 
chased by  the  payment  of  a  sum  down,  but  contingent  or 
deferred  annuities,  purchased  by  annual  payments  over  a 
certain  period,  are  also  granted.  Some  Companies  treat 
these  payments  under  the  head  of  "  premiums  " — appar- 
ently the  most  suitable  course. 

Interest,  Sividends  and  Benta. — ^This  heading  embraces 
the  yearly  income  of  the  Company  derived  from  interest 
and  dividends  on  its  investments  and  the  rents  of  its 
Freehold  and  Leasehold  properties.  As  was  explained  in 
the  case  of  Premiums,  this  item  should  include  all  the 
income  from  these  sources  applicable  to  the  year.  Some 
portion  of  this  income,  although  payable  within  the  year, 
will  be  outstanding,  and  must  be  brought  into  account  by 
means  of  Journal  entries.  Items  wiU  also  exist  which, 
although  not  payable  within  the  period,  have  to  an 
extent,  accrued  during  the  year.  For  instance  debenture 
interest  payable  on  September  30  and  March  31,  will 
have  "accrued  "  for  three  months  on  December  31,  and, 
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to  this  extent,  may  be  brought  into  acconnt.*  Bab 
the  practioe  of  aBenrance  oompanies  is  not  uniform,  and, 
in  some  cases,  accrued  income  is  ignored.  This  is  another 
point  which  the  new  Act  might  have  conveniently  dealt 
with.  Although  it  may  be  more  accurate  to  include 
aocmed  interest,  the  practice  undoubtedly  leads  to  soma 
confusion  and  difficulty,  and  since  the  income  anticipated 
for  one  year  must  be  excluded  from  the  next,  no  advan- 
tage  in  the  lon^  run  appears  to  be  gained.  In  all  cases 
where  outstanding  or  accrued  income  has  been  brought 
into  account  the  corresponding  entries  must,  of  coursei 
appear  in  the  Balance  Sheet  as  assets  under  appropriate 
headings. 

The  student  will  note  that  the  First  Schedule  requires 
the  total  amount  of  income  tax  payable  on  the  income  for 
the  year  to  be  set  out  so  that  the  net  income  may  be 
shown.  Hitherto,  some  C!ompanies  hare  shown  their 
gross  income,  and  have  included  the  tax  as  a  payment 
on  the  expenditure  side  of  the  Bevenue  Account,  while 
others  have  shown  their  net  income  but  have  not  disclosed 
the  amount  of  the  income  tax  deducted.  The  new  regu- 
lation brings  all  Companies  into  line  in  thia  respect.  The 
above  heading  also  includes  interest  payable  on  loans  on 
the  Company  s  policies,  on  reversions  and  other  secured 
loans,  rdscount  received  on  claims  paid  in  advance 
should  also  be  included  under  this  heading. 

The  rents  taken  into  account  should  be  the  net  rents 
received  after  paying  all  outgoings,  such  as  rates,  taxes, 
repairs,  etc. 

In  cases  where  the  Company  owns  and  occupies  its  own 
premies,  it  is  usual  to  chaise  a  fixed  rent  as  income 
under  this  heEiding,  a  similar  amount  being  charged  under 
the  appropriate  head  ou  the  expenditure  elde  of  the 
account. 

The  student  will  have  gathered  from  the  preceding 
pages  that  the  amount  of  interest  earned  by  an  assurance 
company  upon  its  funds  is  a  factor  of  paramount  import- 
ance in  the  policy  of  the  Company.  A  responsible  part 
of  the  duties  of  the  management  is  the  selection  of 
investments  yielding  as  large  a  return  as  Is  compatible 
with  the  security  of  the  Capital.  Reference  has  already 
been  made  to  the  importance  which  the  rate  of  interest 


market  prices,  as  the  latter  valuation  includes  the  aocrued  interest. 
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earned  assomes  when  the  qumquennisj  v&liiation  is  in 
progress  and  in  the  coOipilation  of  the  Company's  tables 
of  ratea.  The  student  may  have  noted  that  it  is  the 
practice  of  many  Companies  to  disclose  from  time  to  time 
the  rate  of  interest  earned. 

In  order  to  arrive  at  the  strict  rate  of  interest  earned 
algebraic  knowledge  is  necessary,  but  it  can  be  obtained 
simply,  and  with  approximate  accuracy  as  follows — 

Funds  at  commenoement  of  year .        ■ 

Lea  Interest  eomiid  during  the  period 

Average  Fniida  aaj        . 
BataoflntwMtsanied  =  ^"-^^  "  ""!  =  £3  17i>.  \Qd.ptree 

Other  Eec«ipts.— The  wording  of  the  First  Soheduls 
indicates  that  all  receipts  other  than  those  included  in 
the  preceding  headings  mast  be  separately  specified.  If 
any  fresh  issue  of  capital  has  takea  place  the  amount 
realized  will  come  under  this  head.  Bo  also  will  fines 
collected  for  the  revival  of  lapsed  policies,  or  fees* 
received,  or  profits  made  by  the  Company.  Profits 
realized  on  the  sale  of  investments  will  also  be  included 
unless  they  are  taken  direct  to  the  Beserve  Account. 
As  these  profits,  in  the  case  of  an  assurance  company, 
are  capital  profits,  it  is  more  satisfactory  to  carry  them 
to  reserve. 

Tnming  now  to  the  expenditure  side  of  the  First 
Schedule,  we  come  first  to — 

Clainu. — This  item  should  include  all  claims  actually 
paid  during  the  year  and  all  claims  admitted  during  the 
year.  There  must  always  be  claims  outstimding  at  the 
date  on  which  the  accounts  are  closed,  e.  g.  where  the  title 
of  the  claimant  and  the  legal  proof  of  death  are  still 
under  investigation.  All  bonuses  and  other  benefits 
attached  to  the  policies  must  also  be  reserved  for.  It  is 
the  practice  of  many  companies  to  bring  into  account  all 
claims  of  which  they  have  been  advised  prior  to  the  close 

*  Fees  received  for  the  transfer  of  shares,  or  for  the  registration 
of  assignments  or  other  docnnienta. 
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of  the  year.  Theoretically  this  is  sound,  bnt  it  has  draw- 
backs, and  reeults  ia  some  cases  ia  over-statement  of 
claims.  OutBtaading  claims  are  bronght  into  the  books 
by  means  of  Journal  entries,  and  appear  in  tlie  Balance 
Sheet  as  liabilities. 

The  First  Schedule  requires  the  division  of  claims 
mider  two  headings :  (a)  Dea^,  and  (b)  Hatnrlty.  The 
former  refers  to  claims  payable  on  the  death  of  the 
assured,  the  latter  to  endowment  polioies,  which  secure 
the  payment  of  an  agreed  sum  on  the  attainment  of  a 
specified  age  or  at  previous  death.  Endowment  assmr- 
ance  is  a  popular  and  suitable  form  of  investment  for 
those  in  receipt  of  fixed  incomes. 

Sorrenders. — This  item  consists  of  the  amounts  paid 
to  poUcy  holders  who  have  given  up,  or  "  surrendered," 
their  pohciea,  either  because  they  did  not  desire,  or  were 
unable,  to  continue  their  contracts.  It  also  includes 
sundry  losses  incorred  in  connection  with  the  Company's 
polioies.  For  example,  where  policies  issued  on  the  half- 
credit  system  have  lapsed,  the  unpaid  portions  of  the 
firemiums  treated  as  loans,  as  m'evioi^y  explained,  become 
osses,  and  mast  be  written  on  aad  included  in  the  above 
item.  Loans  outstanding  upon  lapsed  policies  are  simi- 
larly treated.  There  is,  of  course,  no  actual  loss  in  these 
cases,  as  the  amounts  advanced  are  always  within  the 
surrender  values  of  the  policies.  When  a  policy  has 
lapsed,  however,  the  asset  account,  representing  the  loan, 
no  longer  holds  good,  and  is  closed  by  transferring  the 
balance  to  the  Surrenders  Account.  The  amounts  paid 
for  the  surrender  value  of  bonuses  as  well  as  for  the 
surrender  value  of  the  "bare"  poUcies  must  also  be 
included,  but  the  items  need  not  be  separated.  The 
amounts  paid  upon  surrender  depend  upon  the  age  of 
the  policy,  and  the  particular  table  of  rates  onder  which 
the  policy  was  issued.  The  payments  range  from  one- 
third  to  two-thirds  of  the  actual  amount  of  the  premiums 
paid,  plus,  in  many  instances,  the  cash  value  of  any 
oonases.  The  assured  does  not  get  the  full  reserve  value 
of  his  policy  because  the  withdrawal  of  policy  holders 
nnfavourably  affects  the  mortality  experience  of  the 
Company.  Surrenders  also  increase  the  ratio  of  expenses 
to  receipts.  The  general  practice  is  to  deduct  about 
33J  per  cent,  from  the  reserve. 

AnnitltieB. — These  are  the  payments  made  during  the 
year  in  fulfilment  of  the  Company's  annuity  contracts. 
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the  oonsideration  for  which  was  dealt  with  on  the  other 
side  of  the  Eevenue  Account.  The  item  must,  of  cOTiree, 
include  all  annuities  due,  but  not  paid.  The  great  majority 
of  annuities  are  payable  half-yearly,  though  other  terms 
of  payment  are  arranged  to  suit  the  convenienoe  of 
annuitants.  Income  tax  is  deducted  from  all  annuities 
'before  payment,  except  where  exemption  forms  have 
been  lodged  by  annuitants  with  the  Company.  In  anch 
cases  the  annuity  is  paid  in  full,  and  the  tax  is  sub- 
ssquently  recovered  by  the  Company  from  the  Inland 
Eevenue  authorities.  Where  income  tax  is  deducted  by 
the  Company,  the  sums  so  deducted  may  be  retained  by 
the  Company  provided  the  taxed  income  of  the  under- 
taking exceeds  the  total  amount  paid  by  way  of  annuities 
during  the  year  {Edinburgh  Life  Assurance  Company  v. 
The  Lord  Advocate). 

Bonuses  in  Cash.— When  a  bonus  has  been  declared, 
the  policy  holder  has,  usually,  the  option  of  ^1)  allow- 
ing his  share  of  the  bonus  to  accumulate  until  his  policy 
becomes  a  claim,'"'  or  (2)  immediately  drawing  in  cash 
a  sum  somewhat  smaller  than  his  share,  or  (3)  having 
the  bonus  apphed  to  the  reduction  of  future  premiums. 
The  above  beading  provides  for  such  bonuses  as  have 
been  drawn  in  cash  during  the  year. 

Bonuses  in  Bednotion  of  Premium. — The  full  premiums 
payable  under  these  policies  are  included  on  the  income 
side  of  the  Bevenue  Account,  and  those  portions  of 
the  premiums  credited  as  paid,  in  lieu  of  bonus,  are 
Bet  out  under  this  heading. 

"Under  the  Act  of  1870  no  provision  was  made  for  the 
separation  of  the  two  preceding  items,  and  considerable 
diversity  existed  in  the  treatment  of  them. 

Commission. — This  heading  embraces  all  sums  paid  by 
a  Company  to  agents  and  others  as  remuneration  for 
obtaining  buainess.  An  over-riding  commission  is  some- 
times paid  to  district  agents  on  the  business  introduced 
by  the  agents  in  the  districts  they  control. 

Commission  due  on  all  outstanding  premiums  taken 
into  account  must  be  provided  for. 

The  commission  paid  to  agents  varies  from  10  per  cent 
to  25  per  cent  on  the  first  premium  payable  on  ordinary 
branch  new  business  introduced  by  them,  and  2J  per 
cent,  to  5  per  cent,  on  the  renewal  premiums  collected 
by  the  agent.  In  some  oases  a  single  commission,  caUod 
*  Known  as  a,  nvsnioiLUy  boaiu. 
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a  "  flat "  commisaioQ,  is  paid  on  the  first  preminm 
ranging  from  25  per  cent,  to  60  per  cent,,  no  com- 
mission being  paid  on  renewals.  In  Industrial  ftssorance 
the  gents'  commission  is  usually  reckoned  at  so  many 
times  the  amount  of  the  premium.  For  example, 
in  the  case  of  a  weekly  premium  of  \d.  the  oommisstoa 
would  be  Is.  2d.,  or  14  times  the  premium.  The  com- 
mission paid  to  agents  introducing  annuity  business 
usually  amounts  to  I  per  cent,  on  the  purchase  price  of 
the  annuity. 

Expenses  of  Hanagement.— Under  this  bead  appear  the 
administration  expenses  incurred  in  carrying  on  the 
business,  e.  g.  rent,  rates,  taxes,  salaries,  advertising,  law 
costs,  medical  fees,  depreciation  of  furniture,  etc.  In 
accordance  with  general  commercial  practice,  separate 
Ledger  Accounts  are  kept  for  the  chief  kinds  of  expense, 
including  the  usual  "  Profit  and  Loss  "  items,  and  at  the 
end  of  the  year  these  various  expense  accounts  are  closed 
into  a  General  Account  under  the  above  beading.  No 
details  of  this  heavy  item  are  required  by  the  terms  of 
the  Act ;  but  hitherto  it  has  been  the  practice  of  many 
Companies  to  show,  in  an  inner  column,  some  of  the 
chief  details  composing  the  total.  All  expenditure  held  in 
suspense  as  an  asset  iu  the  Balance  Sheet,  e.g^.  Pre- 
liminary Expenses,  must  be  separately  set  out  in  the 
Eevenue  Account  (see  Note  4,  First  Schedule). 

Other  Payments.— The  items  included  under  this  heading 
must  be  separately  stated,  the  designation  "  Sundries " 
being  inadmissible.  Appropriate  payments  for  iaclusion 
are  dividends  and  bonuses  paid  to  shareholders,  deprecia- 
tion on  Investments,  transfers  to  Reserve  Fund,  Bad 
Debts,  etc.  Where  shareholders  are  paid  a  dividend  in 
the  form  of  fully  paid  shares,  the  amount  of  the  dividend 
will  appear  as  a  payment  under  this  heading,  and  a  similar 
amount  must  be  entered  on  the  other  side  of  the  account 
representing  the  fresh  issue  of  capital  that  has  been 
made. 

Amoont  of  Life  Assuranoe  Pnnd  at  the  End  of  the  Year. 
— ^This  item  forms  the  "  balance  "  of  the  account,  and 
appears  again  in  the  Balance  Sheet  as  representing  the 
surplus  of  the  Company's  assets  over  its  liabiUties.  As 
already  explained,  this  balance  forms  the  starting  item  of 
the  Revenue  Account  for  the  next  period.  Students 
appear  to  be  confused  because  the  "  Amount  of  Funds  at 
the  end  of  the  year  "  is  sometimes  omitted  iu  examiDatioii 
Google 
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queations.  la  such  oases  prepare  the  Bevenae  Aooonnt 
in  the  ordinary  way,  the  b^ance  diBcloBed  ia  tbe  amount 
o(  the  "  fands  at  the  and  of  the  year  "  to  be  included 
in  the  Balance  Sheet. 

Pornu  (B),  (C),  (B),  and  (E),  Fint  Schedule 

These  forms  of  Bevenue  Account  apply  reBpectively  to 
Fire,  Accident,  Employers'  Liability,  and  Bond  loTestment 
Insm-aace. 

They  are  almost  identical  with  Form  (A)  already  ex- 
plained in  detail.  The  alterations  are  few  and  onimportaut, 
and  the  only  point  to  which  attention  need  be  called  ia 
the  provision,  on  the  debit  side  of  the  varions  forms,  for 
the  deduction  from  the  premium  income  of  a  Beserve  /or 
unexpired  risks. 

As  the  ^eminms  on  insurance  policies  are  paJd  in 
advance,  it  is  clear  that,  at  any  given  date,  some  policies 
will  be  in  force,  the  premiums  on  which  have  been  paid 
for  a  period  tba.t  extends  beyond  the  year  dealt  with  in 
the  Current  Accounts.  In  consequence  of  these  unexpired 
risks  the  whole  of  the  premium  income  has  not  oeen 
earned  at  the  closing  date.  There  are  various  methods ' 
of  estimating  the  amount  which  should  be  reserved 
under  this  head.  ^  In  any  case  the  estimate  can  only  be 
approximate,  and  should  be  based  as  far  as  possible  upon 
past  experience  of  the  particular  risks  covered  by  the 
premium  income. 

The  general  practice  of  the  leading  insurance  companies 
is  to  reserve  as  followa : — 


Fire. — 33J  per  cent,  to  40  per  cent  of  the  premium 
income.  This  is  usually  recognized  as  the 
minimum  reserve  necessary. 

Accident. — 40  per  cent,  of  the  net  premium  Income 
after  deducting  re- assurances. 

Employers^  Liability.  —  iO  per  cent,  of  'the  net 
premium  income,  care  being  taken  that 
adequate  allowance  is  made  for  outstanding 
claims,  as,  in  some  cases,  annuities  may  be 
payable  for  long  periods. 

Profit  and  Loss  Account  (Second  Scbeddiie) 
Tliis  form  applies  only  to  Companies  carrymg  on  more 
than  one  class  of  business. 
As   already   explained,  the    profit  or  loss    open  life 
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flSBurEuice  basinesB  oon  only  be  ascettwned  by  actaarial 
valuation.  This  schedule  provides  for  the  combination 
of  the  profits  or  losses  made  upon  classes  of  business 
other  than  life  assurance.  Any  other  income  applicable 
to  the  combined  business,  and  not  to  a  special  depart- 
ment, Is  collected  by  means  of  tbis  account.  On  the 
other  side  of  the  account  payments  and  expenses  nob 
chargeable  to  any  particular  department  are  set  out. 
The  schedule  practically  takes  the  place  of  the  net  Piofib 
and  Loss  Account  of  an  ordinary  trading  concern. 

Balance  Sheet  (Thibd  Schedule] 

Dealing  firsli  with  the  liability  side  of  the  Balance  Sheet, 
the  student  will  note  that  the  various  items  oomposine 
the  balance  of  the  Ifevenne  Account  ore  separated  and 
entered  "  short."  The  total  of  these  items  nhen  ex- 
tended agrees,  of  course,  with  the  balance  of  the  First 
Schedule,  and  forms  the  amount  of  the  Company's  funds 
at  the  end  of  the  year,  or,  in  other  words,  the  sniplus 
of  the  assets  over  the  liabilities. 

Shareholders' Capital. — As  already  explained,  the  amount 
paid  up  on  the  Company's  shares  has  been  brought  into 
the  accounts  by  means  of  the  Bevenue  Account,  and 
forms  part  of  the  balance  of  that  account.  The  amount 
of  the  paid-up  capital  is  set  out  separately  in  tbe  analysis 
of  the  funds  for  general  information.  No  capital  will,  of 
course,  appear  in  the  case  of  mutual  companies.  If  shares 
have  been  issued  at  a  premium,  the  amount  of  such 
premium  should  be  set  out  as  a  separate  fund  or  included 
m  the  Eeserve  Fund, 

Aaioraace  and  Insurance  Fimdi. — The  next  items  set 
out  in  the  Schedule  represent  the  various  departmental 
funds  as  shown  in  their  respective  Bevenue  Accounts. 
It  is  important  that  the  student  should  remember  that 
these  various  funds  are  not  liabilities  in  the  ordinary 
book-keeping  sense,  but  represent  amounts  available  to 
meet  the  liabilities  of  each  department  when  ascertained 
by  valuation. 

Annuity  Fund. — This  item  represents  the  Company's 
liability  to  its  annuitants  as  disclosed  by  valuation.  'ih& 
student  will  note  that  the  necessity  for  the  separate  state- 
ment of  this  fund  appears  to  be  doubtful.  In  many  cases 
the  liability  is  merged  in  the  Life  Assurance  Fund. 

Blsiing  Fond  and  Capital  Bedemption  Fond. — These 
items  represent  the  Company's  liability  on  "  Sinking  Fund 
Policies,"  sometimes  knovm  as  "  Capital "  or  "  Leasehold 
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Bedemptdon  Ptdioiea."  Under  these  polioies  the  Company 
contracts  to  pay,  in  consideration  of  an  annual  premium, 
a  fixed  sum  at  a  stated  fntnre  date.  These  policies  involve 
no  life  risk ;  they  represent  simple  aocumulation  of  pre* 
minms  at  componnd  interest  (usnally  3  per  cent.),  and  are 
commonly  used  to  repay  deb^tures,  or  to  replace  wasting 
assets,  as.  e.  a.  leaseholds. 

Profit  and  Xoia  Aooount. — This  is  the  credit  balance  of 
the  Profit  and  Loss  Aooount  (Second  Sohedole)  in  oases 
-where  such  an  account  is  necessary. 
.  Other  Fandj. — This  heading  embraoes  sacb  items  aa 
Investment  Beserre  Funds  now  maintained  by  the 
majority  of  the  leading  Companies.  Other  items  which 
cannot  be  inolnded  under  any  of  the  preceding  headings 
must  be  set  out  separately. 

The  total  of  the  above  headings  is  now  extended  in 
the  second  oaeh  column,  and  forms  the  total  of  the  Funds 
at  the  end  of  the  year,  as  shown  in  the  Bevenue  Account 
(First  Scbedole),  and  represents  the  excess  of  the  assets 
over  the  liabilities. 

Claims  Admitted  but  not  Paid. 

Annuities  Sue  hut  not  Paid. — These  items  were  ex> 
plained  when  the  Bevenue  Account  was  dealt  with. 
They  represent  the  liability  for  the  accrued  outstandings 
taken  into  account  when  preparing  the  First  Schedule. 

Other  Sums  Owing  by  the  Company. — If  any  liabilities 
exist  which  are  not  covered  by  any  of  the  preceding 
headings  they  must  be  separately  set  out  under  the 
above  designation.  Loans,  Bank  Overdrafts,  Income 
paid  in  advance  (premiums  or  interest)  are  illustrations 
of  Buch  items.  Small  sums  outstanding  for  commission 
due  to  agents,  debts  due  to  tradesmen,  and  so  on,  woidd 
be  included  as  "  Sundry  Creditors." 

Turning  now  to  the  asset  side  of  the  Balance  Sheet, 
the  student  who  is  familiar  with  the  requirements  of  the 
Act  of  1870  wiU  note  that  the  Third  Schedule  of  the  new 
Act  provides  for  more  detail  and  analysis  of  a  Company's 
mortgages,  loans,  and  investments  than  were  required  by 
tiie  former  Act. 

HortgagM- — Distinction  must  be  made  between  those 
loans  on  mortgage  "  within  "  and  those  "  without "  the 
United  Kiiudom. 

Loans. — Loans  on  Bates  are  loans  advanced  to  various 
local  authorities  on  the  security  of  the  Bates.  They 
are  usually  repayable  by  a  number  of  equal  half-yearly 
instalments,  and  diEter  from  an  ordinary  mortgage  in  that 
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thay  &re  commonly  for  a  fixed  term,  and  cajiitot  be  caUed 
in.  Loans  on  Life  Interests  and  Loans  on  Reversions. — 
These  are  loans  secured  by  reversions,  under  will,  to 
jiroperty  or  investments  on  the  death  of  the  tenant  for 
life.  It  the  reversion  is  contingent  and  not  absolute  a 
life  policy  covering  the  contingent  life  ia  required.  Loam 
on  Stocks  and  Shares  are  loans  secured  by  the  deposit  or 
trEinsfer  of  scrip  representing  sound  investments.  Loans 
on  the  Company's  policies. — In  many  cases  these  form 
the  largest  loan  business  of  the  Company.  They  are 
covered  by  the  deposit  of  the  policies,  and  an  equitably 
charge  upon  them  in  the  Company's  favour.  Companies 
greatiy  esteem  these  loans,  which  are  always  withm  the 
surrender  valaea  of  the  policies.  Loans  on  Personal 
Security.* — Such  loans  are  practically  confined  to  offices 
with  a  legal  connection,  whose  clients  are  doubtless  able 
to  offer  advantageons  business  under  this  head. 

Investments. — Most  of  the  details  required  need  no 
comment,  but  a  few  notes  on  some  of  the  headings  may 
he  useful.  Deposit  with  the  High  Court. — These  are 
securities  representing  the  Company's  compulsory  deposit 
{see  p.  484).  No  certificate  of  incorporation  is  obtain- 
able by  new  companies  until  the  required  deposit  has 
been  made.  Bent  Charges. — These  are  loans  raised  nnder 
the  Lands  Improvements  Act  upon  the  security  of 
property,  and  are  usually  repayable  by  instalments  upon 
the  annnity  system.  Freehold  Ground  Bents  are  largely 
purchased  by  Insurance  Companies,  and  combine  present 
mcome  with  reversionary  benefits.  In  some  cases  the 
annual  ground  rent  may  not  afford  a  high  rate  of  interest 
upon  the  investment,  but,  when  the  property  "  falls  in  " 
upon  the  expiration  of  the  lease,  the  addition  to  the 
Company's  assets  and  income  is  frequently  considerable. 
Agents'  Balattces — i.  e.  premiums  collected  by  ^ents,  but 
not  yet  remitted  to  the  Head  Office. — When  bringing 
these  figures  into  the  accounts  allowance  must  be  made 
for  all  commission  due  to  agents,  and  for  possible  had 
debts.  Other  assets  would  indude  such  items  as  Furniture 
and  Fixtures,  Stock  of  Stationery,  Policy  Stamps, 
Preliminary  Expenses,  etc. 

The  student  should  carefully  study  the  notes  appended 
to  the  Balance  Sheet.  The  more  important  of  these 
notes  are :  Note  2,  which  calls  for  a  Balance  Sheet  in 
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respect  of  each  separate  fund  for  which  separate  invest- 
meats  are  made ;  Note  3,  containing  the  new  regulations 
that  the  Balance  Sheet  must  state  the  basis  on  which  the 
Company's  Stock  Exchange  securities  have  been  valued, 
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and  that  a  certificate,  "  signed  by  the  same  persons  as 
sign  the  Balance  Sheet,"  must  be  appended  to  the  effect 
that  the  assets  are  in  the  aggregate  fully  of  the  vEilne 
stated  in  the  Balance  Sheet ;  and  Note  4  requiring  the 
auditors  to  sign  the  certificate  certifying  that  no  part  of 
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any  fund  has  been  utilized  for  any  purpose  other  than  the 
class  of  business  to  which  it  applies  (see  p.  486). 

The  main  object  of  the  new  requirements  in  the  Act 
of  1909  appears  to  be  to  bring  the  vartous  insnranoe 
companies  into  line  in  the  statement  of  their  accounts,  so 
that  comparison  can  be  made  between  them.  The 
present  forms  are  in  some  respects  an  improvement  upon 
those  of  1870,  but  it  is  to  be  seen  whether  the  assurance 
companies  wilt  place  as  many  different  interpretations 
upon  the  headings  in  the  new  schedules  as  they  did  upon 
those  in  the  old. 

Valuation  Fobms  (4th  amd  5th  Schedules) 
The  Fourth  Schedule  gives  the  basis  of  valuation,  and 
the  Fifth  Schedule  the  forms  which  apply  to  the  valuations 
necessary  under  Section  5.  The  form  of  the  Valuation 
Balance  Sheet  applicable  to  Life  Assurance  (Fourth 
Schedule)  is  given  on  the  previous  page. 

BooKa  OP  Account 
The  buBinesB  of  an  assurance  company  is  practically  a 
cash  business,  and  the  efficiency  of  a  set  of  books  used 
by  an  assurance  company  is  to  be  judged  b^  the  skill 
with  which  provision  is  made  for  the  tabulation  of  the 
receipts  and  payments  in  accordance  with  the  needs  of 
the  particular  Company.  Columnar  Cash  Books  and 
Journals  are  eminently  suitable  for  assurance  work,  and 
are  largely  used;  the  character,  capacity,  and  number 
of  the  books  employed  depending  upon  the  objects,  re- 
quirements and  magnitude  of  the  business.  But  seeing 
that  the  final  accounts  must  he  presented  in  the  statutory 
form,  it  is  clear  that  the  books  of  account  must  also  be 
designed  to  afford  the  information  necessary  to  compile 
these  statutory  accounts  with  the  least  possible  trouble. 
The  scheme  here  outlined  is  applicable  mainly  to  ordin- 
ary branch  assurance.  Industrial  assurance,  entailing 
the  collection  of  an  enormous  number  of  small  weekly 
and  monthly  premiums,  requires  special  treatment.  Com- 
paDies  undertaking  industrial  assurance  are  few  in  num- 
ber, and  the  necessary  amplifications  in  the  system  of 
book-keeping  employed,  although  very  interesting,  are 
too  numerous  to  be  treated  here.  Besides,  the  examin- 
ation candidate  would  not  be  expected  to  possess  knowledge 
of  so  technical  a  subject. 
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Casli  Books. 

The  great  majority  of  assurance  companies  keep 
separate  Cash  Books  for  receipts  and  paymenta.  The 
analysis  columns  required  are  so  numerous  that  space  for 
them  cannot  conveniently  be  a£Forded  in  a  single  book. 

Receipts  Cash  Book.— A  ruling  commonly  employed  for 
this  purpose  is  given  on  the  previous  page.    The  colamne 

AGENTS'  DEBIT  JOURNAL. 


AGENTS'  CREDIT  JOURNAL. 


provided  can  be  increased  or  diminished  to  meet  particular 
needs.  The  Cash  Book  is  kept  and  posted  on  lines 
common  to  all  columnar  Cash  Books  (see  p.  351  et  eqq.). 
Polio  columns  are  provided  for  items  which  musf  be  posted 
separately,  each  as  capital  receipts  and  payments.  The 
columns  headed  "  Month,"  and  "  Number  of  Policy  "  are 
inserted  for  convenience  of  reference,  every  policy  being 
identified  by  an  official  namber  and  the  month  in  virhich 
the  premium  falls  due.  In  some  large  Companies  the 
Beceipts  Cash  Book  is  subdivided  into  a  number  of  Cash 
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Books,  for  example,  Head  OfBca  Fremiuma  Cash  Book, 
Agency  Bemittances  Cash  Book,  Loana  Cash  Book,  Bents 
Cash  Book,  and  so  on.  la  casea  where  a  number  of 
subBidiary  Gash  Books  are  employed  all  receipts  Dot  appli- 
cable to  one  or  other  of  the  aub-Caeh  Booka  will  be 
grouped  and  analyzed  in  a  General  Cash  Book,  Usually 
the  daily  or  weekly  totals  of  the  aab-Cash  Books  are 
carried  to  appropriate  columna  in  this  Cash  Book.  In  any 
case,  the  lK)oks  must  be  so  designed  that  the  total 
receipts  of  all  classes  and  from  all  sonrcea  are  conveniently 
marsh^ed  for  posting  purposes. 

Expenditure  Cask  Book. — A  common  form  is  giYea  on 
page  510,  In  many  cases  a  number  of  subsidiary  Caah 
Books  are  employed— the  totals,  daily  or  weekly,  of  these 
Cash  Books  being  brought  iuto  the  "  Main  "  or  "  General 
Cash  Book.  If  e^arate  cashiers  are  entrusted  with  funds 
for  the  service  of  the  subsidiary  Cash  Booka,  the  "Im- 

C:t "  system  may  be  usefully  adopted.  Separate  Cash 
ka  are  commonly  employed  for  Claims  and  for  each 
class  of  assurance,  i.e.  "ordinary"  and  "industrial," 
Loans  on  Policies. — In  casea  where  the  number  of  these 
loans  is  heavy,  they  are  usually  recorded  in  a  separata 
Caah  Book.  Expenses  of  Management,  Surrenders,  and 
Annuities  are  also  classes  of  expenditure  for  which 
separate  Cash  Booka  are  usefuly  employed  in  many 
cases. 

Petty  Cash  Book. — No  rulinga  of  this  book  need  ba 
given  here,  as  the  principle  of  its  construction  is  the 
same  as  that  with  which  the  studenb  is  already  familiar. 
In  most  cases  this  book  is  provided  with  analysia  columns 
for  items  of  expenditure,  forming  part  of  the  heading 
"  expenses  of  management."  Such,  for  example,  aa 
medical  fees,  policy  stamps,  aalaries,  printing,  postages,  and 
any  other  sub-divisiona  of  the  item  for  wbidi  independeni; 
totals  are  desirable. 

Ledgers 

The  number  of  ledgers  employed  by  particular 
Companies  will  depend  on  the  nature  and  magnitude 
of  the  Company's  business.  In  most  cases,  however, 
separate  Ledgers  will  be  kept  for  Loans,  Mortgages,  and 
Investments.  Indeed,  m  some  cases  the  Ledgers  are 
almost  as  numerous  as  the  analytical  headings  of  the 
assets  which  appear  in  the  Third  Schedule  of  the  Act  of 
1909.    A  form  of  Investment  Ledger  baa  aJready  beea 
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eiven  on  page  449.  The  rullDgs  of  this  book  can  readily 
Be  adapted  to  record  any  kind  of  investment.  Separate 
Agents  Ledgers  are  always  kept  If  the  Company  is  a 
large  one,  these  Ledgers  will  probably  be  sub-divided  into 
geographical  districts.  Particulars  of  all  premiums 
debited  to  the  Company's  agents  for  colleotion,  together 
\vith  details  of  the  agents'  remittances,  are  shown  in  these 
books.  All  Bupplemeotal  Ledgers  should,  when  possible, 
be  self-balancing.  The  Genei^  Ledger,  as  in  the  case  of 
Banks,  contains  tlie  "  total "  accounts  representing  each 
separate  Ledger,  go  that  from  this  ledger  a  Trial  Balance 
can  be  rapidly  extracted  at  any  time.  The  accounts  appear- 
ing in  the  General  Ledger  afford  the  information  for  the 
preparation  of  the  Bevenue  Account  and  Balance  Sheet 
in  the  First  and  Third  Schedules  of  the  Act  of  1909. 
The  detailed  balances  of  the  supplementary  Ledgers  must 
of  course  agree  with  their  respective  "  total "  accounts  in 
the  General  Ledger.  The  material  for  posting  the  supple- 
mental Ledger  is  obtained  from  the  totals  of  the  analysis 
columns  of  the  various  Cash  Books.  A  Revenue  Ledger  is 
frequently  kept  as  a  separate  book.  This  Ledger  contains 
all  the  debit  and  credit  accounts  necessary  for  the  con- 
struction of  the  First  Schedule.  The  "Expenses  of 
Management "  account  is,  in  practice,  considerably  sub- 
divided. Separate  accounts  are  kept  for  the  chief  items 
of  expense  composing  the  total.  At  the  end  of  the  year 
these  accounts  are  olosed  into  the  main  account. 
The  Journal 
The  Journal  occupies  an  important  place  in  assnrane© 
book-keeping.  The  student  is  already  aware  that  the 
necessary  statutory  accounts  are  not  cash  accounts,  hut 
that  they  embrace  all  outstanding  income  and  expenditure. 
At  the  close  of  the  year  it  is  necessary  therefore  to  pass 
Journal  entries  through  the  hooks  for  all  outstandings,  e.  g--~, 

Outstanding  Premiums  Account  Dr. 
to  Premiums  Account. 

for  premiums  outstanding  as  on  December  31, 1910. 
Outstanding  Interest,  Bents    and    similar    items   of 
income  are  treated  in  like  manner  through  the  Journal. 
So,  too,  is  outstanding  expenditure,  e.g. — 

Claims  Account  Dr. 

.     to  Outstanding  Claims  Account. 

for  claims  admitted  but  not  paid  as  on  December  31, 
1910. 

D,£,,t,7P-hy  Google 


514      BOOK-KEEPING  AND  ACCOUNTS 

OiitstandiDg  surrenders,  bonnsea,  commission,  and  ex- 
penses are  similarly  treated.  Any  one  'who  has  had 
practical  experience  of  assurance  work,  especially  perhaps 
in  the  capacity  of  auditor,  will  know  that  these  Journal 
entries  frequently  present  considerable  difficulties,  and 
need  careful  preparation  and  investigation  to  ensure  that 
the  figures  passed  into  the  accounts  are  strictly  acoorate. 
The  Journal  also  contains  the  numerous  inter-depart- 
mental transfers  made  from  time  to  time,  particularly  at 
the  close  of  the  year.  Where  a  Company's  investmenta 
are  numerous,  it  is  usual  to  keep  an  Interest  Journal 
showing  the  interest,  gross  and  net,  due  on  the  Company's 
investments,  suitable  rulings  heing  provided  for  the  pur- 
pose. An  Agents  Debit  Journal  will  also  be  necessary  in 
which  the  premiums  due  each  month  are  marshalled  and 
debited  to  the  agents  responsible  for  their  collection. 
Similarly  an  Agents  Credit  Journal  is  used  to  collect  and 
arrange  all  items  which  need  crediting  to  the  agents. 
Simple  forms  of  these  two  Journals  are  given  on  pags 
5H. 

Books  of  Record 
In  addition  to  the  books  of  account,  described  above, 
the  busioess  undertaken  by  an  assurance  company 
requires  the  use  of  a  large  number  of  books  of  record,  . 
Buch  as  Head  Office  New  Premiums  Book,  Branches 
New  Premiums  Book,  with  similar  books  for  Renewals, 
Commission  Boohs,  Policy  Registers,  Records  of  Lapsed 
and  Surrendered  Policies,  and  a  number  of  statistical 
books,  with  detailed  information  necessary  from  an 
actuarial  point  of  view.  Although  the  Company's 
accountant  should  be  famihar  with  these  books,  they  are 
not  under  his  control,  and,  from  the  student's  point  of 
view,  they  need  no  explanation  here.  Finally,  it  may  be 
noted  that  the  "  card  system  "  is  extensively  and  advan- 
tageously employed  in  assurance  book-keeping,  particu- 
larly where  industrial  assurance  is  undertaken. 

EXERCISES. 
24a. 

1.  Is  there  any  difference  between  the  t«rm8  *'  AsBnranoe  "  and 
"  Iiunrance"  ! 

2.  What  docament  forniB  the  boaia  of  the  Contract  between  tfao 
Aaaurance  Company  and  the  aBsurcd  f 

3.  In  wbst  different  ways  may  the  premiama  on  life  policies  b« 
paid: 
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4.  Explain  the  difference  between  a  "Mutual"  and  ft  "Pro- 
prietary "  Company. 

5.  What  is  a  "  Quinquennial  Valuation,"  and  what  does  it  BhoW( 

6.  Give  the  form  of  a  Valuation  Balance  Sheet. 

1.  How  does  an  Assnr&nce  Company  accomulate  a  "  Surplua"! 
8.  What  ia  a  "  With  Profit  pohoj^I 

24b. 

1.  What  are  Mortality  Tables  I  What  Mortality  Tabled  are  now 
In  most  frequent  use  ? 

2.  What  is  a  "  Bonus  "T  How  are  Bonoses  distributed  by 
.Aesnrance  Companies  1 

3.  Are  any  restrictions  attached  to  policies  of  life  assurance  I 

4.  Under  what  Act  are  Assurance  Companies  now  governed? 

B,  What  deposits  are  neoesBary  in  the  case  of  Assurance  Com- 
panies registered  af(«r  July  1,  1909  ! 

6.  Explain  how  the  deposit  is  made. 

7.  Give  the  form  of  the  First  Schedule  to  the  Act  of  1900. 

8.  What  does  the  Fourth  Schedule  to  the  1909  Act  contain! 
Does  it  differ  materially  bom  the  requicomeoU  of  the  Act  of  1870 1 

24a 

1.  What  is  a  "  pure  "  or  "  net "  premium  I 

2.  Wliatis  a  Half-credit  Policy!  How  are  the  premiums  on  such 
policies  treated  in  the  Revenue  Account ! 

3.  Must  every  Assurance  Company  publish  a  Profit  and  Loss 
Account  1 

4.  What  is  the  difference  between  "  Industrial "  and  "  Ordinary  " 

5.  What  do  you  understand  by  the  term  "  loading  "in  oonnectioa 
with  assurance  business  T 

6.  What  are  '- re-assurances  "T  How  are  they  treated  in  the 
published  accounts  T 

7.  Under  what  cireumstances  can  a  policy  of  assurance  be 
' '  lapsed  "  ! 

8.  How  are  (a)  outstanding  claims,  (6)  outstanding  interest,  and 
(e)  outstanding  premiums  dealt  with  in  the  published  accounts  of 
an  Assurance  Company  ? 


The  undermentioned  balances  form  part  of  the  Trial  Balance  of 
the  Blanksh ire  Assurance  Company,  Ltd.,  as  on  December  31,  1910. 

Prepare  the  Revenue  Account  of  the  Company  and  show  the 
amoaut  of  the  Life  Assurance  Fnnd  at  the  end  of  the  year. 

Amount  of  Life  Assurance  Fund  at  the  beginning  of  the  year, 
£1,470,562;  Claims;  By  death,  je76,980,  by  maturity,  £56,420j 
Premiums,  £210,572  ;  Expenses  of  Management,  £19,890  ;  Conv- 
mission,  £36,541 ;  Consideration  for  annuities  Kranted,  £10,620  ; 
Intt-rest,  Dividends  and  RenU,  £32,461  :  Income  Tax  paid  on  pre- 
ceding items,  £3,060  ;  Fines,  £02  \  Surrenders,  £21,860  ;  Annuities 
paid,  £19,420;  Bonuses  paid  in  cash,  £9,450;  iJoouses  paid  in 
Teiluction  of  premiums,  £2,500;  Preliminary  Expenses  (balance}, 
£600.       . 

Anawor.— Fund  at  the  end  of  year,  £1,497,586. 
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Tbial  Bai^hce,  June  3 


Freehold  Groiuid  Bents 

Surrenders 

Preroiuma  ,         .         ,         , 

Profit  oD  Sale  o[  Investments 

Aanaities  pikid  . 

House  Property 

Agents'  Balances 

Cash  at  Bank  (Current  Account) 

Cash  in  hand     . 

Office  Furniture 

Stock  of  Policy  Stamps  in  hand 

Mortgages  in  the  United  King- 

Mortgagea  ont  of    the  United 

Kingdom 
Loans  on  publio  rates 
Loans  on  Company's  policies 
British  Government  Secnritiea 
Indian  Government  Securities 
Foreign  Government  Securities. 
Bailway  Debentures , 
Outstanding  premiuins 
Claims  admitted  but  not  paid 
Sundry  Trade  Creditors     . 
Life  Assurance  Fund  at  the  !»■ 

ginning  of  the  year 
Consideraticn      for 

granted  

Interest     and    DtvtStnds    and 

RenU  (Gross) 
Income  Tax  .paid  thereon 
Claims.    By  death    . 
Claims.     By  Maturity 
Bonuses  in  Cash 
Commision 

jB  of  Management 


20,000  ■ 
168,421  ( 
21,104    ' 


12,7M    0    0 
354    0    0 

1,500    0    0 


661,421  0  0 

206,490  0  0 

174,892  0  0 

408,321  0  0 

221,640  0  0 

121,621  0  0 

142,520  0  0 

628,241  0  0 

21,641  0  0 


4,222  0  0 
S,872  0  0 
18,241     0    0 


68,421    0    0 


2,800,510    0    0 


£3.376,415    0    0 


Prepare  from  the  fallowing  balances  the  Revenue  Account  of  the 
East  AngUa  Assurance  Company  for  the  year  ended  June  30,  1011, 
and  the  Balance  Sheet  as  on  that  date. 
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Life  Asaurance  Fund  at  the  beginnioK  of  the  year,  £3,03P,8!>a ; 
CUiniB  paid  and  outstaadins :  Bj  death,  £152,288,  bj  maturity, 
£45,009  ;  Surrenders.  £25,578  ;  Fremiuma,  £004,122  ;  ConaiderBtion 
for  annnitiea  granted,  £161,740 ;  Regiatration  aad  Transfer  fees, 
£152 ;  BoDuses  paid  in  cssli,  £1,206  ;  BonoeeB  in  redaction  of 
premioma,  £1,370;  Annuities,  £92,641;  Commisaion,  £16,547 ; 
Eipensea  of  Managemeot,  £30,092 ;  Interest,  Dividends  and  Rents, 
£157,590  ;  Income  Tax  paid  thereon,  £10,025  ;  Centenary  bonus 
to  8taff,  £3,500;  Mortgages  within  United  Kingdom,  £811,050: 
Mortgages  out  of  United  Kingdom,  £10,950;  Loana  on  Public 
Bates,  £25,462;  Loans  on  Life  Interests,  £162,120;  Loons  on 
SocieW's  Policies  within  their  surrender  values,  £482,646  ;  Deposit 
with  High  Court.  £20,000  ;  British  Government  Securities,  £52,000  ; 
Municipal  Securities,  £10,500 ;  Indian  Government  Securities, 
£42.800  1  Foreign  Government  Securities,  £182,920 ;  Bailwar  De- 
bentures, £1,562,451 ;  Agents'  Balances,  £97,405  ;  Outstanding 
Premiums,  £51,421  ;  Ontatanding  InteresU  and  Rent*,  £116,621  ; 
Sundry  Debtors.  £1,061  ;  Cash  in  band,  £69,651  ;  Claims  admitted 
but  not  paid,  £66,860 ;  Annuities  due  and  unpaid,  £151  ;  Interest 
received  in  advance,  £20,621  ;  Sundry  Creditors.  £21,682  ;  Reserve 
for  outstanding  commiBsion  and  eipensaa,  £24,500. 

Anawei. — Assurance  Fund  at  end  of  year  =  £3,564,244. 
Balance  Sheet  totals  =  £3,698,058. 
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CHAPTEE  XXV 

THB  FOBH  OF  FUBLIBHED  ACCOUNTS 

Tbb  average  student  of  Book-keepiDg  has,  as  a  rulai 
bat  Jittle  chance  of  examining  examples  of  actual  accoanta 
prepared  for  the  information  of  the  partners  of  a  private 
concern,  or  for  publication  to  the  shareholders  of  a 
Limited  Company. 

The  Author's  experience  is  that  the  consideration  of 
sets  of  "  Uve  "  accounts  is  both  interesting  and  instruct- 
ive to  the  intelligent  student.  Accordingly  the  accounts 
of  a  few  neU-known  and  representative  undertakings  are 
here  given,  with  brief  explanatory  commente  when  such 
appear  to  be  necessary  or  useful.  Where  the  accounts 
relate  to  the  affairs  of  private  firms  fictitiouB  names  have 
been  substituted. 

As  a  rule,  the  accounts  of  limited  Companies  are  pub- 
lished annually,  although  in  the  case  of  Banking  and 
financial  houses,  half-yearly  meetings  are  generally  held 
at  which  the  accounts  for  the  past  half-year  are  presented 
to  the  shareholders.  ^n' 

In  private  partnerships  the  period  covered  by  "the 
accounts  is  fixed  by  the  Articles  of  Partnership,  bat  in 
most  oases  they  are  prepared  once  a  year  only. 

A  careful  perusal  of  the  specimen  accounts  which  follow 
will  reveal  to  the  student  a  wide  divergence  of  form. 
This  practical  illustration  will  convince  him  of  the  mi- 
wisdom'  of  attempting  to  dogmatically  advocate  the 
adoption  of  any  one  stereotyped  form  of  account  to  meet 
the  varying  needs  of  different  undertakings. 

Many  elements  enter  into  and  decide  the  final  form  in 
which  accounts  are  pubUshed,  e.  g.  the  Special  circum- 
stances surrounding  tiie  particular  bnsiness,  the  extent  to 
which  it  is  wise  to  disclose  trade  details  for  the  information 
of  rivals  or  the  public,  the  personal  opinions  (or  fads)  of 
the  Directors  or  Auditors,  and  so  on. 

The  student  must  not  assume  that,  in  the  Author's 
opinion,  the  accounts  which  follow  are  necessarily 
presented  in  a  theoretically  ideal  form,  of  in  a  form  most 
suitable  to  the  needs  of  the  respective  undertakings. 
They  are  set  out  exactly  as  they  were  published,  and  are 
presented  to  the  student  for  examination  and  consideration. 

The  Author  is  indebted  to  the  various  Directorates  for 
kind  permission  to  reproduce  the  accounts  which  appear 
in  this  chapter. 
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THE  UNION  OF  LONDON  ft  SMITHS  BANK,  Ltd. 

PROFIT  AND  LOSS  ACCOUNT  for  the  Half-year  ended 

December  31,  1908 


Bslsdei.  CoDtiibutioM  U  Fei 
Dion  Fund.  *i>d  otbsr  eip«DH 

Rstetc  on  BUli  not  dun !' 

15i.  0tf.  par  Bhan,  equal  t 
■  nu  <a  10  per  cent    pa 

dt.ided  profit 
cafried     IbrwaM 

to  tba  Dait  hair. 

year. 190,eW  18 


Prflflt  nnappropriated  w 
Grow  Froatfi 


The  acconntB  of  the  above  Bank  fumiah  a  good  example  of  the 
method  in  which  the  half-yearlj  accounts  of  a  great  London  Bank 
are  published. 

The  student  will  note  that  the  order  in  whicli  the  aaaets  are 
marshalled  is  that  described  on  p.  124  as  the  most  suitable  f«rm  f<H: 
adoption  by  financial  houses  whose  claim  for  public  confidence  is 
based,  to  a  great  extent,  upon  their  ability  to  eihibit  the  posBession 
of  a  safe  and  sufficient  margin  of  liquid  assets  with  which  to  meet 
all  probable  claims  in  case  of  urgent  need.  For  Ihis  reason  it  is  the 
practice  of  Banks  to  marshal  their  assets  in  the  order  of  their 
realizabilitv.  The  list  is  therefore  headed  with  the  already  realized 
asset  of  "Cash  in  Hand,  £3,353,635  6».  lOd."  This  sum  representa 
the  coin  and  notes  in  the  hands  of  the  paying  cashiers  at  the  Head 
OfQce  and  Branches  as  on  December  31,  1908,  as  shawn  b^  the 
"  Daily  Balance  "  books,  and  also  includes  the  Cash  Reserves  m  the 
hands  of  the  chief  cashiers  at  [he  aame  establishments. 

The  item  "Cash  in  Hand  "  ^nerally  includes  also  various  "Cash 
Articles,"  such  as  cheques  received  too  late  for  presentation  at  the 
Clearing  House,  *  postal  orders,  etc.  Very  few  English  Banks  other 
than  the  Bank  of  England  now  issue  their  own  notes,  and  in  coses 
where  such  notes  are  issued  the  Book's  ' '  Own  notes  "  in  tlie  hands  of 
its  cashier  must  be  deducted  from  the  "Notes  issued  Account,"  other- 
wise the  accounts  will  show  a  latter  cash  balance  than  really  exists. 
The  London  Banks,  in  common  with  tbe  Bank  of  England,  withdraw 
from  circulation  all  Bank  of  England  notes  which  reach  their  hands 
— the  "  life  "  of  a  £5  Bank  note,  for  instance,  averaging  about  one 
week  only. 

The  item  "Cash  in  Bank  of  EngUnd,  £3,628.438  I2>.  2d.," 
represents  the  amount  standing  to  the  credit  of  the  Union  Bank 
upon  Current  Account  with  the  Bank  of  England  as  on  December  31, 
1908,  and  foTOis  a  further  Cash  Reserve  in  case  of  emergency. 

All  Banks  which  are  members  of  the  Bankers'  Clearing  House 

keep  Current  Accounts  with  the  Bank  of  England,  and  utilize  their 

balances  there  as  funds  wherewith  to  satis^  the  balance,  if  any, 

payable  by  them  to  the  other  "Clearing"  Banks  each  day. 

■  Countiy  cheques  mneC  reach  the  Clearing  House  bf  13.80  p.in. 
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The  London  Clearing  Huuse  is  the  place  where  the  leading  Bunks 
meet  to  exchiuige  cheques  held  by  them,  and  drawn  on  other 
"Clearing"  Banks.  The  cheques  drawn  upon  one  Clearing  Bank 
and  presented  at  the  Clearing  Houae,  are  offset  against  those  held 
by  it  upon  other  Clearing  Baiiks,  and  the  final  Balance  resulting 
upon  the  tranaactions  for  the  day  ia  adjusted  by  an  order  drawn  by 
the  Clearing  House  clerk  of  each  Bank  upon  the  accounts  of  the 
Clearing  BtijikerB  with  the  Bank  of  England.  If  the  necessary 
transfer  is  a  credit,  the  order  is  green,  and  if  a  debit  the  order  is 
blue.  The  Bank  of  li^ngland  upon  receipt  of  these  orders  maheB  the 
necessary  tranafers  of  the  differences  represented  by  the  orders  from 
or  to  the  accounts  of  the  various  Banks  concerned.  Nearly  all 
important  Banks  have  seats  at  the  Loudon  Clearing  House,  and  to 
some  extent  the  same  principle  is  operating  in  provincial  towns  and 
abroad — the. practice  obviously  greatly  simplifying  the  detailed  work 
of  the  Banking  world.  Every  Bank  keeps  a  record  of  its  daily 
transactions  with  the  Bank  of  England,  consisti^  of  withdrawals, 
payments  to,  and  Clearing  Houae  transfers.  These  records  are 
entered  in  the  "  Goldsmith's  Book,"  or  "  Bank  of  England  Book." 

The  item  "Money  at  call  and  at  abort  notice,  £6,933,965  2e." 
represents  a  liquid  asset  of  another  type  which  is  more  or  less  avail. 
able  in  case  of  need.  Loans  are  largely  made  by  the  London  Banks 
to  bill-brokers  "  at  call,"  i.  e.  they  are  repayable  at  any  moment  or 
at  ehorb  notice.  Bundles  of  "  nrst-class  "  Bills  are  deposited  to 
cover  these  loans,  a  suitable  margin  over  the  amount  of  the  loan 
being  demanded  in  each  case.  The  bills  are  so  arranged  that  as  far 
as  passible  they  mature  at  or  about  the  same  date.  Short  loans  are 
al«o  made  upon  "  Floaters "  (Exchequer  Bonds,  Conaol  bearer 
certificates,  or  other  sterling  securities).  Such  loans  are  either 
"At  call,"  or  on  "Short  notice"*  (usually  seven  days).  A  large 
business  is  also  transacted  by  the  London  Banks  in  loans  to  stock- 
brokers. These  loans  usually  run  from  "  account  to  account,"  that 
is  to  say,  from  one  Stock  Exchange  settling  day  to  another. 
"  Settling  days  "  itsually  take  place  twice  a  month,  or,  in  the  case 
of  Consols,  once  a  month  (usually  on  the  third  day  of  the  month). 

The  stockbroker,  upon  requesting  a  loan  from  account  to  account, 
deposits  by  way  of  security  a  parcel  of  securities,  accompanied  by  a 
list  whereon  the  aocuritiea  are  enumerated  and  valued  at  the  "  make 
up  price  "  of  the  day.  A  margin  of  15  per  cent,  or  thereabouts  is 
required  by  the  lending  Bank  to  cover  market  fiuctuations. 

Similar  advances  are  frequently  made  upon  "Consignments," 
"  Produce  Documents,"  and  "Dock  Warrants,"  and  in  these  cases 
the  loan  is  usually  limited  to  two-thirds  of  the  invoice  price  of  the 
goods  shipped. 

The  item  "Investments"  is  self-explanatory.  The  student  will, 
however,  note  that  the  ' '  Reserve  Fund  "  is  separately  invested  in 
good  securities.  Banks  afford  a  good  illustration  of  those  cases 
where  it  ia  eminently  desirable  that  the  Reserves  created  out  of 
proSto  should  be  immediately  available  in  cash  in  case  of  need,  and, 
In  order  that  this  end  may  be  secured,  the  separate  investment  of 
the  Fund  in  easily  realizable  outside  securities  is  easentiaL 

The  item  "Bills  discounted,  £4,428,761  8s.  lOd."  represents  the 
total  of  the  unmatured  Bills  purchased  by  the  Bank  from  ita 

■  Locos  liable  to  Immsdlste  call  are  atyled  "  Call  Money  " ;  nben  mada  for  od» 
week,  "Weekly  Money,"  md  wlien  tJio  advance  ia  for  hall  a  d^  (afternoon  to 
monang),  "  Overnight  Honey." 
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customers,  and  from  bill  brokers  under  disconot,  m  expluned  in 
Chapter  XII,  psge  183. 

The  item  "  Linuib  and  Advancea,  £15,456,750  I5s.  l<;.,"repreaeiiti 
the  total  of  the  loans  made  by  the  Bank  to  its  customers  and  othere, 
ordinarily  witli  security  but  occaaionatly  without,  for  longer  periods 
than  the  short  loans  scheduled  above.  The  custom  as  to  these 
loans  varies  aa  betweeu  different  Banks,  and  as  between  London 
and  Country  Banks.  The  general  country  prsctice  is  to  allow 
customers  an  "  overdraft  "upon  Current  Account—  a  note  being  made 
at  the  head  o(  each  account  of  the  limit  of  sach  overdraft,  fondon 
Bankers,  on  the  other  hand,  prefer  that  the  customer's  Current 
Account  shall  be  maintained  in  credit,  and  a  separate  Loan  Account 
opened  to  record  the  transactions  arising  out  of  any  loan  that  may 
be  granted,  the  proceeds  of  such  loan,  as  and  when  made,  being 
credited  to  the  customer's  Current  Account.     An  equitable  charge, 


methods  ai 

The  rate  of  ii 

cent,  above  the  current  ' '  Bank  Gate, "  with,  as  a  rule,  a  minivfam 
rate  of  4  per  cent,  per  annum  ;  some  provincial  banks  however  work 
upon  a  minimam  charge  of  5  per  cent,  per  annum  ;  but  the  rate  to 
be  chargM  naturally  varies  according  to  the  adequacy  of  the  security 
and  the  reputation  of  the  borrower. 

The  student  will  note  that  the  item  "Liabilities  of  Customers  on 
acceptances,  etc.,aBpercontrB,  £3,461, 3fl2  2s.  li.,"  appears  upon  both 
sides  of  the  Balance  Sheet.  The  item  represents  diIIb  which  have 
been  accepted  or  endorsed  on  behalf  of  customers,  usually  to  meet 
liabilities  due  abroad  in  cases  where  a  remittance  of  undoubted  worth 
and  negotiability  is  necessary.  The  customers  who  are  sccommodated 
in  this  manner  are,  of  course,  liable  to  the  Bank  for  these  accept- 
ances, hence  the  appearance  of  the  item  twice--once  as  representing 
(be  liability  of  the  Bank  to  the  outside  world,  and  again  as  showing 
the  liability  of  the  castomers  thus  accommodated  to  the  Bank. 
Accommodation  of  this  description  is  not  afforded  to  customers 
naleaa  the  sum  involved  is  covered  by  securities,  or  by  an  ample 
credit  t^lance  on  Current  Account.  A  charge  for  commissicm  is 
usually  made  for  accommodation  of  this  description. 

On  the  Liabilities  side  of  the  Balance  Sheet  the  item  "  Rebate  on 
Bills  not  due,  £29,077  6».  lid,,"  requires  some  explanation.  It  is 
the  practice  of  Bankers,  when  purchasing  Bills  from  cjuetomecs,  to 
pass  at  once  the  amount  of  the  discount  charged  upon  the  accept- 
ances in  daily  totaLa  to  the  credit  of  the  "Discount  Account" 
(through  the  "Bills  Received  for  Discount  Register  " )  in  the  General 
Ledger.  It  will  be  obvious,  therefore,  that,  at  any  given  dosing 
date,  credit  will  have  been  taken  for  an  amount  of  discount  on 
bills  which  have  not  yet  matured,  and  the  discoimt  upon  which 
has  not  therefore  all  been  earned  in  respect  of  the  period  covered 
by  the  accounts.  In  order,  therefore,  that  the  current  Profit  and 
Loss  Account  may  not  receive  credit  for  a  larger  sum  of  discount 
than  has  actually  been  earned  during  the  period,  the  amount  of 
the  unearned  discount  is  calcnlated  and  carried  forward  to  the 
next  half-year.  To  effect  this,  the  Discount  Account  in  the  General 
Ledger  is  debited  with  the  "rebate,"  and  a  like  sum  is  brought 
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down  OD  the  oredit  aide  of  the  account  as  a  Liabilitj  in  the  same 
maoneraa  was  explained  to  be  the  case  with  the  various  "  provisiona  " 
desoribed  on  p.  100. 

The  item,  "other  Liabilities  at  £663,352  \».  Ud.,"  besides 
including  unclaimed  dividends  and  sums  due  to  other  banhs, 
probably  includes  also  such  items  as  have  been  held  in  suspense 
pending  their  final  allocation. 

The  remainder  o£  the  liabilities  set  out  in  the  Balance  Sheet  are 
self-  explanatory. 

In  common  with  some  other  undertakings  it  is  frequently  the 
practice  o£  Banks  to  create  "Secret  Eeserves,"  that  is  to  say. 
Reserves  are  made  out  of  profits  which  ore  not  disclosed  in  the  pub- 
lished  accounts.  Perhaps,  in  the  case  of  Banks,  the  most  freqnent 
methods  in  which  Secret  Reserves  are  created  are— 


D  of  the  Bank  Premises  owned. 
Premises  owned  bj  some  Banks 
stand  at  much  below  their  actual  value  in  the  publishMl 
accounts. 

(i)  The  maintenance  of  Assets  at  cost  in  eases  where  they  have 
greatly  appreciated.  In  the  present  time  of  de^'eciated 
market  value  of  securities,  however,  Secret  Reserves 
ariaine  from  this  cause  have  largely  disappeared.  Formerly 
Consols  frequently  appeared  at  valuations  much  below 
market  value. 

(c)  The  omission  of  Assets  altogether  from  the  Balance  Sheet. 
The  Premises  (Head  OfBce  and  Branches)  owned  by  the 
Bank  of  England,  for  example,  do  not  appear  at  all  on  the 
Bank's  Balance  Sheet,  though  obviously  of  considerable 

This  Is  not  a  suitable  place  to  discuss  the  ethics  of  the  question 
of  the  creation  of  Secret  Reserves.  From  a  Banking  standpoint, 
however,  there  is  no  doubt  that  the  creditors  and  customers  of  a 
Bank  have  but  little  ground  of  complaint  when  the  financial  position 
lA  their  debtor  is  in  reality  stronger  than  is  disclosed  by  the  accounts 
published. 

In  these  days  of  banking  amalgamations  almost  all  the  leading 
London  Banks  possess  many  suburban  and  provincial  Branches. 

A  complete  set  of  books  is  kept  at  each  Branch.  At  frequent 
intervals,  returns  of  the  prt^ess  and  financial  pnaition  of  the  Branch 
are  forwarded  by  the  manager  to  the  Head  Office. 

"  Travelling  tispectors "  are  employed  in  conatantlv  visiting  the 
Branched.  The  principal  duty  of  these  officials  is  to  audit  and  check 
the  accounts  and  books  of  the  various  Branches.  The  verification  of 
thecash  and  securities  in  hand,  and  the  criticism  of  the  outstanding 
advances  made  by  the  Branch  to  its  customers,  also  foim  important 
features  of  the  investigationa  of  these  officers.  At  the  conclusion  of 
e*ch  visit  an  ' '  Inspection  Report "  is  forwarded  to  the  Head  Office. 

The  trading  results  of  the  various  Branches,  together  with  their 
assets  and  liabilities,  are  iucoiporated,  at  the  close  of  each  half-year, 
in  the  Head  Office  Profit  and  Loss  Account  and  Balance  Sheet. 
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The  accounts  of  the  Ixindon  &  Korth  Westeni  Railway  Company 
for  the  year  ended  December  31,  1913.'-  afibid  a  good  example 
of  the  form  in  which  the  Aoooimta  of  British  Railwaya  are  pre- 
sented to  the  shareholdcTB.  The  student  ia  aware  that  the  acoonnta 
of  undertakiDga  which,  by  reason  of  their  uses  and  object,  ore 
deemed  to  be  of  a  peTiaaiuM  nature,  are  kept  upon  the  "double- 
account"  system.  Ihe  acoompaaying  statements  afford  a  good 
illiutration  of  a  set  of  aooounts  kept  upon  this  system. 

The  accounts  here  reproduced  are  those  which  form  the  complete 
statements  of  the  Company's  tranaoctiona  (a)  as  to  Receipts  and 
Expenditure  upon  Capital  Account  (fc)  as  h)  Earnings  and  Expendi- 
ture on  Revenue  Account,  and  (c)  as  to  the  Financial  Position 
disclosed  by  the  General  Balance  Sheet. 

Under  the  provisions  ot  the  Bailvjay  GmnpanUa  {AccaanU  and 
SdurTu)  Act,  1911,  an  Act  which  oame  into  force  on  January  1, 
1913,  certain  other  statements,  abstracts,  and  accounts  which 
amplify  the  figures  appearing  in  the  occoDota  set  out  above  are 
also  published  as  follows — 

{A)  No,  4  Statement,  Rteeipts  atid  Expenditure  on  CapiUU  AcamiU. 

The  Receipts  on  Capital  Account  ore  further  elaborated  as 
follows — 


!,  inatMid  ol  haif-raul;  u  fcruitrlj. 
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Br  CmplUl  AHoun 


Jnvutiventfl  En  3toob«  utd  Bhini  held  br  the  OompADj  utd  *dTi 

to  other  Conipanjee  not  chicged  ig  CiplUl  Bi|>eiHliCun._ 

BtockiDrBtoremiidlUtenili 


bdil  by  the  Compuir. 


(i)  Nominal  Capital  authorized   and  created   by   the 

Cumpanj'  joiotly  with  Bome  other  Company. 

(c)  Nominal  Capital  authorized  and  created  bj  aome 

other   Coiupaii;  uu   which  the   Company   either 

jointly  or  separately  guarantees  a  fixed  IJividend. 

No.  S.  Share  Capital  and  Stock   created,  aa  per  Statement 

No,  1  (a)  showing  the  proportion  iaBued. 
No.  3.  Capital  raised  by  Loan  ana  Debenture  Stock. 

{NoU.—Th.o  totals  of  Nos.  3  and  3  from  the  first  two 
items  on  the  credit  side  of  No.  4  Statemeat  repro- 
duced here.] 
The  Expenditure  on  Capital  Account  is  further  elaborated  in — 
No.  4  {a)  Subsoriptions   to  other  ComiHBiea  (this  statement 
gives  the  detail  of  the  third  item  from  the  bottom 
on  the  debit  side  of  No.  4  Statement). 
No.  5.  Details  of  Capital  E^tpenditure  during  the  year.     This 
information  is  set  out  with  considerable   detail  in 
accordance  with   the   requirements  of  the  Act  and 
i^;reeB,  in  total,   with  the  middle  column  of  No.  4 
Statement  aa  reproduced  hete. 

.   Bevenae   Aceoani   are 


.■In  Google 


529a     BOOK-KEEPINQ  AND  ACCOUNTS 

No.  8  Stalemeiit.  Revenae  Beoejpta  and  Expenditure  of  the 

Whole  UDderMking. 
No.  9  Statement.  Propoaed  Appropriation  of  Net  Income. 

These  stAtementa  are  reprodnoed  on  pp.  624-527,  and  it  will  be 
noticed  that  they  follaw  in  sequence  from  one  to  the  other  in  the 
order  stated. 

An  additional  atateinent,  No.  Q  (a),  "Statement  of  Interim 
Dividends  Paid "  is  lequired  Vty  the  Act,  the  total  of  which  appear* 
as  a  separate  item  in  the  General  Balance  Sheet. 

The  figures  which  appear,  in  totali,  in  No.  10  Statement  are 
elaborated  by  means  of  "Abstracts,"  to  which,  it  will  be  noted, 
reference  is  made  in  the  margia  of  the  Btatement.  There  are  eleven 
of  these  abstracts  as  follows : — (a)  Maintenanoe  and  Renewal  of 
Way  and  Works  ;  {b)  Maintenance  and  Renewal  of  RollinE  Stock  : 
(1)  Locomotives  ;  (2)  Carriages  ;  (3)  Wagons  ;  (c)  Locomotive  Rnn- 
ning  Expenses  ;  {d)  Traffic  Ejipenies  ;  («)  General  Charges ;  (/) 
Expenses  of  Collection  and  Delivery  of  Goods ;  {g)  Running 
Powers — Receipts  and  Pajmenta  in  Respect  of  Running  Power 
Bxpensea  ;  (ft)  Mileage — I)eraurrage  and  Wagon  Hire  ;  0)  Jointly 
owned  and  Jointly  Leased  Lines— Receipts  and  Expenditure. 

No.  S  Statement  [q.v.)  in  addition  to  the  net  result  of  the 
Railway  Working,  as  detailed  in  No.  10  Statement,  contains  the 
working  results  of  the  various  additional  undertakimjs  usually 
owned  by  railways,  such  as  Steamboats,  Docks,  Hotels,  etc. 
Each  different  undertaking  is  sapportod  by  a  separate  Statement, 
showing  the  detail  of  the  year's  working  (Nos.  11  to  15).  There 
is  also  a  farther  Statement,  No.  16,  "  Receipts  and  Expenditure  in 
respect  of  other  separate  businesses  oarriea  on  by  the  Company," 
in  case  the  Statements  provided  do  not  cover  all  the  undertakings 
of  the  Company  ;  and  a  Statement,  No.  17,  "Electric  Power  and 
Light  Accoont,"  which  is  more  in  the  nature  of  a  statistical 
return,  showing  the  Coat  of  Electric  Current  manufactured  by  the 
Company  for  Power  and  Lighting  Purposes. 

(C)  The  Fiaanciai  Position  of  the  Company  is  disclosed  in  No.  18 
Statement,  "The  General  Balance  Sheet."  The  student  will  note 
that  in  the  case  illustrated  the  transactions  on  Capital  Account 
have  resulted  in  an  excess  of  Capital  Expenditure  over  Capital 
Receipts  of  £5,547,211  6».  2d.,  as  shown  in  No.  *  Statement.  In 
accordance  with  the  principles  of  the  double-account  system, 
this  excess  appears  as  a  debit  balance  in  the  General  Balance  Sheet. 
As  all  "Fixed  Assets"  of  the  Railway  have  been  dealt  with  in 
No.  4  Statement,  there  only  remain  the  "floating  Assets,"  such  as 
Cash,  Stores,  Book  Debts,  and  ao  on,  {or  inclusion  in  the  General 
Balance  Sheet.  Under  the  double-account  system,  assets  of  this 
nature  are  not  chargeable  against  the  capital  receipts,  aa  they 
are  of  a  fluctuating  nature  (see  pp.  410  and  411  anie).  Among 
the  credit  balances  on  the  liabilities  side  of  the  General  Balance 
Sheet  appear  the  outstanding  debts  doe  to  creditors  of  various 
classes,  the  various  Insurance,  Provident  and  Compensation  Funds, 
the  Balance  of  Revenue  available  for  Dividends,  and  the  General 
Reserve  and  Depreciation  Funds.  The  last-mentioned  item  re- 
quires a  word  of  explanation  and  should  be  carefully  considered  by 
the  student  in  connection  with  the  double -account  ayatem.     It  haa 
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Acqount  it  remains  M  a  debit  ia  that  ticcount  at  ita  original 
cost.  It  must  not,  however,  be  assumed  tbst  it  is  neither  possible 
nor  necessSirj  to  provide  for  the  wear  and  tear  which  msj  be 
inherent  in  ao;  portioulor  t;pe  of  aaaet  in  acconota  praparea  on 
■         ■  Taking,'  '     "  -      ■ 


the  double-aecount  ayetem.  Taking,  for  example,  the  a 
a  Railway  Company,  the  renewal  of  fixed  assets  of  a  wasting 
nature  is  proviaed  for  by  debiting  the  R^enue  Account  ana 
crediting  an  appropriate  Depreciation  Fund  or  Reeerve  Aoconnt 
with  an  amount  adequate  to  meet  any  waste  which  may  have 
occurred.     The  provisions  for  wastage  so  made  ar"  '-''  *" 


late  from  year  to  year.  In  this  way  future  liabilities  in  reapect  of 
claying  the  permanent  way,  rebuilding  bridges,  replacing  rolling 
ock,  or  similar  needs  are  duly  provided  for,  and  the  cost  of  such 


replacements  ia  equalized  aa  between  one  year  and  another. 
case  of  assets  which  it  ia  not  proposed  to  replace  or  retain  ;  upon 
the  termination  of  the  useful  life  of  the  asset,  the  orisiual  cost  is 
credited  to  Capital  Expenditure  Account,  and  debited  to  the 
depreciation  fund  accumulated  for  that  purpcBe,  and,  in  this 
manner,  the  asset  is  entirely  written  out  of  Capital  Expenditure. 

For  example,  assume  that  a  Railway  CompaMy  had  purchased  a 
motor  ehar-a-btnc  at  a  cost  of  £1,000.  The  Company  did  not 
propose  to  replace  this  motor  when  worn  out  five  years  hence. 
The  procedure  would  be  as  follows:  Upon  the  purchase  of  the 
motor  the  Capital  Expenditure  Account  would  be  debited  with  the 
original  cost,  £1,000,  Every  year  one-fifth  of  this  coat,  £200,  would 
be  debited  against  revenue  throucb  No.  6  Statement  ("Revenue 
Receipts  and  Expenditnreof  tbe  Whole  Undertaking")  and  credited 
to  a  special  depreciation  account  raised  for  that  purpose.  At  the 
end  of  the  five  years,  when  an  amount  equal  to  the  original  cost  of 
the  motor  had  been  accumulated,  the  special  depreciation  fund 
would  be  closed  by  transfer  to  the  Capital  Expenditure  Account. 
Tbe  fact  that  the  original  coat  of  the  ckar-a-bane  had  been 
eliminated  from  the  Capita.1  -Expenditure  Account  would  be  in- 
dicated by  means  of  a  credit  entry,  printed  in  italics,  in  No.  4 
Statement  ("Receipts  and  Expenditure  on  Capital  Account").  An 
example  of  an  item  written  out  of  Capital  in  thia  manner  is  shown 
in  italics  on  p.  524,  i.  e.  Canals  Cr.  £545  representing,  probably, 
a  Bale  of  surplus  land. 

The  principle  of  providing  for  wastage  in  the  cose  of  Railway 
Companies  in  the  manner  described  above  is  illustrated  by  reference 
to  the  General  Balance  Sheet  of  the  London  and  North  Western 
Railway  Company  (p.  526),  where  it  will  be  seen  that  a  provision 
for  future  renewals  of  over  £1,600,000  has  been  accumulated  in 
addition  to  a  General  Reserve  Fund  of  £700,000  for  contingencies. 
Tbe  student  must  understand  that  the  ordinary  current  renewals, 
for  which  DO  depreciation  fund  has  been  accumulated,  are  charged 
againat  revenue  year  by  year  aa  and  when  tbey  are  incurred.  The 
depreciation  and  reserve  funds,  explained  above,  are,  in  addition  to 
tbe  ordinary  repairs  and  replacements  charged  against  revenue,  and 
are  provided  in  recognition  of  the  fact  that  wastage  occurs  in 
connection  with  asse^  which  do  not  need  immediate  renewal. 

The  Railway  Compaitiea  (Aecottnls  and  Returns)  Act,  1811,  further 
provides  for  elaborate  statistical  returns  in  Fart  il  of  tbe  printed 
accounts.  These  returns  are  not  of  a  financial  nature,  and  do  not 
form  part  of  the  doable-account  system. 
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The  SUtementa  reproduced  od  pagei  630  and  S31  ire  the  uunial 
BooountB  for  the  yeu  ended  Miu«h  25,  1SU9,  of  Liptoo,  Ltd.,  the 
well-known  Ann  of  multiple  shop  proprietoTS. 

The  atudent  will  notice  that,  whereoa  the  Balance  Sheet  contains 
full  details,  the  Profit  and  Lobs  Account  is  published  in  a  condensed 
form  and  does  not  afford  trade  rivals  much  information  that  caa  be 
made  use  of.  The  gross  profit  (£353,315  Ss.  8d.)  brought  from  the 
Trading  Account  is  arrived  atprior  to  charging  the  expenses  of 
maoageiDent  (£147,715  IBs.  id.)  as  set  out  on  the  debit  side  of  the 
aooount.  The  "Interest  on  Savings  Bank  Depoaita"  is  an  unusual 
item,  and  is  due  to  the  fact,  as  displaf  ed  in.ithe  Balonoe  Sheet,  that 
deposits,  on  Savings  Bank  terms,  are  received  by  the  firm.  The 
account  is  closed  by  the  item  "Balance  carried  to  Balance  Sheet, 
being  profit  for  the  above  period,  £162,726  6s.  2d."  In  the  author's 
opinion  this  is  not  a  happy  entry.  The  Profit  and  Loss  Account  is  a 
'Ledger  Account  into  which  tlie  items  appearing  therein  have  Keen 
closed.  The  Balance  SheeC  ia  a  schedule  of  the  remaining  Ledger 
balances,  and  no  account  under  this  name  exists  in  the  Iiedger,  and 
therefore  no  balance  can  be  carried  to  it.  In  preparing  accounts  for 
examination  purposes,  the  student  will  be  wua  to  cany  down  the 
baUnoe  shown  by  the  Profit  and  Loss  Account,  and  show  it  as  it 
really  is,  viz.  an  open  balance  to  be  subsequently  dealt  with. 

Turning  to  the  Balance  Sheet  it  wonld  have  been  better  if  the 
"Snndiy  Creditors"  and  "Bills  Payable"  had  been  entered 
"  short,  and  extended  in  one  total  showing  the  amount  owing  to 
the  outside  Trade  Creditors.  The  item  "  Insurances  nneipired  and 
other  items  paid:in  advance,  £80,165  14^.  Sd^.,"  includes  "advertising 
outlay,  £30,000."  This  amount  represents  a  portion  of  the  adver- 
tising oipenses  incurred  during  the  pericxl  the  advantages  expected 
to  be  derived  from  which  are  estimated  to  ext«nd  over  future  years. 
The  itom  is  of  quite  a  usual  nature  in  the  accounts  of  companies 
whose  ozpenditure  upon  advertising  ret^ches  large  proportions  and 
is,  of  oourse,  quite  legitimate  in  principle. 

The  item  of  greatest  magnitude  on  the  Assets  side  of  the  Balance 
Sheet  i^  that  o?  £1,842,051  16s.  Qd.,  representing  the  book  value  of 
(IJthcOoodwinof  the  BuHineSB;  (2)  the  Freehohi  and  Leasehold 
Propertik.-: ;  and  (3)  the  Freehold  Estates  in  Cejlon.  The  total  here 
inserted  might  witl^  advantage  have  been  subdivided  between  these 
three  diasiniilar  types  of  asset,  especially  iu  order  that  the  propor- 
tion of  the  purchase  price  which  was  paid  for  the  intangible  asset 
"  Goodwill "  might  appear.  In  all  probability  the  cost  Jo  the  Com- 
pany of  the  Goodwill  of  the  vast  undertaking  acquired  by  it  forms 
a  large  proportion  of  the  total  given  above.  The  amount  of 
£4,354  12s.  Ud.  written  off  the  total  of  the  fixed  assets,  amounting 
to  £1,S46,406  Of.  5d.,  can  hardly  be  described  as  excessive,  although 
it  is  doubtless  adequate  in  the  special  circumstances  of  the  case. 

The  Investments,  appearing  in  the  Balance  Sheet  at  £104,277 
10s.  9d,,  are  stated  in  a  marginal  note  as  being  of  the  market  value 
of  £101,537  89.  ID.;.  This  method  of  statinj;  investments  affords 
oamplet«  information  to  the  shareholder,  and  is  to  be  commended. 
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A.  k  F.  PEARS, 
BALANCE  SHEET, 


Luthortud  uid  Suburibed— 
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PROFIT  AND  LOSS  ACCOUNT, 


Ta   Balariu,   Rent,    Botei,  Tim,    Firs    Idbi 


DeprealsUo 


The  etndent  will  note  that  the  Profit  and  Loes  Account  of  the  well- 
known  soap  manufactorera  (A.  &  F.  Pears,  Ltd.)  ia  presented  on 
much  the  eame  lines  as  the  preceding  occonnts  (Lipton,  Ltd.),  the 
inadvisabiliCy  of  aupplying  too  many  details  to  tirade  rivals  doiibtlesa 
iiiduenciug  the  form  of  these  occouots  in  like  manner.  The  Balance 
Sheet  ia  auo  presented  in  similar  fashion,  and  contains  considerable 

As  has  been  indicated  previonsly  there  appears  to  be  no  legal 
obligation  to  depreciate  "Goodwill"  (Wilmer  v.  M'Namara),  but 
the  stadent  will  note  that,  in  the  accounts  under  review,  an  amount 
of  £90,000  has  been  written  off  this  item.  During  the  periwl 
covered  by  the  accounts,  Deferred  Ordinary  shares  amounting  to 
£160,000  were  converted  into  60,000  Ordinary  ahares  of  £1  each 
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for  the  year  ended  30th  June,  1908 

Or 

.=J 

'.." 

15S,1SS 
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10 

£16S,2» 

" 

• 

and  the  £90,000  liability  thus  released  was  wisely  used  to  redace 
the  item,  Goodwill. 

"  Investmeikta  at  cost,  £132,790  12s.  M.,"  arejiuftlifiedbj  tlianote 
tliat  depreciation  (at  present  market  values)  exists  to  the  extent  of 
£15,163.  It  bas  been  previously  stated  (Chapter  X)  that,  in 
cases  of  this  sort,  it  is  qbuhI  to  ignore  market  fluctuations  uqIesh  tlie 
depreciation  is  believed  to  be  permanent,  and  in  any  case  this  Com- 
pany possesses  ample  reserves  with  which  to  meet  the  depreciation. 

The  student  will  note  that,  as  is  frequently  the  case,  the  interest 
and  dividends  payable  out  of  profits  are  deducted  from  the  balance 
of  the  Profit  and  Loas  as  shown  in  thq  Balance  Sheet,  instead  of  in 
the  Profit  and  Lose  Account  itself. 
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Beinc  incorporated*  noder  Act  of  Pnrli&meDt  the  Harlow  ud 
Sawbridgeworth  Gas  Company,  whose  accounts  are  given  above,  ia 
Bubj'eot  to  the  provisions  of  the  Compania  Clausa  Conwlidaium  Act, 
1845,  and  the  rather  Dumeromg  subsequent  enactments  which 
amend  and  amplify  that  Act.  The  most  important  of  these  snpple- 
inentaryactB,  from  the  book-keeper' a  point  of  view,  is  theffas  Works 
Clausti  Act,  1871,  which  prescribes  (in  Schedule  B)  the  fonn  in 
which  the  annnal  accounts  of  gas  undertakings  must  be  published. 

The  student  will  note  that  the  main  feature  of  these  accounts  is 
that  they  require  the  adoption  of  the  double -oocoant  syatem,  and 
entail  a  careful  analysis  of  iMima  of  income  and  expenditure. 

Ab  is  the  case  with  every  nndertakinK  working  under  the  double- 
account  system,  all  the  expenditure  which  has  been  necessary  ir 


jt  and  equip  the  worts  up  to  the  point  when  they 
are  capable  of  earning  revenue,  is  capitalized  and  appears  in  State- 
ment No.  3.  All  farther  expenditure  upon  the  work  for  main; 
tenance,  repairs,  and  renewals  must  be  charged  to  Bevenue  >s  was 
explained  to  be  the  case  with  railway  companies. 

f^esh  capitsi  expenditure  and  a  legitimate  portion  of  the  cost  of 
reconstructions  f  may  of  course  be  treated  as  eipenditnre  properly 
chargeable  in  Statement  No.  3.  Section  2  of  the  Companies  Clauses 
Act,  1S45,  allows  expenditure  ofan  exceptional  nature  to  be  spread 
over  a  ^rioil  of  years. 

Turning  to  the  accompanying  aceounts  it  will  be  noted  that  the 
first  three  statements  relate  to  the  issue  of  share  and  loan  capital 
and  show  the  purposes  for  which  the  money  raised  baa  been  ex- 
peuded.  Although  somewhat  different  in  form,  these  accounts  ore 
identical  in  principle  with  the  forms  employed  in  the  case  of  Rail- 
way Companie*  dealt  with  on  pp.  524-J130.  Under  a  standing 
order  passed  in  1877,  all  new  capital  issued  by  gas  undertakings 
must  be  offered  by  public  auction  or  t«nder,  and  may  not  be  offered 
pro  rata  to  the  eiistingshareholders  as  is  the  case  in  an  ordinary 
commercial  company.  The  statistical  share  Registers  are  identical 
with  those  in  oomtnon  use  and  have  already  been  explained  in  this 
treatise. 

The  B«Y*nQe  Aeeovat  takes  the  place  of  the  Trading,  or  Mann- 
factnring,  Aocoimt  in  an  ordinary  business,  and  shows  the  cost  of 
manufacturing  and  distributing  the  gas  produced  and  the  proceeds 
realized  by  its  sale. 

The  Gas  Works  Clauses  Act,  1S4T,  introduced  what  is  known  as 
the  Sliding  8eab>  with  reference  to  the  dividends  payable  to  share, 
holders.     iVior  tji  this  Act  the  maximum  dividends  allowable  wer< 


fijed  by  the  special  act  or  provisional  order.  Under  the  1847  Act 
every  reduction  made  by  the  Company  of  Id.  per  1,000  cubic  feet  in 
the  "  standard  price  of  Kaa  "  supplied  to  customers  carries  with  it 
the  right  to  an  increase  of  5^.  per  cent,  in  the  standard  rate  of 
dividend.  In  this  manner  both  shareholders  and  consumers  benefit 
by  the  reduction  made  in  the  standard  price  of  gas  as  fixed  in  the 
act  or  order. 

■  It  la  not  nsentlftl  that  i  Ou  Campin;  iliould  be  IncoFpoiaUd,  mil  (bere  ire 
■till  m  eilalcncB  Dome  old  Compinlea  wrking  undH  the  Cuiup«iilea  Acta.  In  tht 
Bbierioe  of  the  powers  gmpteil  by  inrorpnratlon.  hDwariT,  non.atntulorjr  gu 
nndrrtakings  unlfni  conducted  Dti  1  verr  buiiII  sale  ■»  gmtly  hsndluppM  tiy 
l(Rk  of  poner  to  take  up  tbe  pablic  roads  [ur  the  parpuee  of  Urtng  oi  npslring 

t  For  eiample.  If  lar^r  ninlna  are  laid  In  place  of  tbe  small  Old  oneaa  piopop 
Uonitg  port  ot  ttaa  coat  may  be  Icglclmiitelf  apltallMd. 
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Gaa  is  sold  to  private 
public  BUppliea  contracts  are  frequc 
foruiB  of  supply  mnst,  in  complian 
Gepsiratcly.  The  readinga  of  the  gi 
taken  by  the  iuspectore,  are  recorded  in  the  State  of  Matw  Book, 
which  is  posted  to  the  Qat  Ladg«r,  kept  on  the  tabular  method, 
simiiar  in  form  to  the  Water  Coinpanv'a  Consnmera  Ledger,  given 
on  page  358,  subject,  of  course,  to  such  alterations  aa  may  be  neceseiirj 
to  meet  the  needs  of  the  case. 

An  ALlDwaneei  Book  is  kept  for  the  record  of  all  allowanoes  mida 
to  customers,  and  in  due  course  ia  posted  to  a  column  provided  for 
the  purpose  in  the  Gas  Ledger.  In  many  Companies  Bad  Debts  ace 
also  passed  through  the  Alio  trances  Book. 

In  cases  where  goa  fittings,  stoves,  etc,  are  sold  by  the  Company, 
a  speciil  Fittings  Ledgar  is  kept. 

The  "residu^"  resulting  from  the  manutacture  of  gas  form  an 
iacreasiogly  important  source  of  income,  and  are  preferably  treated 
as  a  separate  department.  It  is  cnsiomary  to  record  all  sales  of 
these  materials  in  a  suitably  ruled  Besidaali  Balis  Book  upon  the 
columnar  system.     In  due  couxse  the  book  is  posted  to  an  ordinary 

Ersonal  iJedger,  called  the  Btsiduals  Ledger.  A  separate  Cash 
lok  and  Ledger  are  usually  kept  to  recora  the  deposits  which  in 
many  cases  are  demanded  from  customers  prior  to  the  supply  of  gas. 

The  purchases  and  expenditure  of  a  gss  undertaking  are  dealt 
with  in  a  like  manner  to  those  of  an  ordinary  commercuil  concern 
and  the  columnar  Purchases  Journals  and  Cash  Books,  with  which 
the  student  is  already  familiar,  will  etliciently  record  transactions 
of  this  nature. 

It  will  be  noted,  on  reference  to  the  statntorj[  form  of  Revenue 
Account,  that  the  amount  expended  upon  wages  in  the  mannfaatum 
and  distribution  of  jgaa  mnst  be  separately  stated.  It  is  customary 
in  order  to  meet  these  requirements  to  employ  a  Vb<m  Book,  in 
columnarform,  analyzing  the  wages  as  between  the  handling  of  coal, 
carbonizing,  purifymg,  and  the  other  processes  of  manufacture. 
Columns  are  also  provided  for  the  wages  expended  upon  repairs  of 
mains,  service-pipes,  meters,  public  lamps,  inspectors,  and  other 
coats  of  distribution.  Further  columiie  are  necessary  for  the  wagea 
expended  in  new  capital  outlay. 

The  CFsueral  Lsdger  contains,  in  the  usual  form,  the  necessary 
share  and  loan  capital  accounts,  and  the  various  asset  accounts 
under  suitable  headings,  and  iu  no  way  differs  from  the  methods 
with  which  the  student  is  already  familiar. 

In  cases  where  a  Sinking  Fund  Ws  been  established  for  wasting 
expenditure  upon  leasehold  property,  or  for  other  purposes,  the 
necessary  annual  charge  appears  in  t4ie  Revenue  Account.  Such 
provision  should,  wttb  interest,  of  course,  lie  adequate  to  replace 
the  asset  upon  the  expiration  of  the  lease. 

In  cases  where  it  is  desired  to  create  aBessTTe  Fund,  the  amounts 
transferred  would  be  charged  in  the  net  Revenue  Account,  as  such 
a  Fund  can  only  be  raised  oy  contributions  from  the  amount  avail. 
able  for  distribution  amongst  the  ordinary  shareholders  in  excess  of 
the  standud  rate  of  dividend.  Such  funds  are  frequently  raised 
for  the  purpose  of  equalizing  dividends.     An  InsnTanee  Fund,'  for 
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the  pitrpose  of  meeting  possible  losses,  may  also  be  raised,  but  moat 
be  limited  to  an  nmoiuit  equal  to  one-twentieth  of  l^e  paid-up 
loftD  and  share  capital.  Both  Funds  mast  be  represented  by  moneys 
invested  outside  the  undertaking.  The  income  derived  fron  th^a 
invostmenU  must  be  added  to  the  respective  funds. 

The  conditions  under  which  funds  of  the  above  nature  may  be 
created  are  set  forth  iutheGaa  Works  Clauses  Act,  1847. 

The  Profit  and  Loss  or  net  Revenue  Account  deals  with  the 
amount  available  for  distribution  and  its  allocation  for  debenture 
interest  and  preference  dividends.  Any  income  arising  from  outside 
investments  also  appears  in  this  account.  The  iinal  balanoe  of  the 
account  represents  the  amount  a^'silable  for  dividend  on  the  ordinary 
share  capitaL 

The  Oeasral  BalanDs  Sheet  is  similar  in  form  and  principle  to  that 
which  we  have  already  eiiamined  in  tbe  case  of  railway  companies, 
and  is  self-explanatory. 

The  aeconnts  of  gas  undertakings  are  closed  as  on  December  31, 
in  each  year,  and  copies  of  them  must  be  filed  with  the  proper 
local  anthonties  on  or  befote  March  25  aonuaUy. 
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The  iuiuiiaI  itAtemeiita  of  the  Malay  IStktcB  Tobacco  Plantationi, 
Ltd.,  offer  a  good  eiiunple  of  the  acooants  pubiubcl  by  an  Gngliah 
company  owning  and  working  a  plantation  abroad. 

The  tobacco  crop  is  not  rea^  for  shipment  uoCil  the  close  of  the 


year,  and  doea  not  reach  Amsterdam  (the  tobacco  market  of  Europe) 
for  sale  before  Mav  in  each  year.  This  fact  leads  to  the  somewhat 
■musuat  position  disclosed  in  the  accounts  under  review.  The 
student  will  note  that  the  "Crop  Coat  Acconnt"  deals  with  the 
crop  of  the  previous  year  (1907)  whicli,  during  the  year  1908, 
reached  Europe  and  wae  sold  for  £84,596  !&>.  id.  The  tobacco 
is  sold  outright  by  auction  and  t«nder,  so  that  there  are  no  stocks 
to  be  dealt  with  in  the  accounts. 

Reference  to  the  Balance  Sheet  will  disclose  an  item  ;  "ExpvndUurt 
to  data  071  1908  Crop,  £M,450  ISa.  Bd."  This  represents  the  cost  of 
the  "1908  Crop"  up  to  December  81,  1908,  and  is,  in  fact,  within 
a  short  ammmt  of  the  final  total  cost  of  the  crop  which,  by  this 
date,  is  in  the  drying  sheds.  As  thia  amonnt  entirely  represents 
e][penditarB  relative  to  the  crop  which  is  to  be  sold  tor  the  benefit 
of  the  coming  year's  accounts,  it  is  carried  forward  as  an  asset  in 
suspense  so  far  as  the  current  accounts  are  concerned.  In  due 
course,  when  the  expenditure  upon  the  tobacco  is  complete,  the 
whole  amount  will  be  transferred  to  the  "  1908  Crop  Cost  Account.'* 

It  will  be  not«d  that  the  Crop  Cost  Account  practically  takes  tba 
form  of  a  Trading  Account,  and  contains  the  wnole  of  the  expendi- 
ture, upon  the  pluitation,  of  the  moneys  remitted  from  this  country 
to  the  Company's  manager  iu  the  IJLst.  The  "  EepliKenieJU)  and 
Repairs,  £8,102  14s.  M, ,"  will  appear  to  be  heavy  ot  first  sight,  but  it 
is  the  usiial  practice  of  all  companies  of  this  character  to  charge  all 
building  and  other  kindred  espenditnre  against  the  revenue  of  the 
year.  The  oropicol  climote,  white  onta,  and  other  causes  render 
the  life  of  the  wooden  or  rattan  erections  in  general  use  of  short 
duration  only,  and  expenditure  of  thisnatnre  is  therefore  very  rarely 
capitalized  unless  unusually  heavy  in  amount,  in  which  case  it  is 
spread  over  a  term  of  years.  It  is  not  uncommon  among  tea-planters 
— in  India  eBpeciilly— to  treat  Machinery  and  Plant  in  the  same 
manner.  In  these  cases,  therefore,  the  "Plantation  Account," 
"  Estate  Account, "  or  "  Block  Account,"  appearing  in  the  Balance 
Sheet,  as  representing  the  chief  asset,  reinains  at  a  fixed  figure  from 
year  to  year. 

The  "  Loss  by  death  of  Coolies.  £1,228  10s.  .4d.,"  arises  from  the  fact 
that  the  labourused  on  the  plantation  is  imported,  and  upon  leaving 
home  an  advance  is  made  to  Coolies  and  treated  oh  a  loan  to  be 
worked  off  in  labour  subsequently.  When  Coolies  die,  therefore, 
any  sums  still  to  their  debit  on  "  Advance  Account"  become  a  loss 
to  the  Company  and  must  be  written  off  as  such. 

The  Profit  and  Loss  Account  deals  with  the  London  expenditure 
anf  is    self- 


ixplauatory. 
Reference  ti 


Reference  to  the  Balance  Sheet  will  show  that  this  is  ft  case  where 
the  Plantations  Account  is  maintained  at  a  fixed  figure,  no  additions 

having  been  capitalized  during  the  year. 

The  '•  SundTy  Debtors,  £10.941  103.  6f.,"  is  almost  entirely  com- 
posed of  "  Advances  to  CooHes,"  and,  as  previously  explained,  does 
not  contain  any  outstauding  accounts  for  tohaoco  sales,  which  are 
"Cash  Sales"  to  all  intents  and  pui^ses. 

The  remaining  items  in  the  Balance  Sheet  do  not  reqnira 
esplanation. 
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Tha  Bimual  aooounts  of  Meaars,  Jameaon,  ConwBiy  ajid  Phelpg, 
solicitora,  furniah  an  example  of  a  form  freqaentlj  employed, 
eapeoially  by  the  larger  Grins  in  the  profeaaion. 

The  student  will  note  that  the  first  section  of  the  Frofit  and  Loss 
Account  is  credited  with  the  grosa  amount  of  the  bills  of  oosts  for 
tbe  year's  work.  The  debits  appearing  in  the  same  sectitu  relate 
solely  to  the  various  disbursements  which  have  been  made  on  beh^ 
of  dients,  and  have  been  duly  included  in  the  eoeta  appearing  on 
the  credit  side  of  the  account.  The  balance  of  this  account  does 
not,  therefore,  represent  in  any  way  the  gross  profit  made,  but 
merely  shows  the  net  amount  of  the  fees  earned  during  the  year  for 
the  professional  work  acoompliahed. 

The  second  section  of  the  Profit  and  Losa  Account  (to  which  the 
above  not  total  of  fees  earned  has  been  carried  down)  is  charged 
with  all  the  expenses  incidental  to  the  carrying  on  of  the  ofBce  work 
of  tha  firm,  such  as  Salaries,  8tationer</,  Bent,  etc.,  and  shows  a 
balance  which  represents  the  Net  Profit  earned  by  the  firm.  This 
Net  Profit  is  carried  down  to  the  appropriation  section,  and,  after 
charging  interest  upon  capital,  is  then  divided  amongst  the  partners 
in  accordance  with  the  terms  of  the  partnership  agreement. 

Duplicate  copies  of  all  the  bills  of  coats  sent  in  are  usually  collected 
every  half-year,  and  bound  in  half-yearly  departmental  volumes. 
In  addition  to  the  bills  actually  sent  in  there  will  always  esist  in  a 
solicitor's  office  bills,  frequently  termed  "loose  bills,''  which  consist 
of  loose  sheets  on  which  the  charges  on  uncompleted  matters  are 
entered.    In  order  that  the  actual   work  completed  within   the 

J  ear  may  be  properly  taken  credit  for,  it  is  necessary  to  paas  a 
oumal  entry  through  the  books  debiting  in  detail  the  individual 
clients  concerned,  and  crediting  "  Costs  Account"  with  the  total  of 
the  amount  represented  by  these  loose  bills.  Care  must,  however, 
be  taien  to  reverse  these  entries  when,  in  due  course,  the  bills  are 


as  have  been  actually  delivered,  the  matter  being  treated  upon  a 
cash  basis.  This,  however,  is  an  unsatisfactory  method  of  pro- 
cedure, as,  if  large  matters  remain  open  at  the  close  of  any  given 
period,  the  succeeding  Profit  and  Lcoa  Account  ia  unduly  credited 
with  work  which  has  been  largely  accomplished  in  a  previoua  period. 

On  the  other  hand,  solidtora  frequently  receive  payment  in  ad- 
vance for  work  which  they  undertake  to  perform.  In  such  coses 
care  must  he  taken  that  credit  is  only  taken  for  suob  portion  of  the 
work  as  has  bean  actually  completed  within  the  period  covered  by 
the  accounts.  The  balance  of  the  payment  in  advance  must  be 
treated  as  ollente'  moneys  in  hand. 

It  will  be  noted  that  tha  sum  received  as  "  Premiums  from 
Articled  Clerks,  £500,"  has  been  credited  to  the  Profit  and  Loss 
Account  foidivisionamongstthepartners,  together  with  the  general 


It  is  the  practice  with  some  firms  to  credit  all  premiums  received 
from  this  source  to  the  individual  partner  to  whom  the  clerk  or 
clerks  in  question  are  articled.     In  these  cases  the  premiums  would 


B,  appear  in  the  Profit  and  Loss  Account,  but  would  bo 
credited  direct  to  the  Drawing  Account  of  the  particular  partner 
concerned. 
When,  aa  i 
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menta  over  the  period  they  cover,  uBuallj  five  jrears,  the  unearned 
balance  being  cairied  forward  by  means  of  a  Siupense  Acooaol. 

The  small  caah  fees  earned  by  the  partners  as  Commissioners  of 
Oaths  for  afGdavita,  declarations,  etc.,  are  almost  invariably,  as  in 
the  present  case,  treated  as  the  personal  eamingB  of  the  individual 
partner  couoemed,  and  do  not  appear  in  the  accounts  of  the  firm 
at  all. 

On  refarring  to  the  Balance  Sheet  it  will  be  no(«d  that  the  Capital 
Accounts  of  tne  partners  consist  of  "  filed  "  amonnts,  and  that  all 
drawings,  interest  and  share  of  profits  are  dealt  with  in  the  separate 
Drawing  Acooants  of  the  partners  in  the  manner  pravioualy  explained 
on  page  230.  The  credit  balances  of  these  accounts  are  separatelv 
let  out  in  the  Balance  Sheet,  and  show  the  amount  which  each 
partner  is  entitled  to  withdraw  as  at  the  date  of  the  Balance  Sheet. 

It  will  also  be  noted  that  a  premium  has  been  paid  for  the  lease 
of  the  offices  occupied  by  the  firm,  which  is  being  gradually  e;itin- 
guished  by  means  of  transfers  to  the  debit  of  the  Profit  and  Loss 
Account. 

The  Investment  (Consols  £200)  stands  in  the  Aamet  of  the  senior 
partner  and  the  Secretary  of  Inland  Revenue,  and  is  maintained  in 
order  that  stamp  duties  may  be  paid  by  cheque  instead  of  by  cash 
only.  When  this  procedure  is  followed,  cheques  will  be  accepted 
at  Somerset  House  in  payment  of  stamp  duties,  and  this  practice 
affords  considerable  convenience. 

It  will  be  noted  that  the  furniture  has  not  been  depreciated,  a 
recent  valuation  having  proved  higher  than  the  sum  at  which  the 
furniture  stonds  in  the  Boots  of  the  firm. 

The  student  will  note  that  no  credit  has  been  taken  for  the  stock 
of  stationery  in  hand  at  the  close  of  the  period.  The  value  of  such 
stock  frequently  amounts  to  a  ccHiEiderable  sum,  and,  strictly  sprak' 
iug,  it  should  be  credited  in  the  Profit  and  Loss  Account,  and  set 
ODt  in  the  Balance  Sheet  as  an  Asset  in  the  ordinary  way. 

It  will  also  be  noted  that  all  moneys  held  on  behalf  of  clients  are 
stated  separately,  and  are  represented  bv  distinct  and  separate 
accounts  at  the  firm's  bank.  This  is  a  healthy  practice  in  the  case 
of  a  professional  firm.  A  recommendation  that  clients'  moneys 
should  be  BO  dealt  with  was  contained  in  the  report  of  the  Special  ' 
Committee  of  the  Incorporated  Law  Society  (April  1900). 

"^- -' — «  otherwise  self-ezplaDatory.    . 
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The  Balance  Sheet  of  tha  Consolidated  Gold  Fields  of  Soath 
Africa,  Ltd.,  illustrates  a  typical  Balaoce  Sheet  of  a  large 
financial  company.  The  companv  in  question  has  formed  and  floated 
a  nnmber  of  BulHidiary  companies  to  work  individual  gold-mining 
areas,  and,  as  the  "parent"  company,  holds  large  blocks  of  ehares  in 
these  ondertakings,  together  with  many  other  propertieB, 

The  item  calling  for  special  notice  on  the  Liabilities  side  of  the 
Balance  Sheet  is  the  Beserre  of  £2,000,000  ;  this  is  shown  as  being 
invested  to  the  extent  of  one-half  "in  the  bofliness,"  the  balance 
being  invested  in  British  Grovemment  Securities,  the  corresponding 
investments  for  which  appear  as  amounting  to  £935,016  8i.  9d.,  on 
the  credit  side  of  the  statement ;  the  difference  between  the  Invest- 
ments enumerated,  and  the  nominal  amoont  of  the  In  vested  Reserve 
(£1,000,000)  is  presumably  due  to  depreciation  or  other  causes. 

The  balance  of  the  Reserve  (£1,000,000),  as  stated  above,  is  "  in- 
vested in  the  business  "  ;  in  other  words,  none  of  the  investments  or 
asseta  held  are  specifically  earmarked  as  representing  it,  and  the 
Reserve  is  merely  covered,  in  company  with  the  Share  Capital,  by 
the  General  Assets  of  the  undertaking. 

There  appear  on  the  Balance  Sheet  as  a  memorandnnj  (not 
included  in  the  additions  of  the  Balance  Sheet  columns)  contingent 
Liabilities  amounting  to  £106,051  2>.  6il  in  respect  of  "Uncalled 
Capital  on  Investments."  This  item  represents  the  uncalled  portion 
of  the  shares  held  by  the  Company,  the  amount  of  which  it  is  liable 
to  be  called  opon  to  pay  at  any  time. 

In  the  Profit  and  Loss  Account  it  will  be  noticed  that  a  net  sum 
of  £T33,SS5  13a.  lli^  was  made  by  realiziag  investments,  by  divi- 
dends, commissions  and  other  items,  after  allowing  for  an  unspecified 
provision  for  depreciation  and  losses  of  various  descriptions ;  the 
stating  of  this  combined  net  t^tal  is  doubtless  due  to  a  desire, 
similar  to  that  of  trading  companies,  not  to  prejudice  the  com[«ny 
by  disclosing  to  its  rivals  complete  details  of  its  internal  working. 
A  further  sum  of  £200,526  6d.  2d.  is  written  off  as  depreciation  of 
investments  in  the  second  portion  of  the  account. 

Probably  the  asset  which  presents  the  greatest  difficoltv  from  the 
valoationpoint  of  view  is  "Property  and  Ventures,  £74,065  12s.  8d." 
This  item  presumably  consists  lar^elyof  mining  "  claims  "  in  various 
stages  of  development,  and  eipenditure  Upon  "exploration"  and 
other  ventures.  In  oases  where  mining  development  ia  in  its  early 
stages,  the  stock  of  gold-bearing  earth  or  rock  which  has  been 
accumulated  on  a  gold-mining  property  often  presents  great  diffi- 
culties from  a  stocktaking  point  of  view.  Of  course  in  the  case  of 
alluvial  mines,  where  the  gold  is  free  and  unifonn  in  character,  the 
local  Banks  will  generally  buy  the  dust  outright,  and  viduatiOD 
difBculties  are  not  therefore  great.  But  in  cases  where  the  gold 
has  to  be  retorted  from  quartz,  valuations  of  the  "banked"  material 
present  much  greater  mfGcultiea.  In  many  cases  low-grade  ores 
eutail  heavy  expenditure  in  ' '  dressing  "  before  they  are  marketable, 
or  before  smelting  or  other  process  can  be  proceeded  with. 

The  remainder  of  the  items  are  of  a  comparatively  simple  nature 
and  are  self-explanatory. 
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STEAM  NAVIGATION  COMPANY 
for  the  rear  ended  September  30,  1908 

ACCOUNT 
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Ths  PeninBular  and  Oriental  Steam  Navigation  Company  is  one 
of  the  greatest  of  the  British  Shipping  lines,  snd  its  accounts  form 
a  good  illuBtratioD  of  the  published  accounts  of  a  company  owning 


a  fleet  of  veseels  both  for  cargo  and  passe: 
The  most  lengthy  statement  published 
Account,  1.  e.  the  Trading  or  Profit  and  Loss  Accou 


t  lengthy  statement  published  is  the  General  Working 


In  connection  wit)i  thja  statement  it  will  be  noted  that,  in  con- 
trast with  some  of  the  trading  companies  previously  dealt  with,  the 
Company  under  review  appears  to  have  found  it  feasible  to  publish 
a  (uil  statement  of  its  trailing. 

Turning  to  the  Working  Account,  it  will  be  noted  that  the 
largest  items  on  the  credit  side  are  those  of  receipts  for  Passage 
Money  from  passengers  (£1,168,265  15s.),  ^"'^  those  for  the  con- 
veyance of  Goods  (Freight),  the  leasing  of  vessels  (Charters},  and 
miscellaneous  services  (£1,520,080,  Ha.  M.).  The  Company  posseBses 
Government  contracts  for  the  conveyance  of  mails,  and  has  received 
£309,921  163.  Id.  under  this  heading.  An  exceptional  receipt  also 
appears  on  this  side  of  the  account,  viz.  a  sum  of  £10,000  paid  by 
the  Russian  Government,  presumably  as  compensation  for  the 
seizure  of  the  steamship  Malacca. 

On  the  debit  side  of  the  account  are  set  forth  the  various  items 
of  loss  or  expenditure  incurred  during  the  year — the  heaviest  ex- 
penditure being,  as  is  natural,  that  upon  coal.  The  dues  pajable 
to  the  Suez  C^nal  authorities  for  the  use  of  the  canal  are  large 
(£329,576  13l.  M.).  as  also  ia  the  amount  written  off  the  Company's 
fleet  (£374,143  17s.). 

The  Reserve  and  Suspense  Accounts  show  that  the  Company 
possesses  aconmnlations  of  profits  amounting  to  one  and  a  half 
million  jpounds. 

The  BsJance  Sheet  has  been  prepared  (according  to  modem 
British  practice)  with  its  sides  reversed,  the  Liabilities  appearing 
on  the  credit  side,  and  the  Assets  on  the  debit  side  ;  this  practice 
is,  however,  customary  both  on  the  Continent  and  in  America. 

The  items  set  forth  in  the  Balance  Sheet  are,  for  the  most  part, 
self-explanatory,  reference  may  however  be  made  to  the  item  of 
"Sundry  Balances  and  Accounts  not  closed,  £1,074,488  16s.  llrf." 
What  this  item  really  represents  it  is  impossible,  in  view  of  the 
vagueness  of  the  description,  to  say.  Any  and  every  Balance  on 
eiiier  side  of  a  Balance  Sheet  could  be  thus  described  or  grouped 
together,  and  the  item  cannot  be  regarded  as  lucid.  It  might  be 
entirely  composed  of  amounts  owing  to  creditors,  or  again  it  might, 
though  it  ia  hardly  likely,  he  entirely  anadditional  reserve.  The  item 
doubtless  inclvdis  the  amounts  owing  to  the  Company's  creditors  ; 
bat  beyond  this  it  is  impossible  to  say  what  the  description  covers. 

The  Cash  Balance  is  stated  as  follows,  viz.  ''Cash  at  Bankers, 
iii  hands  of  Agents,  and  Investments  (ifss-lnwpiajwes),  £2,879,974  7*. 
This  entry  lacks  lucidity,  and  coutd  be  amplified  with  advantage ; 
the  balance  of  "  Cash  at  Bankers"  should,  in  the  author's  opinion, 
have  been  slated  separately,  and  not  merged  with  the  less  readily 
realizable  assets  of  Book  Debts  and  Investments.  Again,  the  sums 
due  from  agents  should  have  been  set  forth  in  a  separate  total.  The 
Investments  should  preferably  have  been  stated  separately,  and  their 
nature  and  valuations  added.  Finally,  the  deduction  of  acceptances 
outstanding  (i,  «.  certain  lioMlities)  from  the  cash  balance,  or  the 
total  of  the  liquid  assets,  is  a  form  of  entry  which,  ia  a  book-keeping 
Bense,  cannot  De  approved. 
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Mewre.  Barolay,  Parkins  ft  Co.,  Ltd.,  an  brewers,  &nd  tbeii 
Baluioe  Sheet  msf  be  taken  oa  tfpicsl  of  the  Balance  Sheets 
published  by  the  great  breweiy  campanies. 

The  prinaipol  point  calling  for  oonaideration  in  the  esse  of  a 
breweiy  companji'  origeH  out  of  its  oommitments  in  reoard  to  what 
are  known  as  "tied  houaee."    For  many  years  past  it  baa  been  the 

Cractice  of  the  big  brewery  companies  to  invest  largely  in  the 
laseholds,  freeholds,  and  goodwill  of  numerous  publio-houBes, 
doubtless  in  order  that  they  shall  ^seess  an  assured  and  sufficient 
series  of  depots  for  the  sale  of  their  products.  The  areat  majority, 
of  these  establishments  were  sub- let  t^  individual  pubTicans ;  and,  in 
addition,  many  individual  tenants  of  hotels,  reataurantA  and  public- 
houses  were  granted  subatantial  advances  on  first  or  other  mortgage 
of  their  promises  or  goodwill,  in  order  to  enable  them  to  acquire 
their  premises,  or  to  start  in  business  for  themBelves.  It  was  always, 
of  course,  a  siiie  quA  non  in  regard  to  these  sub-leases,  or  loans,  that 
no  matt  liquors  should  be  sold  at  the  houses  in  question  other 
than  those  produced  by  the  particular  brewer;  makinstbe  advance, 
hence  the  derivation  of  the  term  "tied  houses."  At  the  time  when 
this  extensive  amount  of  financing  took  place,  there  was  current  a 
"  boom  "  in  the  value  of  licences,  partly  arising  out  of  the  competi- 
tiop  to  buy  them  amon^  different  brewers,  and  partly  due  to  the 
limited  supply — the  m^strates  frequently  refusing  to  grant  licences 
to  newly-erected  houses. 

Of  late  years,  many  brewery  companies  have  sufiered  severely 
throngfa  losaes  arising  out  of  their  tied  houses ;  it  may  be  said 
that  almost  without  exception  the  value  of  licensed  properties  has 
fallen  throughout  the  conntrj  owing  to  various  canses,  and  that  the 
brewers,  in  whose  hands  the  majority  of  this  class  of  property  had 
become  collected,  either  as  owners  or  mortgagees,  have  naturally 
sustained  serious  losses.  In  many  cases,  the  amount  lent  upon,  or 
invested  in  tied  houses,  largely  exceeded  all  the  other  assets  appear- 
ing in  a  brewery  company's  Balance  Sheet ;  and  the  compau;  became 
not  only  brewers,  but  also  constant  lenders  of  funds  upon  property 
connected  with  the  sale  of  their  manufactured  products. 

The  losses  sustained  through  tied  houses  are  exemplified  in  many 
brewery  companies'  Balance  Sheeta  more  conspicuously  than  in  the 
one  under  review,  in  which  the  losses  are  not  striking;  but  even  in  this 
Balance  Sheet  the  largeness  of  the  sum  locked  up  in  loans  on  licensed 
property  is  evident.  The  loans  to  publicans  (with  interest),  includ- 
ing bonses  in  band  (i.  e.  houses  taken  possession  of  under  the  mort- 
gage for  one  reason  or  another),  trade  debtors  and  outstanding  ac- 
counts amount  in  the  Balance  Sheet  set  out  above  to  £2,4i  1,262  4s.  &d. , 
i.  e.  nearly  half  the  total  assets  of  the  concern.  In  addition  to  this, 
£943,287  ISf.  6d.  has  been  invested  in  the  acquisition  of  Freehold 
and  Leasehold  Public  and  other  Houses,  Reversions  and  Equities. 
As  against  these  two  large  totals  of  assets  two  transfers  from  the 
Special  Reserve  Account,  apparent  on  the  debit  side  of  the  Balance 
Sheet,  are  of  a  significant  nature,  viz.  that  for  "  Losses  on  Loans  to 
Publicans  written  off,  etc.,  £22,954  1$.  Id."  and  "Provision  for 
Depreciation  of  Tenancy  Loans  (t.  e.  loans  to  tenants  of  licensed 
premises  owned  by  the  Brewery),  £20,534  2*.  Id."  In  order  to  be  in  a 
position  to  lend  freely  on  licensed  property  many  brewery  companies 
receive  money  on  deposit  at  interest  from  the  public.  In  the  Balance 
Sheet  under  review  these  liabilities  appear  under  "Publicans'  Trftde 
and  other  deposits,  with  interest  accrued,  £170,131  17».  Id." 


D,£,,t,7P-hy  Google 


TEE  FORM  OF  PUBLISHED  ACCOUNTS    561 


£345,43S)  and  Sinking  Fund,  Trade  and  other  InveatmeDts  smonnt- 
ing  to  £126,905  12s.  id.  These  investments  tire  cot  entirely  at  the 
CompaDj's  diaposal,  aa  a  reference  to  the  Liabilities  side  of  the 
Balance  Sheet  abowa  tiiat  it  has  raised  loana,  secured  on  them, 
unounting  to  £326,000. 

The  Company  haa  further  created  a  sinking  fund  for  the  redemp- 
tion of  certain  mortnges,  and  halt  iet  aside  a  sum  of  £1i,'lb2  15*.  44. 
as  a  reserve  in  this  direction  out  of  profits.  The  setting  aside  of  the 
reserve  appearB  to  have  been  accompanied  by  the  withdrawal  of  a 
correspouduig  amount  of  cash  from  the  business,  and  its  investment 
in  the  form  of  a  sinking  fund  policy  taken  out  with  an  Insnrance 
Company  (t.  e.  a  policy  to  secure  the  payment  of  a  filed  sum  at  a 
given  date,  an  annual  or  other  periodical  premiuni  being  payiJ)la 
until  that  date  arrives). 

The  "  Licence  Compensation  Levies.  £6,458  7i.  Od.,"areobliEat'icy 
contributions  towards  a  fund  established  by  the  Government  for  the 
compensation  of  the-owners  of  licensed  premises,  the  licence  of  which 
is  withdrawn  by  the  magistrates  on  grounds  other  than  the  default 
of  the  lioencee. 

There  appears  on  the  liabilities  side  of  the  Balance  Sheet  an 
amount  of  £17,758  7».  (W.  owingby  the  Company  in  respect  of  "Beer 
duty  for  the  month  of  March  1909  "  (i.  f,  the  lost  month  oE  the  period 
covered  by  the  acconnts).  This  represents  the  amount  of  the 
Government  Duty  on  the  beer  manufactured  during  the  month  in 
question,  and  ia  owing  to  the  Eiicise  authorities.  In  order  to  facili- 
tate the  due  collection  of  this  duty,  all  breweries  are  obliged  to  keep 
a  book  called  an  "  Ercise  Brewing  Book,"  which  ia  always  open  to 
the  inspection  of  the  E:tciae  oiEcer,  and  from  this  book  is  derived 
the  information  upon  which  the  duty  payable  to  the  GovenDnent  ia 
calculated ;  it  contains  details  of  the  materials  and  quantities 
employed  in  brewing  the  beer,  of  the  resultant  manufactured 
product,  and  much  other  technical  information. 

The  note  appended  on  the  liabilities  side  at  the  foot  of  the 
Balance  Sheet  is  one  which  discloses  the  existence  of  a  contingent 
liability  for  a  considerable  amount,  and  one,  moreover,  which 
appears  to  have  arisen  out  of  the  practice,  common  among  breweries, 
of  GnaDcing  and  assisting  their  customers  in  various  ways  on  con- 
dition of  their  becoming  tied  "  to  the  brewery  as  regards  the  saje 
of  malt  liquors.  There  exists  "  a  contingent  liability  on  guarantee 
of  eustomers'  fixed  term  mortgages,  subject  to  value  of  property  so 
charged,  less  value  of  sub-mortgage  held  by  company  for  £570,200." 
This  note  would  appear  to  convey  the  fact  that  the  brewery  com- 
pany has  guaranteed  to  the  persons  from  whom  certain  of  its 
cnsKimers  have  borrowed  money  on  mortgage  of  their  premises,  the 
due  repayment  of  the  sums  so  lent  to  the  customers  ;  the  brewery 
doubtleBB  taking,  by  way  of  security,  a  sub-mortgage  of  the  [ite- 
mises  so  hypothecated,  the  customer,  at  the  same  time,  becoming 
"  tied  "  to  the  exclusive  sale  of  the  brewery's  products. 

The  remainder  of  the  items  in  the  BaJanoe  Sheet  are  to  a  great 
extent  of  an  ordinary  nature,  and  require  no  special  m 
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Meetra.  J.  Lyons  &  Co.,  Ltd.,  are  the  well-lcDown  fiim  ot 
caterers,  restanront  and  tek-ehop  proprietors  owning  oumerous 
restaurants  and  depots,  priiicipall}>  situate  m  London. 

The  majorit;  of  the  items  in  the  Balance  Sheet  are  of  a  compara- 
tively simple  nature,  and  do  not  call  for  explanation.  The  amount 
■hotrn  among  the  assets  for  Goodwill  is  £39,189  l<k  Od.,  which  is 
doubtless  far  below  the  real  valne  of  the  asset  in  question,  and 
indicates  a  sound  condition  of  affaire.  The  profits  for  the  year  end- 
ing the.  3lBt  of  March,  1909,  are  shown  as  being  over  £200,000,  a 
figure  which  affords  a  striking  contrast  to  the  low  valuation  placed 
upon  the  OoodwiU. 

In  a  company  encaged  in  a  highly  ootnpetitiTe  business  sach  as 
this,  the  Profit  and  Loss  Account  can  usually  only  be  shown  in 
summarized  form.  Tliis  procedure  has  been  adopted  in  the  Profit 
and  Lobs  Account  subjoined,  in  which  the  Gross  Profit  on  trading 
and  the  eipenses  of  the  business  appear,  in  each  case,  in  the  form 
of  a  single  total  of  large  amount. 

Among  the  liabilities,  it  will  be  noted  that  the  item  "Trade 
Creditors,  etc,"  embraces  also  "Credit  Balances."  It  is  to  be 
presumed  that  sundry  reserves  and  suspense  accounts  have  been 
provided  in  the  Company's  books  for  accrued  liabilities  or  antici' 
pated  losses  or  wastages.  It  has  not,  however,  been  deemed 
necessary  to  discl'iae  the  natu.-e  of  these  provieiDns  in  the  published 


The  depreciation  provided  for  the  wastage  which  has  occurred 
during  the  year  in  connection  with  the  "Leasehold  Premises, 
Fixtures,  etc.,"  viz.  £22,010  Os.  6i.,  is  probably  one  of  the  most 
important  items  in  the  aocoants  of  the  Company.  The  accuracy  of 
the  profit  figure  arrived  at  depends,  of  course,  upon  the  adequacy  or 
otherwise  of  this  estimate.  Doubtless  in  the  case  of  the  Company 
under  review  ample  provision  has  been  made. 

It  win  be  noted  that  the  "  Stock  in  Trade,  £247,046  lOs.  \d.  "  has 
been  valued  at  cost  or  under. 

The  "Debit  Balances"  included  mth  the  Sundry  Debtors  con- 
sist presomably  of  certain  accrued  but  unpaid  income,  and  of 
sundries  of  the  oppoait«  nature  to  those  which  are  provided  for  in 
the  item  ' '  Credit  Balances  "  referred  to  above  as  appearing  among 
the  liabilities. 

It  wlU  be  noted  that  the  investments  in  hand,  £202,918  17s.  Od., 
are  not  ear-marked  as  being  held  on  account  of  the  "  Reserve."  It 
must,  therefore,  be  assumed  that  the  Reserve  shown,  £480,000  0(.  Od. , 
is  invested  in  the  business  generally.  The  nature  of  the  investments 
held  might  have  been  appended  with  advantage  ;  presumably  they 
are  to  a  certain  extent  of  the  "gilt-edged"  or  readily  realizabiB 
variety,  but  to  what  extent  it  is  impossible  to  state ;  it  is  also 
possible  that,  under  the  heading  of  "Sundry  Investments,"  ir 
in  subsidiary  companies  and  alued  undertakings  are  included. 
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The  Bcatrants  of  Wat«r  CotnpaDiei  are  icheduled,  amongnt  thone 
of  other  undertakinga,  in  Che  ayllabuHsa  of  several  eitunining  bodies, 


d  inquiriea  are  uaturally  made  by  the  student  M  to  the  fc 
nature  of  accounts  of  ancb  conoerna.  The  above  accounta  of  the 
well-koown  Colne  Valley  Water  Company  nill  prove  interesting 
and  instmctive  to  the  etudent. 

The  student  will  note,  in  the  first  instance,  tliat  the  form  of  the 
above  account  is,  subject  to  the  needs  of  the  OB«e,  olmoat  preoisely 
similar  to  that  employed  by  Gas  Companies.  The  various  acts 
regalating  the  formation  and  management  of  Water  Companies  do 
not  stipulate  that  the  accounts  shall  be  prepared  in  any  particulnr 
form.     The  statutory  forma*  applicable  Co  Gas  Companies  have  by 

Kioral  custom  been  largely  adopted  by  Water  Companii  "" 

uble  Account  system  is  employed  and  the  usual  statf 
"Capital"  is  followed  by  a  "  Capital  Account, "  "  Revenue  Account'' 
and  ''  General  Balance  ^heet." 

The  position  of  a  Water  Company  is  almost  identical  with  that 
of  a  Gas  Company.  Under  certain  refltrictioua  the  Company  has 
practically  been  granted  a  monopoly  for  the  supply  of  a  prime 
neceeaity  to  a  given  district.  Water  is  used  for  Domestic,  Trade 
and  Public  purposes,  and  suitable  records  of  each  clues  of  supply  are 
neceasary.  The  pai-liamentai-y  powers  possessed  by  the  Gonipany 
regulate  the  charges  made  for  domestic  supplies,  hut  the  charge  is 
almost  invariably  based  upon  the  rental  value  of  the  house  occupied 
by  the  customer.  Supplies  for  trade  and  public  ptirposea  are 
frequently  mode  under  contract  atraiiged  by  Eargaia  between  the 
customer  aad  the  Company. 

The  balk  of  the  book-keeping  of  a  Water  Company  repreaonts  the 
detailed  record  of  the  domestic  supplies.  A  form  of  a  Water 
Company's  CoaBoman  Ledger  ia  givoa  od  page  353  and  its  uses 
are  explained  on  page  337.  In  the  case  of  large  Companies  separate 
Ledgers  of  this  description  are  kept  for  each  district  sarved  IJy  the 
Company,  As  a  general  rule  such  Ledgers  are  provided  wiih 
sufficient  columns  to  last  about  four  years.  Bad  Debts,  and  similar 
losses,  are  passed  through  the  " allowances"  columns.  In  coses 
where  water  ia  supplied  at  a  given   rate  per   1000  gallons,   the 

Scocedure  and  record  are  practically  identical  with  those  of  a  Gaa 
ompany.  A  Meter  Boek,  or  Laid  on  Book,  ia  kept  containing 
Strticulara  of  the  water  consumed  as  taken  by  the  inspectors, 
his  book  is,  in  due  course,  posted  to  the  Meter  Sent  Ledger, 
which  is  ruled  in  the  necessary  number  of  columns  and  contains 
information  similar  to  that  given  in  a  Gaa  Rental  Ledger  [see 
p.  539). 

The  general  book-keeping  of  a  Water  Company  differs  but  little 
from  that  of  an  ordiuary  commercial  concern.  The  income  from 
the  various  sources  is  collected  in  the  General  Cosh  Book  in  daily 
or  weekly  totals  from  the  anbaidiary  Cosh  Books.  The  PurobaEet 
Journal  is  kept  in  columnar  foriB,and  great  care  is  necessary  in  the 
analysis  of  purchases  as  between  Capital  and  Revenue,  a  large 
number  of  columns  being  provided,  as  is  (he  cose  with  Gaa 
Companies,  for  the  analysis  of  the  purchases  under  the  various 
Cniital  and  Revenue  headings  appearing  in  the  published  accounts. 
In  similar  manner  tlie  wages  need  careful  analysis  under  the  same 
headings  and  for  the  same  purpose.     Under  the  Companiei  Cktuats 
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CoMolidiUioiC:  Ad,  1S45,  a  Begiater  of  Shareholders,  Shareholders* 
Addreis  Book,  Register  of  Mortgages  and  Bonds  and  a  Register  o( 
Stock,  are  necessary.  Under  tlio  JVatenvorka  Clausa  Act,  1847, 
the  dividends  distributed  by  Water  Companies  shall  not  exceed  the 
prescribed  rate,  or,  where  no  rate  is  prescribed,  10  per  cent,  on  the 
paid  up  capital.  Deficiencies  in  the  preseribed  rate  which  have 
occurred  in  previous  years  may,  however,  be  made  up,  A  Saisnrtd 
Fand  may  be  accumulated  at  compound  interest  out  of  any  profits 
remaining  after  the  payment  of  the  prescribed  rate  of  dividend, 
until  such  fund  has  reached  the  sum  prescribed  in  the  Company's 
Act,  or  to  a  sum  equal  to  one-tenth  of  the  nominal  capital,  in  cases 
where  no  prescribed  limit  has  been  fixed  for  the  Reserved  Fund. 
Such  Fund  is  available  for  the  equalization  of  dividends  or  to  meet 
any  extraordinary  claim  or  demand  that  may  arise.  When  the 
Reserved  Fund  has  reache<l  the  prescribed  limits,  the  income  arising 
from  the  investment  of  the  Fund  may  be  applied  to  the  general 
pnrpoees  of  the  undertaking.  A  copy  of  the  published  accounts 
must  be  sent  annually,  on  or  before  January  31,  to  the  Clerk  of 
the  Pence  for  the  County  in  which  the  water  works  are  situated. 
The  principle  to  be  observed  in  the  allocation  of  expenditure  as 
between  Capital  and  Revenue,  already  described  with  reference  to 
Ga8  Company  Accounta,  applies  in  precisely  similar  manner  to 
Water  Company  Acconnts.  The  reservoirs,  plant,  and  equipment 
are  deemed  to  be  permartent  in  character,  and  all  repairs  and 
renewals  are  charged  to  Revenue.  In  some  cases  a  fixed  annual 
amount  is  charged  to  Revenue  and  carried  to  a  Rentviala  Account, 
against  which  the  expenditure  actually  incurred  ia  charged.  This 
method  appears  to  M  the  best  that  can  be  adi^ted.  It  has  the 
advantage  of  equalizing  the  charge  in  respect  of^  Renewals,  which 
often  flnctuates  considerably. 
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The  BccounU  oE  the  S&lvaCion  Ar-jiy  are  kept  npoD  modern  and 
bcsiness-Lke  methoda,  and  it  is  a  matter  oF  regret  that  the  aame 
com  mend  a  lion  cannot  be  ajiplied  ta  the  acconnta  of  many  othel 
religious  and  charitable  in"' — '  — 

Owi      -    -        -' 

he-e.  .  .  .        .._ 

Income  and  Expenditure  Account,  Foreign  Service  Qeneral  Fund, 
Foreign  and  Colonial  Territoriea  Fund,  Indian  Famine  Fund,  Rente 
and  fntereat  Account,  and  Selt-Denial  Fund,  All  these  Income 
and  Expenditure  Accounts  are  tept  upon  efficient  Double  Entry 
principles,  and  are  presented  wUh  ample  detail.  The  reenlting 
balances  of  the  accounts  are  transferred  to  the  second  s    ' ' 


the  General  Income  and  Expenditure  Aecoant,  the  net  balance  of 
which,  in  turn,  is  carried  to  the  "  Salvation  Army  Fund,"  as  shown 
in  the  accompanying  Balance  Sheet. 

The   student    will  note    that   wastages    of    various    classes    are 

Eivided  for  by  means  of  Reserve  and  Sinking  Pnnda,  the  tolat 
serves  so  created  amounting  to  £177,364  It.  Id.  The  Reserve  for 
"Specific  Legacies"  will  probably  present  a  new  item  to  many 
Rtudents.  The  need  for  such  a  Fund  arines  from  the  fact  that  from 
time  to  time  legacies  are  left  to  the  Salvation  Army  on  condition 
that  the  income  derived  therefrom  is  to  be  applied  to  some  spcciGc 
purpose  [t.g,  the  Army's  work  in  India).  In  these  cases  the  moneys 
—  left  are  not  available  tot  ordinary  Revenue  purposes,  and  it 


becomes  neoessary  to  create  a  Liability  in  the  shape  of  a  Reserve 
Fund,  represented,  upon  the  Assets  side  of  the  Balance  Sheet,  by 
specially  ear-marked  Investments,  forming  part  of  the  total  Invest- 


The  items  "  Self- Denial  Fnnd"  and  "Colonial  and  Foreign 
Territories  Fund "  are  the  credit  balances  outstanding  upon  these 
funds,  and  represent  moneys  yet  to  be  allocated  to  various  branches 

of  the  Army's  work. 

The  "Salvation  Army  Fund"  takes  the  place  of  the  Capital 
Account  in  a  commercial  concern,  and  represents  the  amount  by 
which  the  Assets  exceed  the  Liabilities.  The  student  may  perhaps, 
at  firet  sight,  wonder  why  a  sum  representing  Donations  and 
Subscriptions  has  been  taken  direct  to  the  Capital  Account.  As 
these  donations  were  given,  however,  for  the  specific  purpose  of 
erecting  buildings,  it  will  be  seen,  upon  conaideration,  that  they  are 
"Capital"  donations,  and  could  not  with  propriety  have  "been 
passed  through  the  jncome  and  Expenditure  Account. 

It  will  be  readily  understood  by  the  student  that  in  an  Institution 
with  BO  many  ramifications  and  varied  interests,  the  books  of  the 
Salvation  Army  necessarily  contain  a  vast  amount  of  detail  of 
varying  natures.  In  order  that  the  immense  amount  of  work 
involved  may  be  expeditiously  and  economically  dealt  with,  books 
upon  the  "  Columnar  "  system  (as  explained  in  Chapter  XVIII)  are 
employed  as  far  as  possible,  and  alt  Ledgers  are  designed  upon  the 
"  Self  Balancing  "  system,  the  advantages  of  which  are  explained  in 
the  early  part  of  the  aanie  chapter. 
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THE  mSM  OF  PUBLISnEB  ACCOUNTS    5?3 

A  penual  of  the  acoonnta  of  the  Midland  Blaat  Fnmocea,  Ltd., 
(rill  probably  introduce  to  the  gtodent  ft  form  of  preMoting  trading 
lesnlte  with  which  he  u  not  familiitr.  But  although  the  form  of 
these  accounts  is  unfamiliar,  the  principles  upon  whioh  they  have 
b«cD  drawn  are  those  which  the  atudenl  ho*  been  instmcted  to 
employ  in  order  to  arrive  at  the  trading  results  of  ordinary 
'    indertakings. 


It  is  of  paramount  imporb 
exactly  what  the  pig-iron  he  ptoducea  is  coatins  him  per  ton.  The 
"FumaoBS  Account"  has  been  drafted  with  a  view  to  sapplying  this 
information.  All  eipensea  which  form  any  part  of  the  actual  cost 
of  producing  the  pig-iron  in  a  condition  ready  for  sale  are  debited 
gainst  the  account.  The  only  credit*  appearing  in  relief  of  such 
cost  are  (a)  the  sales  of  "  slag,"  the  waste  product  lai^ely  osed  for 
tcad  repairing,  which  is  removed  from  the  furnaces  when  drawing 
off  the  molten  iron,  and  {b)  the  sale  of  surplus  sand  in  which  the 
"pigs"  are  cast  in  the  "pig  beds, "  into  which  the  molten  iron  is  ran 
off  every  12  hours.  The  small  item  of  "Wagon  Hire"  represents 
income  earned  by  the  Company's  Ckial  and  Mineral  Wagons  in  the 
haulage  of  matenals  for  neighbours.  The  balance  of  the  "  Furnaces 
Account,"  thna  arrived  at,  abowa  the  actual  coat  of  ihe  pig-iron 
produced  by  the  fumaces  during  the  year,  and  enables  the  cost 
price  per  ton  (in  this  case  3Ta.  5id.)  to  be  accurately  ascertained. 

The  balance  of  the  "  Furnaces  Account  "  is  carried  forward  to  the 
debit  oE  the  "Pig-iron  Trading  Account,"  to  whioh  are  alao  debited 
the  "  Trade  charges,"  incurred  in  selling  the  iron  produced,  and 
the  initial  atock  with  which  the  trading  for  tbe  period  was  com- 
menced. The  net  sales  of  pig-iron  are  credited  to  tbe  account, 
together  with  a  small  item,  "pig-iron  consumed  in  Foundry," 
representing  iron  taken  out  of  stock  for  use  in  the  Company'a 
foundry  and  repairing  ahop.  After  crediting  the  final  stack  on 
hand  at  the  close  of  the  year,  the  balance  of  this  account  represents 
the  Gross  Profft,  wliich  is  carried  forward  to  the  Profit  and  Loss 
Account.  The  usual  items  are  debited  and  credited  in  this  account, 
and  tbe  balance,  representing  the  net  amount  of  profit  available  for 
distribution,  ia  carried  down. 

The  Protit  and  I-osa  Account,  as  deocribed  above,  t^kee  the  place 
of  the  "Net  Profit  and  Loss  Account"  or  the  "Appropriation 
Section"  of  a  Profit  and  Loss  At^iount  prepared  upon  normal  lines. 

If  any  interim  dividenda  hnd  been  paid  during  the  year  they 
would  have  been  ahown  in  this  account. 

The  Balance  Sheet  follows,  in  due  course,  and  is  prepared  upon 
linea  in  which  the  Assets  are  set  out  in  the  reverse  order  of  their 
realizability.  The  atadent  will  note  that  the  "Stock  on  hand" 
contains  stocks  of  coal,  coke,  ironstone,  etc.,  which  are  not  set  out 
in  tbe  Trading  Account.  Thia  ariaea  from  the  fact  that,  in  the 
accounts  repreaentiog  these  purchases,  the  initial  and  fin^  stocks 
are  passed  through  the  Ledger  Accounts  themselves,  and  tlie 
balances,  repreieatingthe  tiei  purchases  for  the  year,  are  transferred 
to  the  debit  of. the  "Furnaces  Account." 
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The  Coke,  Ironstone  aud  Limeetone  Accounts  are  treated  in 
prscisely  the  same  manner,  the  net  balances,  repreeenting  the  actual 
cost  (including  carriage)  of  the  raw  material  when  placed  in  the 
furnaces,  being  transferred  to  the  "Furnaces  Account."  Theatudent 
will  realize,  therefore,  that  under  this  method  the  debit  balances 
repreaentinj  the  Stocks  of  these  matAriata  carried  forward  to  the 
next  year,  are  outstanding  as  Asaela  upon  the  Ledger,  and  must  be 
set  out  in  the  Balance  Sheet  together  with  the  stock  of  finished  pig- 
iron  credited  in  the  "  Pig-iron  Trading  Account." 

The  remainder  of  the  Balance  Sheet  is  self-explanatory. 
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Affinurcs  Zoatartn  Acr,  1909.— Tnm  ScheduiJ;  , 


i^=  ™v.^>,u..ti  of  the  Prodentinl  Assurance  Company,  Limited,  will 
be  eepeeially  interesting  to  the  student  wlio  is  familiar  with  the 
licoountB  of  assurance  companies  as  hitherto  pnbliahed  under  the 
reenlatJouB  of  the  Aot  of  1S70.  Tlie  Assurance  Companiea  Act,  1909, 
came  into  force  on  July  1,  1910,  and  the  nccounts  of  all  aasurance 
companies  mnut  now  be  framed  in  accordance  with  the  Bchedules 
attached  to  that  Act.  The  accounts  printed  here  are  the  first  inaned 
by  the  Company  under  the  new  Aot,  and  will  repay  careful  examl- 
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nation  kiid  oompuison  with  those  pabliahed  ander  the  old  r^ula- 

The  first  thing  the  student  will  probably  notice  is  that  the  new 
Act  has  not  embciuxd  the  opportunity  afforded  of  briogineBsauraocti 
accoanta  into  line  wilb  modem  accounting  principles.  The  items 
of  which  the  Revenna  Account  lb  compoBed  still  appear,  as  formerly, 
on  the  wrong  sides  of  the  scoount  from  the  modem  book-keeper's 
point  of  view.  It  is  not  the  Company,  it  should  be  noted,  bat  the 
statute  which  is  in  fault,  as  the  first  schedule  of  the  Act  of  1009 
prescribes  the  form  here  employed.  Reference  to  the  Balance  Sheet 
will  show  that  outstanding  items  of  both  income  and  expenditure 
have  been  taken  into  account,  e.  g.  "  Annnitiea  due  and  unpaid," 
"  outstanding  premiums, "  "  outatiuiding  interest  and  rents,  "etc.  It 
will  be  clear,  therefore,  thatthe  form  prescribed  is  not  a  Cash  Acconnt 
but  an  Income  and  Expenditure  Account,  and  it  is  a  matter  of 
regret  that  the  acconnt  has  not  been  brought  into  technical  accord 
with  the  accepted  form  aa  employed  under  Double  Entry  methods. 

Turning  to  the  details  appearing  in  these  Revenue  Accounts,  it 
will  be  noticed  that  the  Interest  and  Dividends  are  ptated  gross  and 
the  income  tax  deducted  therefrom  in  accordance  with  the  new 
regnlations.  On  the  other  side  of  the  account  the  claims  are  sepa- 
rated as  between  payments  upon  "  death"  and  at  "maturity,"  and 
the  words  "paid  and  outstanding"  are  added.  In  the  Revenue 
Account  of  the  Industrial  Branch  it  is  interesting  to  find  that  some 
analysis  of  the  "Expenses  of  Management"  is  given.  This  ia 
doubtless  a  convenient  proceeding,  although  the  terms  of  the  First 
Schedule  do  not  call  for  the  information.     The  same  remark  applies 


It  will  also  be  noted  that,  in  accordance  with  the  requirements  of 
the  third  schedule,  the  Balance  Sheet  gives  cansiderahly  more  detail 
with  regard  to  the  Investments  thsn  was  formerly  reqnirad.  The 
Assets  are  now  classified  under  thirty-four  headings  as  against  the 
twenty- two  of  the  old  Balance  Sheet. 

The  investment  of  the  deposit  of  £20,000,  required  by  Section  2  of 
the  new  Act,  will  be  seen  under  the  heading  "Investments." 

As  no  separate  Annuity  Fund  appears  in  the  Balance  Sheet  it  is 
presumed  that  this  fund  is  merged  in  the  Life  Assurance  Fund. 

The  Schedules  of  the  1909  Act,  as  published  by  every  assurance 
company,  in  so  far  as  they  apply,  ore  filed  annually  with  the 
Board  of  Trade,  and  are  printed  in  a  "  Blue  Book,"  which  in  dne 
course  finds  its  way  to  the  table  of  the  House  of  Commons. 


that  the  claims  paid  are  not  now  described  as  "  after  deduction  of 
sums  re-insured.  As  the  Schedule  prescribes  that  all  premiums 
must  be  stated  net,  the  addition  of  these  words  is  unnecessary. 

The  terms  "  Ordinary"  and  "  Industrial,"  as  applied  to  the  two 
branches  of  the  above  Company's  business,  indicate,  in  the  former 
case,  those  policies  the  premiums  upon  which  are  paid  quarterly, 
half-yearly  or  annually.  The  latter  term  indicates  those  policies 
■'  '         upon  which  are  payable  weekly  or  monthly. 


"  represents  the  sums  paid  by  the  Company 
to  those  of  the  Policy  .holders  who  elect  to  discontinue  the  policies 
they  hold,  receiving  therefor  a  proportionate  sum  ot  the  amount 
covered  by  the  policies  they  surrender.  No  policy  carries  any  "  sur- 
render value  "  until  the  premiums  for  at  least  three  years  have  been 
paid  in  the  "Ordinary"  Brajich,  or  those  for  five  yean  in  tlM 
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"  Industrial  "  Branch  in  tlie  case  of  "  Endowment "  policies.  Under 
certain  circumatancea  a  surrender  value  is  allowed  upon  loduatrial 
policies  also,  but  such  payments  are  ex  gratia,  and  not  a  matter  of 
right.  The  Item  "  Bonuses  in  Cash "  does  not  appear  in  the 
accounts  of  this  year.  Such  payments  represent  that  portion  of 
the  Company's  profits  which  are  allocated  to  the  Ordinary  policies, 
the  average  rate  of  the  bonuses,  in  the  case  of  the  Company  under 
review,  being  32^.  per  cent,  per  annum. 

The  item  "  Com missiou  "  represents  the  sum  paid  during  the  period 


It  will  be  noted  that  the  Revenue  Account  (Ordinary  Branch)  is 
charged  with  an  amount  of  £300,0U0  to  meet  the  shrinkage  in  the 
market  values  of  the  Investments  held  by  the  Company.  The 
Industrial  Branch  is  chatted  with  a  like  transfer,  araounting  to 
£200,000.  The  Reserve  Fund  to  which  these  transfers  have  been 
made  is  included  in  the  item  "Investments  Reserve  Fund  £1,375, 000" 
appearing  amone;  the  Liabilities  in  the  Balanae  Sheet,  Tills  Re- 
serve Fund  baa  oeen  considerably  reduced  in  recent  years  by  Urge 
sums  written  off  the  value  of  securities  held. 

It  will  be  noted  that  the  Balance  shown  upon  tbe  Revenue 
Account  is  carried  forward  to  the  neitt  financial  period,  and  is 
shown  in  one  sum  among  the  Liabilities  in  the  Balance  Sheet.  This 
item  does  not  in  any  sense  represent  the  profit  earned  during  the 
period.  The  profits  of  an  assurance  company  can  only  be  ascer- 
tained by  means  of  a  periodical  valuation,  which  takes  place,  in  tlic 
case  of  the  Company  under  review,  every  year,  but  in  the  case  of 


and  tbe  unexpired  risks  running  upon  the  whole  of  the  polici 


ained  b 


s  of  a 


valuation,  and  the  total  of  the  outstanding  Liability  thus  arrived  st 
is  debited  in  the  above  account,  and  on  the  other  (credit)  side  the 
Assets  available  to  meet  the  total  Liabilities  as  disclosed  by  the 
valuation  are  set  out,  the  balance  of  the  two  sums  being  the  surplus, 
or  the  deficiency  for  the  period,  as  the  case  may  be. 

A  specimen  of  a  Valuation  Balance  Sheet  of  the  above  Company 
is  as  follows — 
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The  item  "Agents'  Bal&nces,"  Bchedaled  in  the  Baliinoa  Sheet  as 
BD  Asset,  may  appear  to  be  heavv.  It  must,  however,  be  remem- 
bered that,  in  the  cose  of  the  Induatrial  Branch,  each  iweiit  remits 
the  premiumi  ooilectible  (hnown  lu  theAgenta'  "  Collectible  Debit ") 
for  the  oiie  week  (luring  the  course  of  the  following  weet,  and  that, 
therefore,  at  any  given  date,  a.  considerable  sum  is  neceasarily  in  the 
bauds  of  the  Company's  agents  awaiting  remittance.  The  item  in 
question  will  also,  doubtiess.  inulade  some  "arrears";  no  agent, 
however,  is  allowed  to  remain  in  the  Company's  debt  to  a  greater 
extent  than  an  amount  representing  three  timee  the  amount  of  his 
weekly  "  colleotible  debit. " 

The  student  will  be  wise  carefully  to  study  the  accompanying 
accounts  in  conjunction  with  the  abapt«r  on  "  Assurance  dcoounta 
(Chap.  XXIV.),  where  the  new  forme   of  aocounta  are  fully  dis- 
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GHAPTBB  XXVI 

ELNTB  TO  EXAMINATION  CANDIDATES 

It  haa  fallen  to  the  author's  lot,  for  many  yeate  past, 
to  examine  papers  in  book-keeping  and  accountancy 
subjects  in  greater  number,  perhaps,  than  falls  within 
the  experience  of  many  men.  It  has  been  suggested 
from  several  quarters  that,  for  this  reason,  therefore, 
some  hints  to  candidates  arising  outof  the  experience  thus 
gained  might  prove  helpful.  It  is  possible,  and  indeed 
probable,  that  much  that  is  set  down  hereunder  may 
prove  trite  and  commonplace  to  many  readers;  but,  on 
the  other  hand,  there  may  be  others  who  will  gtean  some 
helpful  suggestion  from  one  or  other  of  the  hints  which 
follow,  and  if  this  should  prove  to  be  the  case  the  present 
chapter  will  have  justified  Its  inclusion  in  this  treatise. 

The  subject-matter  under  consideration  divides  itself 
naturally  into  two  divisions,  viz. — 

1.  How  to  acquire  the  necessai-y  knowledge. 

2.  How  to  use  knowledge  acquired  to  the  best  advant- 

age in  the  examination  room. 

To  take  the  first  point — 

The  soqaisitioii  of  Knowledge,  or  Freparatioii. — Which 
is  the  best  way  of  BiCquiring  a  good  knowledge  of  book- 
keeping ?  The  problem  is  not  an  easy  one,  nor  is  any 
dogmatic  prescription  available.  The  solution  of  the 
question  must  always  depend  largely  upon  the  circum- 
stances surrounding  it,  and  the  opportunities  available  to 
the  individual  student  in  question.  There  will,  however, 
be  general  agreement  that  book-keeping  is  probably  one 
of  the  most  difficult  of  subjects  to  teach  theoretically  in 
School  or  Glass.  Practical  experience  is  apparentiy  more 
essential  for  the  development  of  a  really  good  book-keeper 
than  is  the  case  with  almost  any  other  branch  of  know- 
ledge. There  is  only  one  school  in  which  practical  book- 
keeping can  be  satisfactorily  learned,  and  that  school  is  a 
counting-house ;  actual  experience  must  always  be  the 
best  of  teachers.  Obviously,  however,  with  a  lai^e  pro- 
portion of  students,  practiced  work  follows,  and  is  to  some 
extent  the  result  of  preliminary  preparation. 

The  first  advice  the  author  would  offer  to  the  student, 

therefore,  is  to  urge  him  not  to  attempt  to  teach  himself 

book-keeping.    It  is  pre-eminently  a  subject  open  which 
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an  ounce  of  practical  teaobiDg  is  wortih  the  proverbial  ton 
of  theoretical  reading. 

If  it  ia  in  any  way  pOBsible,  the  student  should  join  some 
school  or  class  under  a  qualified  teacher.  There  is  now, 
fortunately,  no  lack  of  competent  teaching  of  practical  and 
modem  methods.  Indeed  the  improvement  in  this  direc- 
tion, ae  evidenced  by  the  worked  examination  papers  sent 
in  by  examineee,  as  compared  with  the  standard  attained 
only  a  few  ;^ears  ago,  is  most  marked  and  encouraging. 

It  is  particularly  ui^ed  that  the  student  should  make 
himself  tborougbly  acquainted  with  the  most  modem 
forms  of  Casb  Books,  Petty  Cash  Books,  Sales  and 
Furohases  Journals,  etc.  II  is  upon  books  of  this  nature 
that  the  yonug  recruit  will  probably  be  first  set  to  work 
upon  his  entry  into  oommercial  life,  and  it  is  important 
that  he  should  have  as  little  as  possible  to  unlearn,  in 
connection  with  the  work  he  will  have  to  undertake. 
The  author's  advice  to  the  young . student  is:— Choose 
the  easier  task,  therefore,  and  Uam  in  the  first  instaQCd 
the  uses  and  methods  employed  in  keeping  books 
of  this  class  in  their  latest  and  most  modem  forms. 
Examination  work  furnishes  ample  evidence  that  there 
is  Btill,  in  some  instances,  much  to  be  learnt  in  connection 
with  the  detailed  working  of  subsidiary  books  of  this  nature. 
Make  sure,  therefore,  that  the  knowledge  you  are  now 
gaining  laboriously  will  not  fail  you  when  put  to  the  actual 
test  of  the  requirements  of  modem  practical  book-keeping. 

It  will  be  unnecessary  to  urge  as  another  axiomatic 
fact  that  no  student,  however  able,  can  hope  to  pass  the 
test  of  modem  examinations  without  diligent  and  metho- 
dical stud^,  supplemented  by  the  expert  help  and 
friendly  cntioism  of  a  qualified  teacher.  Yet  lack  of 
method  in  preparation  is  the  only  too  evident  cause  of 
failure  in  the  case  of  a  considerable  percentage  of 
students.  Portions  of  the  subject  have  been  well 
mastered,  whilst  other  equally  important  and  even  pre- 
liminary steps  to  the  foundation  of  a  sound  knowledge  of 
book-keeping  have  been  neglected.  For  instance,  some 
students  can  prepare  a  Profit  and  Lose  Account  and 
Balance  Sheet  from  a  given  Trial  Balance  with  accuracy 
and  good  knowledge,  whilst  failing  entirely  to  submit 
correct  work  in  entering  up  the  subsidiary  books  from 
which  a  Trial  Balance  has  to  he  built  up ;  yet,  of  course, 
it  is  just  upon  the  keeping  of  these  sabsidiary  booka 
that  the  young  book-keeper's  first  essay  upon  practioal 
oommercial  life  is  to  begin. 
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Be  careful,  theiefoie,  tbat  yoor  preparation  ia  methodi- 
cal and  thorough.  Do  not  attempt  to  fly  before  you  can 
walk;  ooQBider  carefully  your  own  weak  points  or  ask 
advice  upon  them ;  and  devote  special  time  and  attention 
to  their  rectification. 

In  this  direction  should  be  found  one  of  the  great 
benefits  to  be  obtained  from  class  attendance,  aa  the 
Btudent  to  a  large  extent,  at  any  rate,  is  kept  to  a 
methodical  course  of  preparation! 

Up  to  this  point,  therefore,  the  author's  advice  is  (1) 
Acquire,  at  all  costs,  method  in  your  preparation.  Map 
out  a  clear  and  careful  plan  of  campaign  for  yomr  prepara- 
tory work,  and  a  methodical  time-table  of  working 
hours,  and  adhere  loyally  to  it.  (2)  Bead  consecutively 
through  the  selected  text-book,  and  master  the  funda- 
mentai  principles  of  book-keeping  before  you  undertake 
any  of  the  kindred  subjects  that  the  examination  yoa 
are  preparing  for  may  embrace. 

Having  sheeted  your  text-book,  the  next  question  to 
decide  is  which  is  the  beat  method  to  adopt  in  endeavouring 
to  digest  its  contents.  The  consideration  of  this  point  raises 
all  the  bristles  of  the  much-vesed  question  of  note-taking. 
It  would  probably  be  hard  to  find  a  subject  upon  which 
students  differ  more  radically  than  in  their  methods  and 
manner  of  note-taking.  Upon  a  matter,  into  the  solution 
of  which  the  idiosyncrasies  of  the  individual  student  must 
so  largely  enter,  dogmatism  is,  of  course,  out  of  place. 
The  author  is,  however,  of  opinion  that  a  careful  synopsis 
of  each  chapter  read  will  prove  of  value  to  the  student ; 
not  only  for  future  reference,  but  as  a  means  of  com- 
pelling him  to  think  out  and  analyze,  in  a  carefully- 
digested  form,  the  various  aspects  of  the  matter  he  has 
read,  and  to  single  out  the  points  it  is  essential  for  him  to 
commit  to  memory.  The  mere  fact  that  information 
exists  in  a  student's  note-book  does  not,  of  course, 
ensure  its  being  ia  his  head  also — the  two  things  are 
not  necessarily  synonymous,  care  must  however  be  taken 
to  make  them  so.  A  note-hook  prepared  with  care  and 
discrimination  and  well  digested  mentally  is,  without 
doubt,  a  valuable  aid  to  the  great  majority  of  students. 

In  the  author's  opinion  a  portion  of  the  student's 
preparation,  which  is  almost  as  important  as  the  acquisi- 
tion of  the  necessary  knowledge,  is  often  omitted  by  many 
students,  and  that  is,  ample  practice  in  putting  down  in 
writing,  in  clear  and  concise  language,  answers  to  exercises 
and  examination  questions  which  have  been  previously  set. 
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The  usual  practice  ^th  many  stnideDts  is  to  mn  hastily 
through  sets  of  old  esatninatioQ  questions  with  a  brief 
"Oh,  I  know  all  thatt"  or.  Id  case  of  doubt  or  ignor- 
ance, a  short  reference  is  perhaps  made  to  the  text- 
book; having  done  which  the  student  passes  on  his  way. 
Now,  it  is  of  course  easy  to  pass  by  questions,  as  satis- 
factorily answered,  with  ejaculations  of  the  above  charac- 
ter, but  it  is  quite  another  thing  to  put  down  in  writing  a 
clear  and  concise  answer  that  will  carry  good  marks  upon 
examination.  The  student  may  think  that  the  importance 
of  this  point  is  unduly  emphasized  or  esaggerated.  This 
is  not  the  opinion  of  the  author.  The  one  thing  that 
stands  out  pre-eminent  in  the  experience  of  fixaminers 
on  book-keeping  subjects,  is  the  small  percentage  of 
students  who  appear  to  be  able  to  properly  complete 
the  work  set  within  the  limit  of  tie  time  allowed. 
There  is,  of  course,  an  ancient,  and  probably  irremovable, 
conviction  amongst  candidates,  that  every  examination 
paper  is,  as  a  matter  of  course,  unfairly  long.  In  the 
great  majority  of  cases  the  conviction  is  legendary; 
but  the  fact  remains  that  a  large  number  of  candidates 
fail  to  do  themselves  justice  in  the  examination  room 
owing  to  their  inability,  through  lack  of  practice,  to 
convert  knowledge  possessed  clearly  and  concisely  into 
words  on  paper  witfain  a  reasonable  time. 

The  author's  advice,  therefore,  upon  this  point  is,  as 
will  already  have  been  gathered,  to  answer  in  writing, 
fust  as  you  would  in  an  examination  room,  as  many 
exercises  and  past  examination  questions  as  you  can 
secure  the  time  for.  Indeed  the  student  may  wisely  devote 
at  least  one-fourth  of  the  whole  of  the  time  set  apart  for 
preparation  work  to  the  answering  of  questions  in  this  way. 

It  wUl  be  helpful  discipline,  too,  for  the  student  to 
time  himself  when  answering  complete  papers;  in  this 
way  he  will  obtain  a  useful  gauge  of  his  prepress. 

This  takes  us  to  the  second  point  of  our  subject: 
How  to  use  acquired  knowledge  to  the  best  adTontage  in 
th«  ezamlnatiou  room. 

There  is  probably  no  prospective  candidate  who  reads 
these  words  who  could  not  explain  his  views  as  to 
examination  questions  in  general  with  eloquence.  The 
author  does  not  propose  to  enter  into  the  controversy. 
The  trouble,  it  is  feared,  is  not  epidemic,  but  chronic,  and 
the  symptoms  are  apparently  common  to  the  genus 
candidate  all  the  world  over.  The  author  has  frequently 
noticed,-  however,  that,  as  a  rule,  those  gentlemen  who 
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have  had  the  least  to  aay  to  the  queetione  inside  the 
examination  room  have  invariably  the  moet  to  say  about 
them  outside  that  room. 

Another  firmly-rooted  coDviction  still  surviving  amongst 
some  esamineea  appears  to  be  that  the  majority  of 
examination  papers  contain  some  deep  and  dangerous 
trap  or  pitfall  for  the  unwary  candidate.  Under  this 
conviction  some  candidates  waste  much  precious  time 
hunting  for  the  bogey. 

If  the  author's  assurance  is  accepted  upon  this  point, 
the  student  may  dismiss  all  such  unworthy  suspicions 
from  his  mind.  It  is  of  the  first  importance  that  the 
examinee  should  enter  the  examination  room  with  the 
comfortable  conviction  that,  whether  he  passes  or  fails,  he 
will  be  justly  and  even  generously  dealt  with.  He  will 
do  far  better  work  under  this  conviction,  and  this  is  a 
feeling  which  be  may  confidently  entertain  with  reference 
to  the  examlDatioas  of  all  bodies  of  recognized  standing. 

Having  entered  the  examination  room,  therefore,  in  a 
proper  &ame  of  mind,  the  author  would  advise  the 
candidate  to  read  through  the  whole  'paper  carefully. 

Some  candidates  answer  the  questions  in  the  order  in 
which  they  are  set  without  reading  through  the  paper  as 
a  whole,  or  making  any  attempt  to  roughly  apportion 
the  time  allotted  to  them  amongst  the  questions  set. 
It  is  far  wiser  for  the  candidate  to  intelligently  read 
the  whole  paper  through,  selecting  the  one  or  two 
questions  about  which  he  feels  most  confident,  and 
answering  them  as  a  commencement  of  his  task.  When 
the  candidate  has  dealt  with  a  few  questions  the  answers 
to  which  he  knows  are  more  or  less  correct,  he  will  feel 
much  more  confident,  and  will  then  be  able  to  tackle 
the  longer  and  more  difficult  questions  with  a  far  greater 
likelihood  of  success.  It  is  particularly  important  that 
candidates  of  nervous  temperament  should  ensure  the 
measure  of  equanimity  which  is  gained  by  the  feeling 
that,  at  any  rate,  a  few  well  answered  questions  stand 
to  their  credit  before  they  embark  upon  the  longer 
problems  set  them. 

In  the  case  of  those  questions  where  certain  closing 
adjustments,  outside  the  Trial  Balance,  are  necessary 
before  completing  the  preparation  of  the  Profit  and  Loss 
Account  and  Balance  Sheet,  it  is,  in  the  author's  opinion, 
a  wise  plan  to  draft  the  closing  adjustments  in  the  farm 
of  Journal  entries,  ticking  them  off  one  by  one  as  they  are 
passed  into  the  aooounta.    In  a  large  percentage  of  cases 
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where  the  examination  candidate  fails  to  "balance"  his 
acoounta  the  error  ariseB  through  Bome  careless  elip  or 
omieaioD  in  dea.hng  with  one  entry  only  of  some  adjust- 
inent  he  is  asked  to  make.  Disconcerting  mistakes  of 
this  natijre  will  become  impossible  if  the  course  suggested 
above  is  carefully  carried  out. 

Id  examination  Kxercise  II  on  page  613,  for  example,  the 
necessary  adjustments  would  be  journalized  as  follows — 
JOURNAL 


M^'iiine"  md  PlMit  AHKrtuit 

£ 
!,S03 

S.8M 

2a,Too 
■a 

» 

1,829 

a,5oo 

10 

i. 

0 
0 

£ 

J,1S« 
M7 

2.808 
2S,T00 

600 

W 

3,600 

d. 

Dec  SI,  IBOT,  at «  per  cent  and  S  p«r 
oant.  rtapectlvelj'. 

For  Tnnihr  of  ti.e  Beluce  of  ttaii 

For  the  Stock  on  hfiud  u  on  Dw^  11, 

In  order  to  oarry  toraurd  a  Reseno  ol 
It  per  reiit^    upon   the  outatuidlni 
SandlJ  Dehtor  Balanco  u  on  Dec 
SI,  1*07  0e*8,500> 

Pn>«t  ud  Lou  Accnnnt Dr. 

For  amount  written  off  thli  account 
dnringOiejear. 

To  Sundry  Creditor  (Dinclon'  Paea) 
For  reel  due  to  the  Director,  tor  tht 
jfsr  ended   Dec.    SI,    lOOT,   aa  per 

Fw  the  «lue  of  Uneiplred  luBtirance 
Fremlumi  carried  rorward  to   next 
yoar. 

To  Uanagil^  Director „ 

Net  Proflte  fOr  tbe  year  ended  Dec.  SI, 
leoT,  ea  per  Agrunient 

" 

To  Raserve  A<>c->unl. 

Being  the  am.ranl  added  to  the  f\ind 
during  tbe  jear  ended  Dee.  bl,  IWT. 

0 
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These  Journal  entries  have  been  set  out  above  just  as 
thay  would  appear  in  the  Comptwiy's  books,  but  they  may 
be  curtailed  by  the  candidate,  for  the  present  purposes, 
to  such  entries  as  will  ensure  the  safe  arrival  of  each  item 
at  its  correct  destination  ia  the  accounts  he  is  preparing. 
Each  item  should  be  carefully  marked  off  when  dealt 
with.  If  these  precautions  are  followed,  errors  in  the 
final  "  balance,"  from  this  source,  are  thus  completely 
avoided. 

If  the  candidate  has  no  certain  knowledge  of  any 
question  set  he  will  be  well  advised  to  leave  it  alone 
altogether.  The  practice  of  "having  a  shot"  at  questions, 
although  popular  amongst  some  candidates,  is  fraught 
with  great  danger,  and  is  not  unlikely  to  prejudice  the 
remainder  of  the  paper. 

Candidates  should  endeavour  to  arrange  their  answers 
methodically.  Let  the  data  you  supply  the  examiner 
with  be  "  edited  "  as  far  as  passible  with  suitable  under- 
liaed  headings;  especially  is  method  of  this  description 
desirable  when  answering  questions  which  contain  one 
or  more  points.     To  take  a  simple  example — 

Question,. — What  te  your  opinion  with  reference  to 
the  employment  of  "  Loose  Leaf  Ledgers  "  ? 

Answer. — Advantages  may  be  claimed  for  "  Loose 
Leaf  Lexers  "  under  several  headings — 

1.  Accounts  that  are  "  dead"  may  be  eliminated  from 

the  Ledger. 

2.  The  pages  of  on  account  that  have  been  "  settled" 

may  be  removed  and  filed  elsewhere  so  that  the 
bulk  of  the  Ledger  may  be  kept  within  reasonable 
limits. 
Etc.,  etc. 

DisADVANTAOfis  also  cxlst  In  connection  with  this 
system  in  that — 

1.  Pages  of  an  account  when  once  removed  may  be  lost. 

2.  Unless  care  is  exercised  in  the  issue  of  fresh  pages 

fraud  may  be  covered  by  the  substitution  of  pages 

containing  altered  figures. 

Etc.,  etc. 

Method  of  this  description  is  more  likely  to  cover  all  the 

points  raised  by  the  questions  set  than  the  methodless 

and  disconnected  answers  so  often  ftent  in  by  examinees. 

When  answering  questions,  candidates  should  endeavour 
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to  strike  the  h&ppy  medium  between  verbiage  and  the 
opposite  extreme  of  cryptic  brevity  affected  by  some 
Btndeats.  Answers  shonld  be  full,  in  the  Benee  that 
they  should  deal  efficiently,  but  couciaely,  with  all  the 
points  covered  by  the  question  set.  The  veibose  candi- 
date goes  much  further  than  this.  He  is  apparently 
of  opinion  that  however  little  the  examiner  wants, "  he 
wants  that  little  long."  Accordingly,  be  proceeds  to  drag 
in  all  maimer  of  irrelevant  matt^,  thereby  wasting  his 
own  time  and  that  of  the  examiner. 

On  the  other  hand,  all  candidates  vdll  be  aware,  of 
course,  that  a  mere  "yea"  or  "no"  carrieB  no  marks 
npon  examination.  The  candidate  must  furnish  some 
reasonable  evidence  to  the  eiamineV  that  his  answer  is 
based  upon  real  knowledge,  and  is  not  merely  the  result 
of  a  fortunate  guess. 

In  book-keeping,  as  in  almost  every  other  subject, 
there  are  points  of  treatment  in  which  experts  differ. 
In  answering  questions  of  this  type  the  candidate  should 
avoid  dogmatism.  In  dealing  with  questions  upon  which 
strongly  opposed  views  are  held,  it  is  wiser  to  state  briefly 
the  contentions  of  the  differing  sohoDls  of  opinion,  stating 
plainly  your  own  personal  views,  and  giving  reasons,  with- 
out violence,  for  the  faith  that  is  in  you.  Whatever  the 
particular  views  held  by  the  examiner  may  be,  if  you 
justify  your  answer  with  moderate  and  sensible  argu- 
ment, your  claim  for  a  fair  share  of  the  marks  carried  by 
the  question  will  be  sure  to  be  recognized. 

Many  questions  contain  two  or  more  points  of  equal 
importance  with  which  the  candidate  is  asked  to  deal. 
It  is  a  matter  of  experience,  however,  that,  in  the  case 
of  questions  of  this  type,  there  are  always  a  number  of 
examinees  who  lose  marks  by  neglecting  to  deal  with  both 
or  all  the  points  raised  by  the  question  before  them.  This 
failing  is  often  due  to  careless  forgetfulness  and  lack  of 
method.  A  second  reading  of  the  question  before  the 
candidate  passes  on  to  his  next  answer  would  discover 
the  omission,  and,  occupying  but  little  time,  would  fre- 
quently save  many  marks  which  would  otherwise  be  lost. 
Obviously  the  examiner  cannot  give  marks  for  work 
which  is  not  sent  in,  however  certain  he  may  feel  that 
the  omission  is  due  to  mere  carelessness. 

Another  point  to  which  it  would  be  thought  there 
would  be  no  necessity  to  refer,  is  the  fact  that  some 
examinees  place  too  literal  an  interpretation  upon  some 
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phraae  or  word  employed  by  the  esammer,  without  pans- 
iDg  to  consider  its  coatest  in  the  question.  This  ^ain, 
doubtless,  is  often  a  phase  of  oarelessuess,  for  the  false 
issues  raised  are  frequently  so  ridiculous  that  a  very  brief 
re-oonsideration  of  the  questioa  should  have  avoided  the 
loss  of  time  and  marks  entailed.  Any  one  who  has  under* 
taken  examination  work  will  freely  admit  that  it  is  a  most 
difficult  task  to  frame  an  esaminatioQ  question  so  that 
the  desired  meaning  shall  be  clear  to  all.  If  some  other 
interpretation  be  eTolvable  by  any  stretch  of  imagination, 
however  daring,  some  candidate  ie  sure  to  be  present  who 
is  equal  to  the  task.  '      -  .    - 

For  example,  the  author  onoe  asked,  in  a  book-keeping 
examination,  for  a  definition  of  the  term  "  Boyalty,." 
One  candidate  replied  that  "Boyalty  was  anythmg 
appertaining  to  the  Boyal  Family"!  The  dictionary 
would  probably  support  this  view.  But  one  would  hardly 
have  thought  that  acandidate,  inabootkeepiug  examina- 
tion of  some  difficulty,  would  place  such  an  interpretation 
upon  the  term. 

The  illustration  is,  of  course,  an  ■extreme  one ;  but  it 
suffices  to  emphasize  the  wamiDg  that,  in  many  cases, 
marks  are  lost  owing  to  the  too  literal  interpretation  of 
some  word,  or  phrase,  without  due  regard  to  its  contextual 
position  or  to  the  examiner's  probable  meaning. 

If  the  candidate  finds  that  he  can  place  two  different 
and  reasonable  interpretations  upon  any  item  in  a  question 
set,  he  will  be  wise  to  use  the  item  in  the  sense  of  the 
moat  probable  of  its  interpretations,  and  to  append  a  clear 
and  concise  note  to  bis  accounts  stating  that  there  is  also 
the  other  possible  interpretation  which,  if  adopted,  would 
have  been  dealt  with  in  such  and  such  a  manner,  briefly 
showing  how  the  accounts  would  have  been  affected. 

There  are  other  candidates,  unfortunately  for  too 
numerous,  who,  although-  evidently  possessing  a  good 
knowledge  of  book-keeping,  spoil  tneir  chances  of  dis- 
tinction oy  making  stupid  arithmetical  errors,  often  Jn 
the  simplest  of  calculations.  Errors  of  this  nature  may 
□ot  fail  a  candidate  who  showed  otherwise  a  good  know- 
ledge of  the  subject,  but  they  must  obviously  handicap 
him  in  obtaining  class  distinction.  It  is  well  worth  the 
short  time  occupied  in  making  sure  that  the  arithmetical 
calculations  necessary  in  workiag  out  questions  have  )>een 
correctly  mode  before  passing  them  into  the  accounts 
you  are  asked  to  prepare. 
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When  the  cftndidate  has  answered  all  the  gaestioDS  he 
can,  he  will  be  well  advised  Dot  to  band  in  bis  paper  at 
once,  and  hurry  out  of  the  examination  room,  as  so  many 
candidates  do.  However  good  the  paper  may  be,  there 
is  sure  to  be  some  weakness  which  can  be  remedied  upon 
a  careful  revision.  Neatly  rule  up  and  bring  dovni  the 
baUnces  of  the  Ledger  accounts.  Bed  ink  the  Profit  and 
Loss  Account  and  Balance  Sheet,  and  re-vnite  any 
answers  or  parts  of  answers  the  wording  of  which  can 
be  made  clearer  or  more  concise. 

The  last  few  minutes  of  an  examination  spent  in  careful 
revision,  in  this  way,  may  make  all  the  difference  to 
the  place  which  the  examinee  may  ultimately  secure 
upon  the  pass  hats.  Experience  shows,  especially  in  a 
large  examination,  tllat  the  leading  candidates  are  re- 
markably near  to  each  other,  as  often  as  not.a  mark  or 
two  only  separating  them.  The  final  revision  of  the 
paper,  therefore,  may  prove  of  vast  importance  to  the 
candidate's  success. 

To  sum  up  briefly  these  few  suggestions,  the  author 
would  again  emphasize  the  fact  that,  in  his  opinion, 
many  of  tiie  detrimental  weaknesses  by  which  exammation 
candidates  are  handicapped  may  be  largely  overcome  if 
they  vrill  train  themselves — 

Firstly,  to  acquire  method  in  preparation,  or,  in  other 

words,  a  methodical  "  habit  of  study." 
Secondly,  to  acquire  method  in  marshalling  and  ex- 
pressing knowledge  possessed  when  de^ng  with 
actual  examination  questions. 
If  the  student  will  work  studiously  and  honestly  upon 
these  lines  for  a  period  suitable  to  his  individual  require- 
ments, examinations  need  have  no  terrors  for  him.    He 
mav  rest  assured  that  he  will  be  justly  and  fairly  dealt 
with  by  his  examiners,  if  he  has  dealt  justly  and  f^riy 
with  hmnself,  and  the  work  he  has  uudertaJten.    Let  him 
also  remember  always  that,  to  be  successful,  the  account- 
ant and   book-keeper  must  continually  remain  earnest 
students.    Even  the  youngest  amongst  us  is  on  the  road 
to  snccesB  when  he  fully  realizes  how  little  he  knows. 
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CHAPTER   XSVII 

HOW  TO   AKBWEB  EZAHINATIOtI  PAPBBB 
EXjUnHATIOH   ExBBOIBIi   I 

Thb  following  exercise  was  set  at  a  well-known 
esaminatioa — 

John  Drnce,  a  cfcle  dealer,  had,  on  December  31,  1907,  tha 
fbllowine  Aueta — 

V  £  s.  d. 

Cash  at  Bank 300  0  0 

„     in  hand 25  0  0 

Stock 650  0  0 

Fumitnre  and  fittings ISO  0  0 

Bills  Receivable  ; 

A.  Gmves,  due  Jan.  9,  IQOH         .  75  0  0 

B.  Waltera,  due  Jan.  10,  190S     .                 .  125  0  0 
Owing  by  : 

A.  Brown 25  0  0 

J.  Smith 45  0  0 

A.  Graves 20  0  0 

B.  WftlMra 10  0  0 

U.  RobioBon 105  0  0 

£1,B00  o'"o 
His  liabilities  on  the  same  date  were — 

£  s.  d. 

Dae  to  H.  Sweeting                 .         .         .         .       160  0  0 

„    „  A.  Fisber 75  0  0 

Bills  Payable  : 

S.  VDwin,diieJan.  6,  1908.                                   90  0  0 

F.  Lord,  due  Jan.  8,  1908    .                                   85  0  0 

£400  0  6 

John  Druce  agreed  to  take  M.  Robinson  into  partnership 
omditionally  upon  the  amount  owing  by  him  to  John  Druce  on 
December  31,  1907,  being  paid  at  once  ;  and  npon  hia  bringing 
into  the  business,  in  cash,  the  same  amount  of  capital  as  waa 
■tandins  to  the  credit  of  John  Druca's  Capital  Account  at  this  date  ; 
one-half  of  tbis  latter  amount  waa  to  bo  paid  ont  in  caah,  by  way  of 
premium,  to  John  Druce  and  was  to  appear  in  the  boou  of  the 
partnership  as  GoodwilL  These  conditions  were  duly  carried  ont  as 
on  January  1,  1908. 

You  are  required  to  make  the  neaessary  entries  recording  the 
above,  and  to  pass  through  the  proper  books  the  following  trans- 
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1908. 

Jan.  1.    Bought  of  H.  Sweeting  1  dozen  bicycle  frames  at  IS*,  eaoh. 
„    1.    Ditto,  for  ca«h.  4  dozen  wooden  crates  at  Ss,  each. 
„   2.    Sold  A.  Brown  3  bioyclefl  at  £7  10».  each,  one  of  which 

was  rotumed  on  January  3. 
„    3.     J.   Smith  paid   his  account,   deducting  £2  for  bicycle 

damaged  in  transit. 
,,   3.    Sold  B.   Walters  2  bicyclea  at  £8  8j.    each,   charging 

him  with  2  crates  at  3t.  6(j.  each. 
„   3.    Bought  of  A.  Fisher  6  pairs  of  wheels  at  30s.  a  pair  and  a 

job  lot  of  accessories  for  £5. 
„   4.    P«ad  office  salaries  and  wages,  drawing  and  cashing  a 

Cheqne  for  same,  £6  10«. 
„   4.    Each  partoer  drew  out  in  cash  £3  on  private  account. 
„    6.    Paid  A.  Fisher  by  Cheque  £25  on  account. 
„   6.    Bill  payable  (8,  Unwin),  due  thU  day,  paid  by  Bank. 
„   a.    Sold  3.  Smith  one  bicycle  for  £7  10>.   upon  which  he 

paid  £2  on  account. 
„   ^.    Bought  for  cash  two  second-hand  bicycles  at  15^.  each, 
'  one  of  which  was  sold  for  cash  the  same  day  for  25^., 
which  26j.  was  paid  direct  into  the  Bank, 
„    7.    Caahed  Cheque  for  £10  for  petty  cash  purposes. 
„   S.    BiU  payable  (F.  Lord),  due  this  day,  paid  by  Bank. 
„    8.     B.  Walters  paid  the  balance  of  his  account  aa  on  this  day, 
deducting  6  per  cent,  discount,  which  was  disallowed. 
„    ft.    Bill  receivable  given  by  A.  Graves  relumed  dishonoured  : 
a  new  bill  at  one  month  being  given  for  the  whole  of 
his  acconoti 
„    9.    Sold  to  B.  Walters  20  brakes  at  23.  each  and  6  lamps  at 

6a.  each. 
,,    9.    Bought  of  F.  Lord  Q  dozen  lamps  at  3«.  each. 
„  10.    Bill  Receivable  (B.  Walters)  dul^  met. 
„  10.    Sold  A.  Graves  a  second-hand  bicycle  for  30& 
„  11.    Paid  office   salaries   and    wages,    drawing  and  cashing 

Cheque  for  £6. 
„  II.    Each  |«rtQer  drew  in  cash  £3  for  private  purposes. 
,,  II.    A.  Bron~n  accepted  a  bill  at  3  roonthe  drawn  upon  him 
for  the  balance  owing  by  him  at  this  date. 
All  moneys  received  were  paid  at  once  into  the  Bank.     Balance 
the  Ledger  accounts  as   on  January   11,   190S,   bring  down  the 
balaucea  and  extract  a  Trial  Balance. 

N.B. — A'd  Profit  and  Lobb  Account  or  Balance  Sheet  to  be  prepared. 
In  order  to  open  John  Druce's  books,  and  before  oon- 
eiderisg  how  M.  Bobioson's  admieBion  as  a  partner  may 
affect  the  position,  it  is  necessary  to  incorporate  in 
the  books  (which  after  Bobinson's  admission  will  become 
the  books  of  the  firm),  the  finaQoial  position  of  John 
Druce  as  on  December  31,  1907. 

Upon  reviewing  the  question  before  us,  it  will  be  seen 
that  John  Druce'e  Assets  total  up  to  £1,500,  and  that  hie 
liabilities  amount  to  £400,  his  "  capital,"  as  at  December 
31,  1907,  IB  consequently  £1,100. 
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A  Journal  entry  to  tecoid  these  facts  is  aooordiD^ly 

first  put  through  the  books,  debiting  to  their  respecbve 
Ledger  accounts  all  the  Assets  held,  and  creditiog  to 
their  respective  aocounts  all  the  Liabilities  outstanding. 
The  Journal  entry,  as  will  be  noted,  is  made  to  agree  by 
the  inclusion  of  John  Druce's  Capital,  £1,100,  this  being 
the  sum  which  represeuta  the  difference  between  his 
Assets  and  Xiiabihties  as  on  December  31,  1907. 

The  books  having  been  opened  by  means  of  these 
entries.  It  becomes  possible  to  deal  with  the  arrangement 
arrived  at  between  John  Druce  (the  previous  owner  of  the 
business)  and  M.  Bobinson  (the  incoming  partner). 

The  proposal  is  as  follows — 

(1)  That  M.  Bobinson  shall  at  onoe  pay  the  £105 
due  from  him. 

(3)  That  he  shall  bring  into  the  business,  in  cash, 
as  his  capital,  a  sum  equal  in  amount  to  the 
capital  standing  to  the  credit  of  John  Dmce 
as  on  December  31, 1907,  viz.  £1,100. 

(3)  That  of  this  £1,100  one-half  (£550)  shall  be 
permitted  to  be  withdrawn  by  John  Druce  as 
a  payment  to  him  by  the  new  firm  by  way  of 
"  premium  "  {i.  e.  as  the  purchase  price)  for  the 
goodwill  of  the  business.  On  admitting  a  new 
partner  upon  equal  terms  with  himself,  John 
Druce  becomes  the  owner  of  only  one-half  of 
the  goodwill  of  the  business  and  half  the 
profits,  instead  of,  as  heretofore,  possessing 
both  business  and  profits  entirely,  it  is  thus 
only  just  and  fair  that  be  should  demand  from 
the  new  firm  and  the  incoming  partner 
something  by  way  of  compensation  for  this 
concession  on  his  part. 

It  is  stated  in  the  question,  that  this  arrangement  was 
duly  carried  out,  and,  as  a  necessary  consequence,  the 
following  transactions  must  be  recorded — 

(1)  M.  Robinson  paid  into  the  Bank  of  the  new  firm 

the  £105  dwe  from  him. 

(2)  M.  Robinson  paid  into  the  Bank  £1,100  as  his 

capital. 
0)  J.  Druce  withdrew  from  the  Bank  £550  as  ths 
agreed  purchase  price  to  ihenewfirm  {consisting 
of  himself  and  M.  Bobinson)  of  the  Goodwill. 
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For  transaction  No.  (1)  the  necessary  entry  is — 
Debit'fba  Bank  Acconiit  with  £105,  because  the  Bonk 
ha.B  received  the  money,  and  credit  M.  BobinBon 
because  he  has  paid  that  amount.     It  ie,  of  course, 
M.  Bobineon'a  old  cmreDt  account  as  an  ordinary 
debtor  in  the  Ledger  which  nauat  be  credited  in 
this  instance,  and  not  the  Capital  Account  to  be 
Bubsequently  opened  in  his  name,  which  will  be 
referred  to  hereafter. 
For  transaction  No.  (2)  the  entry  is — 
Debit  the  Bank  Account  with  £1,100  because  it  has 
received  the  money,  and  Credit  M.  Bobinson  (Capital) 
Account    because  it  is   "M.  Bobinson "  who    has  paid 
the   money,   and    because  it  is  in  order  to  furnish  his 
"  Capital "  in  the  new  business  that  he  has  paid  in  the 
£1,100. 

For  transactitm  No.  (3)  the  entry  is — 
Credit  the  Bank  Account  with  £550  because  £550  has 
been  withdrawn  from  this  account,  and  Debit  the  "  Good- 
will" Account  with  £550  because  in  exchange  for  this 
sum  an  asset,  viz.  the  Goodwill,  valued  at  £550,  has  been 
acquired  by  the  new  firm. 

The  remaining  transactions  set  out  in  the  question, 
and  the  manner  of  their  treatment  in  the  hooks,  atfi  sei 
out  hereunder — 

Jan.  1.    Bought  of  S.  Sweeting  I  doz.  bicycle  frames 
at  16s.  each  (£9). 
Debit  "  Pmrohases  "  (in  the  Purchases  Book  for  subse- 

Smt  entry  to  the  debit  of  the  Purchases  Account  in  the 
dger)  because  goods  to  the  value  of  £9  have  been 
atsquired,  and  Credit  H,  Sweeting  because  he  has  parted 
vrith  goods  to  that  amount, 

Jan.  1.    Bought  for  cash  4  doz.  wooden  crates  at  Ss. 

each  (£7  4s.). 

Credit "  Cash  "  with  £7  4s."  because  that  amount  of  cash 

has  gone  out  of  the  business,  and  Debit  the  "  Purchases  " 

Account,  because  goods  of  that  value  have  come  into  the 

business. 

Jan.  2,     Sold  A.  Brown  3  bicycles  at  £7  10s.  each, 
one  of  which  was  returned  oil  January  3. 
Debit  A,  Brown  with  the  cost  of  3  bicycles  at  £7  10s, 
each  (£22  10s.)  because  he  has  received  them -from  the 
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buBiness,  and  Credit  the  "  Sales  "  Acootint  {via  the  Salea 
Book)  becaose  bicycles  of  that  value  have  beeD  parted 
with  by  the  busineBS.  For  the  bicycle  which  was  re- 
turned on  January  3  an  entry  for  £1 10s.  must  be  passed 
thronch  the  books  as  though  the  returned  bicycle  repre- 
sented a  repurchase  from  A.  Brown. 

The  second  entry  consequently  is — 

Debit  "Betums  Inwards"  (in  the  "Betums  Inwards 
Book  "  for  subsequent  posting  to  the  debit  of  the  "  Be- 
tums Inwards  Account"  in  the  Ledger)  for  the  goods 
returned  because  they  have  come  back  into  the  business 
and  have  been  put  into  stock  again,  and  Credit  A.  Brown 
with  £7  lOj.,  representing  the  value  of  the  bicycle 
returned  by  him. 

Jan.  3.    J.  Smith  paid  his  account  (£45),  deducting 
£2  for  bicycle  damaged  in  transit. 

For  the  £43  thus  paid  by  J.  Smith— 

Debit  the  Gash  Book  with  £43,  since  the  money  has 
been  received,  and  Credit  J.  Smith  with  £43  because  he 
has  paid  that  sum. 

To  record  the  £2  allowance  made  to  J.  Smith — 

Debit  "  AUowancee  "  Account  with  £2  because  money 
has  been  lost  in  this  direction,  and  Credit  J.  Smith  with 
£2  because  the  allowance  to  him  is  the  equivalent  of  a 
cash  payment  received  from  him,  which  would,  of  course, 
have  been  placed  to  bis  credit.  This  latter  entry  passes 
through  the  Journal  proper,  there  being  no  other  book  of 
original  entry  in  which  it  can  be  appropriately  recorded. 
Jan.  3.  Sold  B.  Walters  2  bicycles  at  £8  6s.  each, 
charging  him  with  2  crates  at  3s.  &d.  each. 

This  transaction  must  be  treated  as  a,  sale  to  B.  Walters 
ttt  bicycles  and  crates,  no  difference  in  treatment  being 
made  between  the  bicycles  and  the  orates  which  con- 
tained tbem. 

The  necessary  entry  is  therefore — 

Credit  "  Soles  "  (throueh  the  Sales  Book)  with  £16  16s, 
for  the  bicycles  sold  and  with  7s.  for  the  accompanying 
crates,  all  these  articles  having  been  parted  with,  and 
Debit  B.  Walters  with  their  value  because  he  has  received 
them. 

Jan.  3,     Bought  of  A.Fisher  &  pairs  of  wheels  at  30s. 
per  pair,  and  a  job  lot  of  accessories  for  £5. 

Debit  "  Pnrohases  "  Account  {via  the  Furohases  Book) 
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with  the  ooBt  of  the  wheels  (£9)  and  of  the  aoceBsories 
(£5),  because  these  goods  have  come  into  the  bnainess, 
and  Credit  A.  Fisher  because  he  has  supplied  the  firm 
with  them. 

Jan.  4.    Paid  office  salaries  and  wages,  drawing  and 
cashing  a  Cheque  for  same  (£6  10s.). 
This  transaction  is  in  fact  twofold,  as  follows — 

(1)  £&  10s.  has  been  withdrawn  from  the  Bank  for 

Office  cash  purposes. 

(2)  Out  of  the  Office  cash  £6  10s,  has  been  paid  away 

in  salaries  and  wages. 

For  transaction  No.  (1)  the  following  entry  is  neces- 
sarr — 

Credit  the  "  Bank "  column  in  the  Cash  Book,  repre- 
senting the  withdrawal  of  the  £6  10s.  from  the  Bank, 
and  Debit  the  "Cash"  column  in  the  Cash  Book,  in 
order  to  record  the  receipt  of  the  money  by  the  Cashier. 

For  transaction  No.  (2) — 

Credit  the  "  Cash  "  column  in  the  Cash  Book,  represent- 
ing the  fact  that  £6  10s.  hae  gone  out  of  the  Cashier's 
hands,  and  Debit  "Office  Saliuies"  and  "Wages"  Ac- 
counts, in  order  to  record  the  fact  that  the  money  has 
been  used  in  these  directions. 

Jan.  4.  Each  partner  drew  out  in  cash  £3  on  private 
account. 

It  is  better  to  debit  sums  thus  withdrawn  for  private 
purposes  by  the  partners  in  a  firm,  at  the  time  of  their 
occurrence,  to  separate  "Drawing  Accounts"  kept  for 
each  partner;  these  Drawing  Acoonnts  can,  at  any  desired 
date,  be  closed  by  the  transfer  of  the  total  withdrawals  to 
date  to  the  debit  of  the  respective  Capital  Accounts  of 
the  members  of  the  firm. 

It  is  moreover  a  wise  precaution  for  the  entry  of  with- 
drawals for  private  purposes  to  bear  the  initials  of  the 
partner  concerned  against  the  item  as  and  where  it 
appears  in  the  Cash  Book. 

The  necessary  entries  therefore  are — 

Credit  the  "  Cash  "  column  in  the  Cash  Book  with  two 
sums  of  £3,  representing  the  fact  that  £€  in  money  has 
been  paid  out,  and  Debit  "  J.  Druce,  Drawing  Account " 
and  "  M.  Robinson,  Drawing  Account "  with  £3  in  each 
case  because  it  is  to  the  partners  that  the  money  in 
question  has  been  paid. 
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Jan.  6.    Paid  A.  Fisher  £25  hy  Cheque  on  account. 

Credit  the  "  Bank  "  column  in  the  Cash  Book  with  £25 
because  that  sum  has  been  withdrawn  from  the  Bank, 
and  Debit  A.  Fisher  with  £25  beoaoBe  he^  has  received 
the  money. 

Jan.  6,  Bill  Payable  (S.  Unwin)  due  this  day  paid 
by  Bank  (£90). 

Credit  the  "  Bank  "  column  in  the  Cash  Book  with  £90 
because  this  sum  has  been  parted  with,  and  post  the  item 
to  the  Debit  of  the  "  Bills  Payable  "  Account  in  the  Ledger 
because  the  holder,  for  the  time  being,  of  this  Bill  Payable 
has  received  the  money. 

Jan.  6,  Sold  J.  Smith  1  bicycle  for  £7  10s,,  upon 
which  he  paid  £2  on  account. 

Thie,  again,  is  not  a  single  transaction  for  book-keeping 
purposes,  but  two,  viz.  (a)  the  sale  of  a  bicycle  for  £7  10s. 
to  J.  Smith,  and  (6)  tlie  receipt  of  £2  in  cash  from 
J.  Smith. 

To  record  the  sale  to  J.  Smith  an  entry  is  made  in  the 
Bales  Book,  crediting  "  Sales "  with  £7  10s.  tiecause 
goods  to  that  value  have  been  parted  with,  J.  Smith 
being  at  the  same  time  debited  in  his  Ledger  account 
with  £7  10s.  because  he  has  received  the  bicycle. 

In  order  to  record  the  receipt  of  the  £2  on  account  the 
"  Cash  "  column  in  the  Cash  Book  is  debited,  because  the 
money  has  been  received,  and,  to  complete  the  entry,  J. 
Smith's  Ledger  account  is  credited  wiUi  the  like  amount 
because  it  is  John  Smith  who  has  paid  the  money  into 
the  business. 

Jan.  7.  Bought  for  cash  2  second-hand  bicycles  at 
15s.  each,  one  of  which  was  sold  for  cash  on  tkesame 
day  for  25s. 

This  is  an  esample  of  a  "  Cash  "  purchase  (2  bicycles  at 
15s.  each)  followed  by  a  "  Cash  "  sale  (1  bicycle  at  26s.), 
thettwo  transactions  being  separate  and  distinct. 

In  order  to  record  the  purchase  for  cash  of  2  bicycles 
for  30s.— 

Credit  the  "  Gash  "  column  in  the  Cash  Book  because 
30s.  in  cash  has  been  parted  with,  and  Debit  the 
"  Purchases "  Account  in  the  Ledger  because  goods  to 
that  value  have  been  received. 

It  will  be  remembered  that,  in  actual  practice,  "  Cash 
saJes"  and  "Cash  purchases"  do  not  pass  through  the 
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"Sales"  or  "FurcbaBes"  ToumalB,  these  booke  being 
reserved  for  transactions  upon  credit.  If  numerous,  such 
Cash  sales  and  purchases  are  either  recorded  in  special 
books  kept  for  that  purpose,  the  totals  of  which  ore 
periodically  carried  into  the  Cash  Book,  or  they  are  ac- 
commodated in  columns  specially  provided  for  them  in  the 
Cash  Book  itself,  the  totals  of  which  are  posted  monthly 
to  the  Ledger. 

In  order  to  record  the  sale  for  cash  of  oae  bicycle  for 
25«.  the  entry  is — 

D^t  the  "Bank"  column  in  the  Cash  Book  with  26s. 
because  that  sum  in  cash  has  been  received,  and  Credit 
the  "  Sales  "  Account  in  the  Ledger  because  goods  have 
been  parted  with  to  that  amount. 

Jan.  7.     Oa&hed  Cheque  for  £10  for  Petty  Cash 


Ibis  transaction  consists  of  the  withdrawal  of  £10 
from  the  Bank  and  the  placing  of  it  in  the  Office  Cash  to 
be  used  for  Petty  Cash  diahiu^ements. 

The  necessary  entry  is  consequent^— 

Credit  the  "  Bank  "  column  in  the  Cash  Book  with  £10, 

representing  the  withdrawal  of  the  money  from  the  Bank, 

and  Debit  the  "  Cash  "  column  in  the  Cash  Boot  with  the 

same  sum,  because  the  Cashier  has  received  the  money. 

Jan.  8.    Bill  Payable  {F.  Lord)  due  this  day  paid  by 

Bank  (£85). 

Credit  the  "  Bank"  column  in  the  Cash  Book  because  the 

Bank  has  parted  with  £86,  and  Debit  the  "  BUls  Payable  " 

Account  in  the  Ledger  because  the  holder  of  the  Bill 

Payable,  whoever  he  may  be,  has  received  the  money. 

Jan.  8.    B.  Walters  paid  the  balance  of  his  account 

as  at  this  day,  deducting  5  per  cent.  di$count,  which 

Tuas  disallowed. 

B.  Walters  owes  the  firm,  as  shown  by  bis  Ledger 
account,  £27  3$.,  and,  doubtless  thinking  that  Messrs. 
Druce  &  Bobinson  would  allow  it,  he  has  deducted 
6  per  cent,  from  this  sum  (£1  7$.  M.),  and  has  remitted 
a  Cheqne  for  the  balance,  viz.  £26  16s.  IQd.  Messrs. 
Druce  &  Robinson,  however,  are  not  disposed  to  allow 
this  deduction,  and  the  attempt  on  the  part  of  B.  Walters 
to  obtain  an  unfair  discoont  consequently  falls  to  the 
ground.  All  that  Messrs.  Druce  &  Bobinson  do  under 
these  oircnmstances  is  to  record  the  receipt  of  B.  Waltera's 
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Cheque  for  £25  15s.  IQd.  as  a  "paTpeot  on  aooount," 
leaTing  the  balance  still  owin^  stanaing  to  B.  Walters'a 
debit,  doubtless  at  the  same  time  informing  him  of  this 
fact. 

The  entry  coneequently  is — 

Debit  the  "Bank"  column  in  the  Cash  Book  vnth 
£25  15s.  Vid.  because  the  Bank  has  received  the 
money,  and  Credit  B.  Walters's  Ledger  account  with 
a  like  amount  because  he  has  paid  the  money  to  Messrs. 
Druce  &  Bobioson. 

Jan.  9.  BiU  Receivable  given  by  A.  Graves  returned 
dishonoured,  a  new  bill  at  one  month  being  given  for 
the  lokoU  of  his  account. 

The  bill  first  referred  to  above  is  for  £75,  and  in  addi- 
tion to  this  A.  Graves  owes  a  further  £20,  being  the 
balance  due  from  him  on  his  Ledger  account. 

The  above  transaction  is,  as  regards  its  book-keeping 
record,  a  triple  one,  and  consists  of  the  following  separate 
transactions — 

(a)  The  Bill  Beceivable  for  £75  held  by  Druoe  & 

Bobinson  is  assumed  to  have  been  handed 
by  them  in  the  ordinary  course  to  their 
Bankers  for'  collection,  and  for  eventual  credit 
to  their  account. 

(b)  Upon  presentation  of  the  bill  by  the  Bank  to 

A.  Graves,  payment  of  it  is  refused. 

(c)  Messrs.  Druce  &  Bobinson  presumably  at  once 

refer  to  Mr.  Graves,  who  offers  them  a  fresh 
bill  for  the  whole  amount  due  from  him,  i.  e. 
(a)  to  cover  the  dishonoured  bill  (£75)  and  (b) 
the  balance  of  his  current  account  (£20),  or 
£S5  in  all. 
These  transactions  are  recorded  as  under — 

(a)  Upon  the  bill  for  £76  being  paid  into  the  Bank  for 
collection  an  entry  is  passed  through  debiting 
the  bill  to  the  Bank,  in  anticipation  of  its  being 
duly  collected. 
The  entry  is  therefore — 

Debit  the  "Bank"  column  in  the  Cash  Book  with 
£75  because  the  Bank  is  assumed  to  have  received  the 
money  (although  in  strict  practice  the  assumption  may 
subsequently  prove  to  be  incorrect),  and  Credit  the  "  Bills 
Beceivable  "  Account  with  a  like  amount  because  a  Bill 
Beceivable  of  this  value  has  been  parted  with. 
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(h)  "Upon  the  bill  for  £75  being  returned  diBhoDoured 
Messrs.  Druce  &  Bobinson  have  immediate  re- 
course for  the  amount  against  the  acceptor, 
A.  Graves,  who  becomes  their  debtor  for  the 
cash  which  should  have  been  paid  upon 
presentation  of  the  bill. 

It  is  consequently  necessary  to  place  the 
£-15  to  the  debit  of  A.  Graves^s  Ledger  account, 
at  the  same  time  the  previous  debit  to  the 
Bank  must  be  reversed,  i.  e.  an  adjusting  entry 
most  be  made  in  the  "  Bank  "  column  in  the 
Cash  Book   upon  the  opposite  side  to  that 
upon  which  the  previous  entry  of  £75  was 
recorded,  viz.  upon  the  credit  side. 
The  Deoessary  entry  is  consequently — 
Debit  A.  Graves  with  £75  because  he  has  become  the 
firm's  debtor  for  the  amount  of  his  dishoDoured  accept- 
ance, and  Credit  the  "  Bank  "  column  in  the  Cash  Book 
with  £75  in  order  to  reverse  the  previous  debit  entry 
in  the  Bank  Account. 


of  the  previous  bill. 

The  entry  for  this  acceptance  follows  the 
ordinary  lines,  applicable  in  the  case  of  a  Bill 
Seceivable  being  given  to  the  firm.  The  "  Bills 
Seceivable  "  Account  is  debited  and  the  person 
(A.  Graves)  from  whom  the  bill  has  been 
received  is  credited  with  its  value  just  as 
though  he  had  paid  the  sum  in  cash. 

The  "  Bills  Beceivable "  Account  is  con- 
sequently debited  (in  this  case  through  the 
Journal)  with  £95  because  a  Bill  BeceivaJile  for 
this  amount  has  been  acquired,  and  A.  Graves 
is  credited  with  the  like  sum  because  he  has 
given  the  bill  in  discharge  of  his  indebtedness. 

Jan.  9.  Sold  to  B,  Walters  20  brakes  at  2s.  each  and 
6  lamps  at  5s.  each  (£Z  10s.  in  all). 
Credit  "  Sales  "  (in  the  Sales  Book  for  subsequent  post- 
ing to  the  credit  of  the  Sales  Account)  with  £3 10s.,  being 
tte  value  of  the  goods  parted  vrith  by  the  firm,  and  Debit 
B.  Walters  with  the  same  sum  because  he  has  received 
the  goods. 
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Jan.  9.    Bought  of  F.  Lord,  6  dozen,  lamps  at  3i.  each 
(JIO  16s).  . 

Debit  "Purchases"  (in  the  Purchases  Book  for  subse- 
quent posting  to  the  debit  o!  the  PurchaaeB  Account)  with 
XIO  16s.  because  goods  to  this  amount  have  oome  into 
the  business,  and  Credit  F.  Lord  with  the  same  sum 
beoauae  he  has  parted  with  the  goods. 

Jan.   10.    Bill   Receivable   (B.   Walters)   duly   met 
(£125). 

This  bill  will  have  been  paid  into  the  Bank  in  due 
course  for  collection  upon  Messrs.  Druce  &  Robinson's 
behali,  and  for  their  credit  in  current  account,  and  is 
duly  paid  upon  presentation. 

The  necessary  entry  consequently  is — 

Debit  the  "  Bank  "  oolomn  in  the  Gash  Book  with  £126 
because  the  Bank  has  received,  firstly  the  bill,  and  subse- 
qoently  the  money  for  it,  and  Credit  the  "  Bills  Receivable  " 
Account  with  the  same  sum  because,  firstly,  a  Bill 
Receivable  held  has  been  parted  with,  and,  secondly, 
because  X125  has  been  paid  by  the  acceptor  of  the  bill. 

Jan.  10.     Sold  A.  Graves  a  second-hand  bicycle  for 
30s. 
Credit  "  Sales  "  (through  the  Sales  Book  for  subsequent 
posting  to  Credit  of  the  b^Ies  Account)  with  30s.,  because 

gMxls  to  this  value  have  been  parted  with,  and  Debit  A, 
raves  with  the  like  sum  because  he  has  received  the 
bicycle. 

Jan.  11.    Paid  Office  salaries  and  wages,  drawing  and 
cashing  Cheque  for  £6. 
This  transaction,  for  book-keeping  purposes,  must  be 
regarded  as  twofold,  and  as  comprising  the  following 
separate  transactions,  viz. — 

(1)  The  withdrawal  of  £6  from  the  Bank  and  the 

deposit  in  the  Office  Gash  of  the  money  ob- 
tained by  cashing  the  Cheque  so  drawn. 

(2)  The  payment  of  ^6  for  salaries  and  wages  by  the 

Cashier. 

Entry  No.  1  is  recorded  as  under — 

Credit  the  "  Bank  "  column  in  the  Gash  Book  with  £6 
because  the  Bank  has  parted  with  the  money,  and  Debit 
the  "  Cash  "  column  in  the  Cash  Book  with  the  like  sum 
beoauae  the  Cashier  has  received  the  money. 
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Entry  No.  2  ia  recorded  as  under — 

Credit  the  "  Cash  "  column  in  the  Cash  Book  with  £& 
because  the  Cashier  has  disbursed  tha  money,  and  Debit 
the  "  Salaries  and  "Wages  "  Account  with  ^6  because  this 
amount  has  been  paid  in  salaries  and  wages. 

Jan.  11,  Each  partner  drew  in  cash  £3  for  private 
purposes. 

This  entry  is  the  exact  counterpart  of  that  passed 
through  the  books  on  January  4. 

The  entry  therefore  is — 

Credit  the  "  Cash  "  column  in  the  Cash  Book  with  two 
sums  of  £3,  representing  the  fact  that  £6  in  money  has 
been  disbursed  by  the  Cashier,  and  Debit  "J.  Dmce, 
Drawing  Account "  and  "M.  Bobtnson,  Drawing  Account" 
respectively  with  £S  because  this  sum  has  been  paid 
to  each  partner. 

Jan.  11.  A.  Brown  accepted  a  biU  at  3  months  drawn 
upon  him  for  the  balance  moing  by  him  at  this  date. 

The  balance  owing  by  A.  Brown  at  this  date  amounts 
to  ;640,  and  for  this  sum  a  bill  is  drawn  upon  him  by 
Messrs.  Druoe  &  Bobinson.  A.  Brown  signifies  his 
promise  to  pay  this  bill  at  its  due  date  by  writing 
his  name  across  it,  i.e.  by  "accepting  it."  The  bill 
thus  "  accepted "  is  returned  by  A.  Brown  to  Messrs. 
Bruce  &  Bobinson  and  consequently  becomes  one  of 
their  "  Bills  Receivable." 

The  necessary  entry  therefore  is — 

Debit  the  "  Bills  Beceivable  "  Account  (by  means  of  a 
Journal  entry)  with  £40  because  a  bill  for  this  amount 
has  been  acquired  by  Messrs.  Druce  &  Bobinson,  and 
Credit  A.  Brown  with  £40  because  he  has  parted  with 
a  bill  for  this  sum. 

All  the  detailed  transaotionB  set  out  in  the  question 
having  thus  been  passed  through  the  books  it  remcuns  to 
complete  the  requisite  Double  Entry  in  the  case  of  the 
"  Sales,"  "  Purchases,"  and  "  Beturns  Inwards  "  by  add- 
ing up  the  totals  of  these  respective  Journals  or  Day 
B^ks,  and  by  posting  them  to  their  appropriate  Ledger 
accounts.  Following  upon  this  procedure  the  balances 
can  be  brought  down  upon  all  the  open  accounts  in  the 
Ledger,  and  upon  the  Cash  Book,  and  a  "  Trial  Balance  " 
(i.  e.  a  list  of  all  the  balances  appearing  in  the  Ledger  and 
the  Cash  Book)  can  then  be  prepared.    The  total  of  the 
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"  Debit "  balaoces  Bhown  irt  the  Trial  Balance  shonld,  if 
the  work  has  been  oorrectly  done,  agree  with  the  total  of 
the  "  Credit "  balances  appearing  in  the  same  statement 

The  first  step  towards  the  completion  of  the  books  is 
the  addition  of  the  "  Sales,"  "  Furchasee  "  and  "  Betums  " 
Books  and  the  ^sting  of  their  respective  totals  in  their 
appropriate  Ledger  accounts. 

It  will  be  seen  that  the  "  Purchases  "  Book  adds  up  to 
£33  16s.,  the  "Sales"  Book  to  £52  3s.,  and  that 
the  "  Betoms  Inwards  "  Book  contains  but  a  single  item, 
viz.  £7  10s. 

These  additione  having  been  duly  effected,  the  following 
postings  are  then  made  in  the  IJedger,  viz. — 

(1)  The  total  of  the  "Purchases"  (£33  16s.}  for  the 
period  is  posted  to  the  Debit  of  the  "Purchases  "  Account. 
It  will  be  remembered  that  all  the  purchases  made  on  credit 
and  recorded  in  this  book  have  already  been  posted  in 
detail  to  the  Credit  of  the  various  persons  from  whom  the 
goods  were  bought  {e.g.  the  1  doz.  frames  bought  on 
January  1  from  H.  Sweeting,  £9,  were  posted  to  the 
Credit  of  H.  Sweeting's  account  because  he  had  disposed 
of  the  goods),  and  the  Debit  posting,  to  complete  the 
Double  Entry,  is  now  effected  irt  total  in  the  "  Purchases  " 
Account,  because  goods  to  this  total  value  have  been 
acquired  during  the  period. 

(2)  In  similar  manner  the  total  of  the  "  Sales  "  (£52  3s.) 
for  the  period  is  irasted  to  the  Credit  of  the  "  Sales " 
Account.  This  single  "total"  posting  represents  the 
fact  that  goods  to  the  amoant  stated  have  "  gone  out "  of 
the  business,  i.  e  have  been  disposed  of,  and  completes 
the  double  entry  for  all  tbe  sales  upon  credit  previously 
posted  in  detail  to  the  Debit  of  the  various  persons  to 
whom  they  have  been  dispatched. 

(3)  The  £,1  10s.  appearing  in  the  "  Eetnrns  Inwards  " 
Book  is  posted  to  the  Debit  of  the  "  Ectums  Inwards 
Account "  in  the  Ledger ;  this  is  done  because  the  goods 
in  question  hB,ve  "  come  iu,"  and  have  been  added  again 
to  uie  general  stock  of  the  business ;  the  corresponding 
Credit  posting  in  A,  Brown's  account  was  effected  on 
January  2,  and  recorded  the  fact  that  the  goods  had  been 
received  from  him. 

The  nest  process  to  be  effected  is  the  ruling  off  and 
"  balancing  "  of  the  Cash  Book  and  of  all  the  Ledger 
accounts.  It  will  be  sufficient,  for  present  purposes,  to 
explain  the  method  by  which  the  Cash  Book  is  "  balanced," 
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and  to  indicate  ttiere&fter  that  the  eame  process  is  applied 
to  all  the  accounts  in  the  Ledger. 

The  totals  appearing  on  iJhe  Debit  aide  of  the  Cash 
Book  at  the  dose  of  the  traasactionB  previously 
enumerated  are,  as  set  out  on  that  side  of  the  Cash 
Book,  as  under — 

TOTAL  or  "cash"  dbbit  total  of  "bank"  dibit 

COLOHM.  COLITHK. 

£47  lOi.  (W.  £1,777    O*.  lOi. 

These  totals  would,  lu  actual  practice,  be  temporarily 
inserted  in  their  respective  columns  in  pencil. 

The  corresponding  totals  appearing  on  the  Credit  side 
of  the  Cash  Book  are — 


£33    49.  IR  £847  10*.  U. 

These    totals    again    would,    in    practice,   be  inserted 
temporarily  in  their  respective  columns  in  -pencil. 

The  differences  or  "  balances  "  between  the  respective 
totals  of  the  columos  are  consequently  as  under  (the  total 
of  the  "  Credit "  Cash  column  being  deducted  from  the  total 
of  the  "  Debit "  Cash  column,  and  the  same  process  being 
carried  out  in  the  case  of  the  "  Bank  "  columns). 


£14    fii.  Od.  £929  lOi.   lOi. 

These  "balances"  are  inserted  in  the  "Cash"  and 
"  Bank  "  credit  columns  respectively,  under  the  designa- 
tion of  "  Balances  carried  down  "  (Uiey  represent,  in  the 
one  case,  the  amount  of  cash  remaining  in  the  Cashier's 
hands  and,  in  the  other,  the  amount  of  money  left  in  the 
hands  of  the  Bankers  at  the  close  of  all  the  above-stated 
transactions) ;  the  two  "  Cash  "  columns  and  the  two 
"Bank"  coIumnB  are  then  added  up  and  the  totals, 
which,  by  means  of  the  insertion  of  the  balances,  have 
been  made  to  eqnal  one  another  as  regaids  each  pair 
of  columns,  are  now  inked  in. 

The  "  Cash  "  columns  are  thus  both  of  them  arranged 
to  add  up  to  £17  lOs.,  and  the  "Bank"  columns  to 
£1,777  Os.  lOd.,  and  the  account  is  completed  by  the 
ruling  of  transverse  lines  across  the  columns  in  the 
customary  way  as  shown  in  the  Cash  Book  given 
hereafter  by  way  of  illustration. 

The  "huances"  previously  mentioned  are  now  te- 
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entered  on  the  opposite  side  to  that  apon  which  they 
have  already  been  included,  and  below  the  "  ruling  off," 
i.e.  below  the  transverse  lines  already  ruled  across  the 
money  columns. 

These  balances  represent  the  amounts  of  Gash  in  hand 
and  at  the  Bank  at  the  close  of  the  transactions  for  the 
period  recorded,  and  form  the  balances  of  the  respective 
aoeounte  which  are  now  ready  for  inclusion  in  the  Trial 
Balance.  They  also  constitute  the  starting  balances  for 
the  next  trading  period. 

These  two  balances  are  then  entered  in  the  Trial 
Balance,  according  to  the  side  of  the  Cash  Book  (in  this 
case  the  Debit  side)  upon  which  they  are  brought  down. 

Every  other  Ledger  account  is  treated  in  similar 
manner,  subject  to  the  following  rules — 

(1)  Tliat  in  the  case  of  those  accounts  where  the  tetal 
debit  postings  esceed  the  total  credit  postings  the  balance 
"  carried  down  "  ia  neceaearily  entered  on  the  Credit  aide 
of  the  Ledger  account,  in  order  to  make  the  sides  agree, 
and  the  balance  "brought  down"  is  entered  on  the  Debit 
aide  both  in  the  Ledger  account  and  in  the  Trial  Balance. 

(2)  That  in  the  case  of  those  accounts  where  the  total 
credit  postings  exceed  the  total  debit  postings  the  balance 
"carried  down"  appears  on  the  Debit  side,  and  the 
balance  "  brought  down  "  appears  on  the  Credit  side 
both  in  the  Ledger  account  and  in  the  Trial  Balance. 

(3)  That  in  the  case  of  those  accounts  wherein  the  total 
debit  postings  exactly  equal  the  total  credit  postings,  all 
that  needs  to  be  done  is  the  addition  of  lx>th  sides, 
followed  by  the  "ruling  off"  of  the  account.  There  is, 
in  these  cases,  of  course,  no  balance  to  enter  in  the  Trial 
Balance. 

The  Trial  Balance  thus  constructed,  simultaneously 
with  the  ruling  off  of  all  the  accounts,  is  set  out  on  page 
613,  and  it  will  be  found  to  "  agree  "  or  "  balance  "  ;  in 
other  words,  both  the  debit  and  credit  columns  in  this 
statement  add  up  to  £2,487  4s.,  and  an  inference  as  to 
the  probable  correctness  of  the  book-keeping  consequently 
arises. 

At  the  close  of  the  specimen  examination  question 
which  has  been  dealt  with  in  detail  above,  a  conspicuous 
note  is  appended  to  the  effect  that  "  No  Profit  and  Loss 
Account  or  Balance  Sheet  is  to  be  prepared."  It  would 
seem  to  be  unnecessary  to  recommend  students  to  pay 
explicit  attention  to  definite  directions  of  this  character. 
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and  yet  it  is  the  fact  that  many  studants  do  (in  spite  of 
euoh  notes)  append  one  or  other,  or  both,  of  the  accounts 
which  are  clearly  etated  as  not  being  required,  and  for 
which,  therefore,  it  is  obvious  that  no  marks  can  be 
awarded.  In  this  manner  the  examinee  frequently 
wastes  valuable  time  through  sheer  carelessnese. 
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(J)  From  the  following  Trial  Balance  of  the  acoountg  of  a  Miidu- 
ractunng  Companj-  (whose  authorized  Capital  conoiata  of  15  000 
Ord^ary  Sharea  of  £10  each)  prepare  a  Trading  Aooount  and  a 
iTont  and  Loss  Acooont  tor  the  year  ending  December  31  1907  aai! 
ft  Baluice  Bbeat  aa  on  that  data  ' 
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(f)  Capital  inued  mi  faUy  » 
9,000  ahkre*  of  £10  e&cl: 
(3)  Stock  (January  1,  1907) 
(i)  Cash  in  band      . 
{5)  Cash  at  Bank     . 

(6)  Purchase*  . 

(7)  Salu. 

(8)  Do.  Betnnu    . 

(9)  Pnrchaaet  Betnrna     . 
110)  Maoufactaring  Charges 
ill)  Mannfactnring  Wages 
{IS)  Salaries 


(17)  Disconnta  (I 

(18)  Bad  Debts. 

(19)  Interest  and  Bank  Charges 
(SO)  land  and  BuildingB  . 

(£1)  Machinery  and  Float 

(Sf)  Sundry  Debtors 

(«5)  Sundry  Creditors        . 

iS4)  Fat«nt«      . 

(eS)  Bad  D^ta  Reserve  (Jan 

1B07)       . 
(26)  Profit  and  Lo«■(balatlO^ 

beT31,1906)  . 
C*?)  Reserve     . 


82,000    0    I 
150    0 

2,900    0    I 


136,500    0    0 


250    0    0 

190    0    0 

2,640    0    0 


{iS)  Charge  Depreciation  on  Land  and  Buildings  Accmuit  at  3  per 
cent,  per  annum,  and  (SS)  on  Machinery  and  Plant  Acooont  at  6  per 
cent.  \{S0)  make  a  reserve  of  6  per  cent,  on  the  Sundry  Debtors  for 
Bad  Debts  ;  (SI)  write  down  Patents  Account  by  10  per  cent.;  (SS) 
carry  forwud  £90  of  Insurance  ;  and  (55)  charge  £600  as  Directors' 
Fees ;  (Si)  the  value  of  the  Stock  as  on  December  31,  1907,  was 
agreed  at  £23,700  ;  (SB)  charge  10  per  cent  on  net  profits  as  remun- 
eration to  the  Managing  Director  ;  and  (36)  appropriate  £2,500  to 
the  Reserve  Account,  oarrjing  forward  the  balance. 

The  next  exercise  to  be  worked  Is  set  out  above.  It  was 
given  at  a  well-knonn  examination,  and  illustrates  a  type 
which  is  to  be  found  in  almost  every  book-keeping  ex- 
amination paper,  except  those  of  a  very  elementary 
character.  That  this  type  of  question  should  frequently 
occur  is  not  surprising,  in  view  of  the  fact  that  it  repro- 
duces a  problem  of  everyday  occurrence  iu  accountanoy 
practice. 

A  Trial  Balance,  already  extracted  and  agreed,  is  given, 
from  which  the  candidate  la  required  to  prepare  a  Trading 
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Aocoant,  a  Profit  and  Lobs  Aocoant,  and  a  Balance  Sheet, 
and,  in  the  oonstractioa  of  theee  accounts,  he  is  required 
bo  embody  the  varioua  adjustments  set  out  in  a  note  at 
the  foot  of  the  Trial  Balance. 

It  may  be  remarked,  in  passing,  that  some  candidates 
when  confronted  with  this  type  of  question  frequently 
spoil  their  othermse  correct  stuutions  by  omitting  one  or 
more  of  the  provisions  or  adjustments  set  forth  at  the 
foot  of  the  Trial  Balance  in  order  that  they  may  be  in- 
cluded in  the  final  accounts  which  the  student  is  asked 
to  prepare.  The  student  will  be  wise,  therefore,  in  every 
case  to  read  through  with  the  utmost  care  the  whole  of 
such  a  problem  as  set  in  an  examination  paper,  paying 
special  attention  to  any  notes  appearing  at  the  foot  of 
it,  and  carefully  ticking  oS  the  necessary  adjustments  as 
and  when  dealt  with.  

As  indicated  in  Chapter  XXVl,  the  candidate  will  be 
wise,  in  the  author's  opinion,  to  journalize  these  adjust- 
ments, iu  order  to  ensure  their  correct  appearance  subse- 
quently iu  the  accounts  required  by  the  terms  of  the 
question. 

The  various  "balances"  set  out  in  the  above  Trial 
Balance,  for  the  sake  of  convenience  of  subsequent  de- 
scription aud  reference,  have  been  numbered  consecu- 
tively in  the  example  illustrated,  as  also  have  all  the 
other  material  particulars  included  in  the  question.  Such 
numbering  does  not,  of  course,  appear  in  a  printed  ex- 
amination paper.  In  answering  a  question  of  this  type, 
the  various  balances  and  items  have,  of  course,  to  be 
extracted  for  the  purpose  of  being  inserted  in  the  can- 
didate's solution  BuccBSsively,  although  not  necessarily  in 
the  order  set  out  in  the  question ;  it  is,  therefore,  a  wise 
precaution  for  a  candidate  to  "  tick,"  run  through  with 
his  pen,  or  otherwise  mark  on  the  printed  examination 
paper  supphed  to  him,  each  item  or  balance  as  he  makes 
use  of  it  in  constructing  his  answer;  such  a  process 
renders  the  accidental  omission  of  any  material  item 
much  less  probable. 

Having  carefully  perused  the  question  placed  before 
him  for  solution,  the  candidate  is  in  a  position  to  com- 
mence his  answer.  The  first  account  asked  for,  and  the 
account  therefore  to  be  first  attempted,  is  the  Trading 
Account,  the  principles  of  the  construction  of  which  have 
already  been  explained  in  the  first  part  of  Chapter  IX. 

liie  candidate  must  bear  in  mmd  the  usual  form  in 
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wbioh  a  Trading  Ai^oTmt  is  presented,  and  it  is,  as  a  rule, 
more  oonvenieiit  to  oommenoe  its  preparation  with  the 
items  appearing  npon  the  Debit  side. 

It  mast  be  remembered  that  a  Trading  Account  is  a 
statement  sfaowing  the  results  for  the  whole  of  the  finan- 
cial period  under  review.  The  account  required  in  the 
example  before  ns  must  thus  be  headed  "Trading 
Account  for  the  year  ended  December  31,  1907."  It  will 
also  be  remembered  that  only  one  item  in  the  Trading 
Account,  viz.  the  opening  stoek  of  goods  on  hand,  is 
included  in  that  account  under  the  d&te  of  the  first  day 
of  the  trading  period  (January  1,  1907),  and  that  all  the 
other  items  in  the  account,  being  either  the  totals  of 
various  classes  of  transactions  for  the  whole  period  (e.  g. 
'sales)  or  the  Stock  on  hand  at  the  close  of  the  period, 
bear  the  date  of  the  last  day  of  the  period  (December  31, 
1907). 

The  first  item  to  be  inserted  in  the  Trading  Account  is 
the  Stock  of  Goods  on  hand  at  the  commencement  of  the 
trading  period. 

Item,  No.  3. 
"  Stock,  January  1, 1907  .        .    £32,000." 

This  item  in  the  Trial  Balance  represents  the  stock  of 
goods  owned  by  the  Manufacturing  Company  at  the 
commencement  of  the  period  under  review,  and  must  be 
placed  in  the  Trading  Account  at  the  head  of  the  Debit 
side  of  the  account  with  the  date,  iTanuary  1,  1907, 
annexed.  The  item  is  debited  to  the  Trading  Account 
for  the  year  because  the  business  has,  during  that 
period,  had  the  use  of  the  stock  which  was  left  over  from 
the  previous  trading  period,  and  has  doubtless,  during 
the  year,  disposed  of  the  greater  part  of  it. 

Items  Nos.  6  and  9. 
The  nest  items  te  he  brought  into  the  account  are 
Items  6  and  9,  as  under — 

"Purchases  .  .  .  .  .  £52,350." 
"  Purchases  Betums  .  .  '  .  £750." 
Natwe  of  the  items. — These  balances  are  of  the  follow- 
ing significance,  viz,  the  item  "Purchases,  £63,350," 
represents  the  fact  that  the  Company  has,  daring  the 
year  1907,  purchased  goods  to  this  amount.  The  Oom- 
pany  whose  accounts  are  in  course  of  preparation  ia  a 
manufacturing  ccmoem,  and  the  total  in  question  con- 
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seqnently  represents  the  cost  of  commodities  purchased 
in  a  raw  condition,  to  be  subsequently  worked  up  into 
saleable  articles. 

Destination, — The  balance  under  consideration  must 
consequently  be  included  in  the  Debit  side  of  the  Trading 
Account,  as  the  business  has  had  the  use  of  tha  goods. 
But  for  the  fact  that  some  of  the  articles  included  iu 
the  total  have  been  returned  to  the  vendors,  the  amount 
would  be  inserted  direct  in  the  principal  Debit  column  of 
the  Aoconnt.  Seeing,  however,  in  view  of  Item  No.  9, 
that  "  returns  "  have  taken  place,  the  item  is  placed  in  the 
"  short "  Debit  column,  where  tJie  effect  of  the  Returns 
made  is  also  dealt  with  in  due  course. 

Item  No.  9. 
"  Pwehases  Betumi       .        .        .    £760." 

Nature  of  the  item. — This  item  represents  the  total 
value  of  the  goods  bought,  and  subsequently  returned  to 
the  persons  from  whom  they  were  received;  the  total  is, 
of  course,  included  in  the  total  "  Purchases,"  since,  from 
a  book-keeping  standpoint,  Purchases  and  Purchases 
Betumed  are  kept  in  separate  accounts. 

Destination. — Inasmuch  as  the  Purchases  thus  returned 
to  the  reapectivL^  vendors  (£750)  are  included  in  the  total 
Purchases  (£52,350),  and  the  latter  total  is  to  that  extent 
overstated,  the  overstatement  of  the  Purchases  must  be 
corrected  prior  to  the  insertion  of  the  latter  amount  in 
the  Trading  Account. 

As  has  already  been  stated,  the  Purchases  (£52,350) 
must  be  entered  on  the  Debit  side  of  the  Trading  Account, 
and  the  Purchases  Returns  (£750)  could,  if  so  desired,  be 
included  on  the  Credit  side  of  the  account.  It  is,  bow- 
ever,  desirable  tbat  the  Purchases  for  the  period  shonid 
appear  at  their  true  net  figure  free  from  the  inflating 
effect  of  any  Returns  that  have  subsequently  been  made, 
and  the  modem  practice,  therefore,  is  to  place  the  Pur- 
chases Returns  in  the  Trading  Account  upon  the  Debit 
side  in  the  "  short "  column,  immediately  underneath  the 
Purchases  themselves,  which,  as  explained  above,  are 
also  entered  "  short."  The  Purchases  Returns  are  then 
deducted  from  the  Purchases,  and  a  net  fignre  of  Pur- 
chases (in  this  case  £51,600)  is  obtained  for  extension 
into  the  principal  Debit  cash  column  of  the  account. 

It  is  convenient  at  this  stage  to  consider  items  Nos.  7 
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and  8,  ae  their  method  of  treatment  is  to  a  oertaio  estenb 
analogone  to  the  above,  viz. — 

"Sales £136,500." 

"  Sales  Eeturna        .  £400." 

Item  No.  7. 
"Sales £136,500." 

Nature  of  the  item. — ThiB  figure  represents  the  total 
valne  of  the  manufaotared  goods  sold  during  the  period ; 
i.  e.  the  total  of  the  goods  parted  with,  wbettier  for  cash 
or  upon  credit. 

Destination. — The  item  most  be  included  on  the  Credit 
side  of  the  Trading  Account,  as  the  goods  have  been 
parted  with  by  the  business.  In  manner  analogous  to  the 
"  Purohases  "  total,  it  is  entered  in  the  "  short "  colomn 
in  order  that  the  Beturns  made  ("  Sales  Betums,  £400," 
as  mentioned  below)  may  be  deducted  from  it  for  the  pur- 
pose of  obtaining  a  net  figure  of  Sales  for  the  trading 
period  free  from  the  inflating  effect  of  any  Betums. 
Item  No.  8. 
"  Sales  Betums      ....    £400." 

Nature  of  the  item. — This  figure  represents  the  total  of 
the  goods  sold  (included  in  sales)  which  have  been  sub- 
sequently returned  to  the  Company  bj  the  respective 
persons  to  whom  they  were  originally  sent. 

Destination. — The  item  must  be  entered  in  the  Trading 
Aocoimt  upon  the  Credit  side  as  a  deduction  from  the 
Sales ;  the  net  figure  of  Sales  thus  arrived  at  (£136,100) 
is  extended  into  the  principal  Credit  cash  column  of  the 
Trading  Account,  and  represents  the  actual  volume  of  the 
Sales  for  the  trading  penod. 

So  far,  as  has  already  been  indicated,  the  items  (open- 
ing stock,  purchases  and  sales)  entered  in  the  Trading 
Account  are  such  as  appear  iu  the  Trading  Account  of 
every  basiness,  whether  the  business  concerned  deals  in 
goods  manufactured  by  other  parties  and  purehased  from 
them  for  re-sale,  or  whether  the  undertaking  in  question 
be  the  original  manufacturer  of  the  goods  it  sells. 

The  Company  under  review  in  the  question  before  us 
is,  however,  a  manufacturing  one ;  and  it  will  be  remem- 
bered that,  in  the  Trading  Account  of  such  on  under- 
taking, all  expenses  and  charges  which  are  directly 
involved  in  the  production  of  a  finished  article  in  a 
saleable  condition  have  to  be  charged,  in  company  with 
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the  cost  ot  the  raw  materials  bonght,  in  the  Trading 
Acconnt,  aod  not  in  the  Profit  and  Loes  Account,  in 
order  that  a  reliable  figure  of  gross  profit  may  be  arrived 
at.  All  expenses  coonected  with  the  selling  of  the  goods, 
when  maonfactnred  and  ready  for  sale,  are  chargeable  to 
the  Profit  and  Loss  Account;  as  between  the  expense 
of  producing  goods  in  a  condition  ready  for  sale  and  the 
expense  of  selling  such  goods,  a  line  of  demeircation  has 
to  be  drawn,  and  the  effects  oi  the  distinction  BO  decided 
upon  must  be  embodied  in  the  accounts. 

The  two  following  items  (Nos.  10  and  11)  are  expenses 
of  manufacture,  and  are  therefore  brought  into  the  Trading 
Account,  viz. — 

"  Manufacturing  wages      .        ,    £28,550." 

"  Manufacturing  charges   ,         .     £11,500." 
Item  No.  10. 

"  Manafactaring  Wages  .  .  £28,550." 
Nature  of  the  item, — This  item  represents  the  cost 
of  the  labour  expended  in  working  up  the  raw  materials 
purchased  into  finished  goods ;  without  such  labour  the 
finished  articles  could  not  have  been  produced  in  a  con- 
dition ready  for  sale,  and  the  cost  of  the  necessary  labour 
is  consequently  a  proper  chaise  against  the  selling  price 
obtained  for  the  goods. 

Destination. — The  item  must  thus  be  debited  in  the 
Trading  Account,  as  an  addition  to  the  cost  of  the  raw 
materisJs  (Purchases)  already  included  there. 
Item  No.  11. 

"Manufacturing  Charges  .        .    £11,500." 

Nature  of  the  item.— This  amount  represents  the  total  of 

the  further  expenditure  (beyond  the  oost  of  raw  materials 

and  wages)  which  has  been  necessary  in  order  to  produce 

finished  articles  in  a  condition  ready  for  sale. 

Destination. — It  is  consequently  necesBary  to  enter  the 
item  in  question  on  the  Debit  side  of  the  Trading  Account, 
as  an  addition  to  the  cost  of  the  raw  materials  and  the 
cost  of  labour  already  included. 

All  "  Trading  Account "  items  appearing  in  the  Trial 
Balance  have  now  been  brought  into  the  Account,  and  it 
remains  to  consider  the  question  of  the  Stock  in  hand  at 
the  end  of  the  period;  the  Trading  Account  must  be 
given  Credit  for  the  amount  of  this  item  prior  to  ascer- 
taining the  amount  of  the  "  gross  profit "  for  the  period. 
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Item  No.  31,  meatioDed  in  the  notes  annexed  to  the 
Trial  Balance,  sets  forth  the  fact  that  the  stock  at 
December  31,  1907,  was  agreed  at  £23,700. 

Item  No.  34. 
"  Stock,  December  31, 1907    .    £23,700." 

Natwre  of  the  item, — This  item  represents  the  value  of 
the  stock  of  goods  (consisting,  doubtleBs,  partly  of  raw 
materials  and  partly  of  goods  in  various  stages  of  manu-. 
facture^  held  at  the  close  of  the  period. 

Destination. — The  item  must  be  included  in  the  Trading 
Account  on  the  Credit  side,  in  order  that  the  Gross  Profit 
made  may  be  arrived  at.  The  reason  for  this  proceeding 
is  that  the  period  under  review  has  borne  all  the  cost  of 
purchasing  or  producing  these  goods,  and  therefore  takes 
credit  for  their  value  when  they  are  handed  on  to  the  next 
trading  period.  The  Slock  on  hand  will  also,  at  a  later 
stage  in  the  solution  of  the  example,  require  to  be  brought, 
as  an  Asset,  into  the  Balance  Sheet  which  has  to  be  pre- 
pared uuder  date,  December  31, 1907. 

All  Trading  Account  items  have  now  been  entered  in 
the  Trading  Account,  with  the  exception  of  the  Balance  or 
"  Gross  Profit,"  and  it  remains  to  ascertain  the  amount 
of  the  tatter.  When  this  has  been  done  the  Account  Ib 
closed  by  means  of  a  transfer  of  the  balance  of  the 
Account  (Gross  Profit  or  Gross  Loss  as  the  case  may  be) 
to  the  Profit  and  Loss  Account, 

The  items  placed  in  the  Trading  Account  on  the  Debit 
side  total  up  to  £123,650,  and  those  inserted  on  the  Credit 
side  amount  to  £159,800;  the  difFerraice  between  these 
sums  (£36,150)  represents  the  "  Gross  Profit "  derived 
from  uie  tradixig  operations  during  the  period  and  is 
inserted  in  the  account  on  the  Debit  side  in  order  to  make 
the  two  sides  agree.  Both  sides  of  the  Trading  Account 
wiU  then  amount  to  £159,800. 

The  Gross  Profit  is  next  entered  in  the  Profit  and  Loss 
Account  upon  the  Credit  side,  and  forms  the  first  entiy  in 
this  account,  and  represents  the  sum  available  agamst 
which  to  charge  the  remaining  expenses.  In  the  example 
given  above  it  forms  the  only  entry  on  the  Credit  side  of 
the  Account,  there  being  no  other  "  profit "  balances  to 
be  included. 

The  next  step  in  the  preparation  of  the  Profit  and  Loss 
Account  is  the  transfer  to  this  Account  of  the  various 
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"  Expense  "  and  "  Loss  "  balances  appearing  in  the  Trial 
Balance. 

The  following  items  are  oi  a  similar  nature,  and  may  be 
oonveniently  grouped  in  their  explanation — 

Item  No.  12,     "  Salaries    ....    £1,500." 

13.  "  Trade  Expenses        .        .    £6.850." 

14.  ••  Rates  and  Taxes       .  £250." 

16.  '•  General  Expenses      .        .    £2,640." 

17.  "Discount  Account  (balance).    £1,800." 

18.  "Bad  Debts         .        .        .      £570." 

19.  "  Interest  and  Bank  Charges      £350." 
These  items  are  all  of  the  nature  of  "  Losses "  or 

"  Espensea "  arising  out  of  the  operation  of  effecting 
Salea  of  the  finished  goods,  and  consequently,  in  each 
case,  they  require  to  be  Bet  off  against  the  Gross  Profit 
derived  fi-om  the  sale  of  the  goods;  in  other  words,  their 
destination  is  the  Debit  side  of  the  Profit  and  Loss 
Account  as  a  charge  against  profits. 

Taking  tiie  items  separately,  as  regards  their  nature, 
"  Salaries,  £1,500,"  represents  the  total  amount  paid  to 
the  counting-house  atafi^,  travellers  and  other  employees 
engaged  in  selliug  the  company's  goods.  A  distinction 
is  nwe  drawn  between  "  Manufacturing  Wages,"  which 
form  part  of  the  cost  of  producing  the  fini^ed  article, 
and  "  Salaries,"  which  are  charges  incurred  in  the  process 
of  selling  such  article. 

"  Trade  Expenses,  £6,860." — ^This  item  doubtless  repre- 
sents the  hundred  and  one  small  forms  of  miscellaneous 
expenditure  necessary  in  any  large  business  undertaking 

g.  g.  Boxes,  Gratmties,  Packing  expenses.  String, 
leaning.  Catalogues,  Postages,  Telegrams,  etc). 

■'  Bates  and  Taxes,  £250." — This  item  represents  money 
Spent  in  discharging  the  local  rates,  etc.,  levied  upon  the 
prenuses  in  whi<£  the  business  of  the  Company  is  carried 
on,  and  the  various  forms  of  governmental  taxes,  e.g. 
land  tax,  etc. 

"General  Expenses,  £2,640." — This  item  represents  a 
further  aggregate  of  miscellaneous  "  loss  "  and  expendi- 
ture («.  g.  Bepairs,  Travelling  expenses,  Stable  expenses, 
Lighting  expenses,  Advertising,  Exhibition  expenses. 
Audit  fee,  etc.). 

"Discount  Account  (balance),  £1,800." — This  item  re- 
presents the  balance  of  the  Discount  Account,  i.  e.  the 
difference  between  the  total  discounts  allowed  and  the 
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total  disoounts  received,  the  total  discounts  "  allowed 
being,  in  tliis  case,  the  greater  of  the  two  olassea.    The 
balance  of  the  account  therefore  forms  a  charge  against 
the  profits  for  the  period. 

"Bad  Debts,  £b'l(S." — This  item  represents  the  total 
amount  of  the  debts  written  oft  as  absolutely  "  bad,"  i.  e. 
irrecoverable ;  it  must  be  diatingmshed  from  the  "  Beserre 
for  Bad  Debts  "  mentioned  in  the  footnote,  and  dealt  with 
later  in  the  Profit  and  Loss  Account;  the  former  item 
represents  actual  debts  definitely  ascertained  io  be  bad, 
and  requiring  to  be  written  off,  while  the  latter  charge 
represents  an  estimated  provision  considered  to  be  neces- 
sary  for  debts  which,  though  doubtful,  have  not  yet 
reached  the  point  at  which  it  is  necessary  to  write 
them  off  the  books. 

"Interest  and  Bank  Charges,  £350,"— This  item  repre- 
sents the  total  Interest  paid  to  the  varions  persons  &om 
whom  money  has  been  borrowed  throughout  the  year, 
and  the  charges  (doubtless  including  also  some  int^st) 
paid  to  the  bank. 

Item  No.  15. 
"  Inturance        .        £190." 

This  item  requires  special  treatment.  Footnote  No.  32 
states  "  carry  forward  £90  of  Insm^nce."  This  instruo- 
tion  arises  out  of  the  fact  that  £190  has  been  paid  during 
the  year  for  insurance  premiums,  of  which  only  £100  lias, 
at  tne  date  of  balancing,  run  off,  leaving  therefore  a 
balance  of  £90,  representing  insurance  prepaid  at  the  end 
of  the  year,  which  balance  requires  to  be  carried  forward 
as  a  charge  against  the  profits  of  the  ensuing  year.  As 
on  December  31, 1907,  this  £90  prepaid  insurance  ranks 
as  an  Asset  because  it  is  a  prepayment  from  which  the 
succeeding  period  will  derive  benefit. 

Of  Uie  £190  debit  balance,  therefore,  appearing  in  the 
Trial  Balance  as  Insurance,  £100  requires  to  be  debited 
in  the  current  Profit  and  Loss  Account,  while  the  balaooe 
of  £90  must  be  included  as  an  Asset  in  the  Balance  Sheet 
to  be  subsequently  prepared. 

The  abore  "  Losses  "  having  been  inserted  in  the  Profit 
and  Loss  Account,  it  remains  to  embody  in  this  Account 
the  effect  of  the  various  adjustments  and  provisions 
which  are  called  for  in  the  note  at  the  foot  of  the  Trial 
Balance. 

The  first  adjustments  to  be  referred  to  are  Noe.  28  and 
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39,  wherein  the  ohargiag  of  depreciation  on  Ltuid  and 
Boildinga  Aooonnt  (fanlance,  £22,250)  at  3  per  cent,  per 
annom,  and  on  Machinery  and  Plant  AooouDt  (balance, 
£35,600)  at  6  per  cent,  per  annntn  is  directed. 
■  Items  No3.  28  and  29. 

Nature  of  the  aUoioances. — Sinoe  the  Land  and  Bnild- 
ingB  and  Plant  and  Machinery  have  been  employed 
dnring  the  year  for  the  purposes  of  the  business,  it  ia  to 
be  presumed  that  the  former  two  items  have  become,  by 
reason  of  use  and  "  wear  and  tear,"  of  less  value,  although 
it  may  be  said,  in  passing,  that  land  is  not  usually  depre- 
ciated  when  preparing  accounts  if  it  be  freehold.  The 
Buildings  have,  in  this  case,  evidently  become  of  less 
value  owing  perhaps  to  the  effects  of  the  atmosphere  or 
other  causes  upon  the  structure.  In  almost  every  busi- 
ness Plant  and  Machinery  become  steadily  of  less  value 
as  they  are  used,  and  the  rate  of  wastage  ("  depreciation  ") 
in  their  case  is  much  greater  than  in  the  case  of  more 
lasting  properties  such  as  Land  and  Buildings.  In  the 
question  before  us  this  characteristic  difference  is  exem- 
plified in  the  higher  rate  chargeable  in  the  case  of  Plant 
and  Machinery  (6  per  cent.)  as  compared  with  that  pro- 
vided in  the  case  of  Land  and  Buildings  (3  per  cent). 

The  allowances  indicated  will  be  found  to  amount  to 
the  following  sums — 

Land  and  Buildings,  3  per  cent  per  annum  for  one 

year  on  £22,250  =  £667  10s. 
Pl^t  and  Machinery,  6  per  cent,  per  annum  for  one 
year  on  £35,600  =  £2,136  Os. 

Destination  of  the  items. — The  Profit  and  Loss  Account 
is  debited  with  both  these  allowances,  representing,  as 
they  do,  the  estimated  wastages,  through  use,  of  the 
respective  Assets,  whilst  employed  in  assisting  to  make 
the  Gross  Profit  set  out  on  the  Credit  side  of  the  account. 

The  "  Land  and  Buildings "  Account  in  the  Ledger 
would,  if  shown,  be  credited  with  £667  10s.,  and  the 
"Plant  and  Machinery"  Account  would  similarly  be 
credited  with  £2,136 ;  these  two  accounts,  however,  are 
not  shown  in  the  candidate's  answer,  as  they  are  not 
required  by  the  question.  The  effect  of  the  depreciation 
allowances  made  is  therefore  brought  into  account  when 
preparing  tno  Balance  Sheet  subsequently,  by  deducting 
them  from  their  respective  asset  figures.  In  other  words, 
"  Land  and  Buildings  "  standing  m  the  Trial  Balance  at 
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£22,260  ate  taken  into  Uie  Balance  Sheet  at  £31,582  10s. 
{i.e.  £22,250 minus £667 10s.),  and  "Plant  and  Machinerjr " 
are  inolnded  at  £33,464  (viz.  £95,600  minus  £2,136). 
Item  No.  31. 

Note  No.  31  directs  that  "  Patents  "  Account  shall  be 
written  down  hj  10  per  cent.  Patents  Acoount  stuids  at 
£5,000  in  the  TrwX  Balance,  and  the  neoessary  provision 
of  10  pet  cent,  amoonts,  therefore,  to  £500. 

Nature  of  the  item. — "Patents  Acoonnt,  £5,000,"  repre- 
sents the  value  of  patent  tights  owned  by  the  Company. 
Grants  of  "  Letters  Patent "  confer  the  exclusive  privi- 
lege of  manufacturing  certain  inventions ;  and,  as  letters 
patent  are  only  conferred  by  law  for  a  limited  number 
of  years  from  the  date  of  the  grant,  the  value  of  any 
capital  expended  in  purchasing  a  patent  becomes  steadily 
less  as  the  years  pass  by.  It  is  therefore  neoessary  to 
reduce  the  book  value  of  patents  every  year  by  writing 
off  a  certain  sum,  representing,  as  far  as  possible,  the 
wastage  in  the  "  life "  of  the  patent. 

Destination  of  the  item. — The  Profit  and  Loss  Account 
is  debited  with  £500,  representing  the  shrinkage  in  the 
value  of  the  patent  tights  owing  to  effluxion  of  time ;  and 
this  chatge,  to  some  extent,  resembles  the  depreciation 
allowances  on  Land,  Buildings,  Plant  and  Machinery 
previously  explained. 

The  £500  depreciation  written  off  Patents  Accoupt  is, 
when  subsequently  preparing  the  Balance  Sheet,  deducted 
from  the  £5,000  b^ance  of  this  account  (see  Trial  Balance), 
and  "Patents"  are,  therefore,  valued  in  the  Balance 
Sheet  at  £4,500  (i.e.  £5,000  minus  £500). 
Item  No.  30. 

Item  No.  30  directs  that  a  "  resatve  of  5  per  cent,  upon 
the  Bundry  Lebtors  (£52,500)  "  shall  be  raised. 

Nature  of  the,  item. — As  was  explained  in  Chapter  IX 
a  Beserve  of  this  nature  is  usually  created  at  the  end  of 
a  trading  period  in  order  to  cover  unascertained  losses 
which  may  arise  owing  to  the  probabOity  that  some  of 
the  existing  debtors  will  fail  to  fulfil  their  obligations. 

A  Beserve  of  this  nature  is  expressed  most  frequently 
aa  a  fixed  percentage  of  the  total  book  debts  outstanding 
at  a  given  date,  as  is  the  case  in  this  particular  instance. 

Method  of  arrivitig  at  the  requisite  amount. — The 
"  Sundry  Debtors  "  amount  to  £52,500,  5  per  cent,  upon 
which  amounts  to  £2,625.  It  is  not,  however,  necessary  to 
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Bet  Euide  the  whole  of  this  £2,625  %ut  of  catxent  profits, 
because  Item  No.  25  ("Bad  Debts  Reserve,  January  1, 
1907,  £2,600  ")  cle&rly  indicates  that  a  Beserve  for  Bad 
and  Doubtful  Debts  already  exists  in  the  books,  to  the 
estent  of  the  £2,600  named,  this  sum  having  been  set  aside 
oat  of  previous  years'  profits. 

It  is,  therefore,  only  the  differenoe  between  the  Beserve 
brought  forward  (£2,600)  and  the  Beserve  to  be  carried 
forward  (£2,625)  which  requires  to  be  debited  to  the 
current  Profit  and  Loss  Account  as  an  addition  to  the 
existing  Beserve. 

By  thus  increasing  the  existing  Beserve  to  £2,625  there 
will  then  be  a  Beserve  amounting  to  5  per  cent,  on  the 
Sundry  Debtors  standing  in  the  books  as  directed  by  the 
terms  of  the  question. 

Destination  of  the  item. — The  Profit  and  Loss  Account 
is  debited  with  £25,  representing  the  additional  Beserve 
to  be  set  aside  out  of  current  profits,  and  a  corresponding 
addition  of  £25  is  made  to  the  existing  Bad  Debts  Beserve 
of  £2,600  as  set  out  in  the  Trial  Balance.  The  Bad 
Debts  Beserve,  as  on  December  31,  1907,  is  thus  raised 
to  £2,625.  If  it  were  necessary  to  give  the  Bad  Debts 
Beserve  Account  in  the  candidate's  answer,  the  £25  would 
be  shown  as  a  credit  entry  immediately  under,  and  as  an 
addition  to,  the  pre-existing  Beserve  of  £2,600 ;  as,  how- 
ever, under  the  terms  of  the  question  we  are  considering, 
it  is  not  necessary  to  show  this  account,  the  candidate 
must  make  an  addition  to  the  Bad  Debts  Beserve  Account 
when  transferring  it  to  the  Balance  Sheet,  and  must  thus 
include  the  Bad  Debts  Beserve  at  £2,625  when  deducting 
the  Beserve  from  the  total  of  the  Sundry  Debtors  on  the 
Assets  side  of  the  Balance  Sheet. 

Item  No.  S3. 
directs  that  £500  is  to  be  charged  as  "  Directors'  Fees  " 
due  at  the  end  .of  the  period. 

Nature  of  the  item. — The  item  represents  the  fees  due 
and  unpaid  at  the  end  of  the  period,  arising  oat  of  the 
services  rendered  by  the  Directors  of  tiie  Company  during 
theyear. 

These  fees  are  consequently  a  obai^  against  the  profits 
for  the  period  as  representing  remuneration  due  for  ser- 
vices rendered  to  the  Company;  and,  as  the  amount  is  still 
unpaid,  the  Directors  ne»i  to  be  shown  in  the  Balance 
Sheet,  to  be  subsequently  prepared,  as  creditors  for  the 
amount  of  the  fees  doe  to  them. 
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Destination  of  ths  item. — The  Profit  und  Loss  Acooimt 
is  debited  with  £500  under  the  designation  "  Direotors' 
Fees";  while, in  preparing  the  Balance  Sheet, £500  is  set 
oat  as  a  liability  under  the  heading  "  Sundry  Creditors  " 
(Directors'  Fees), 

Items  Nos.  36  and  35, 

Apart  from  the  commission  of  10  per  cent,  on  the 
profits  due  to  the  Managing  Director,  and  the  £2,500 
appropriation  to  Beserre  Account,  ae  directed  to  be  made 
in  footnotes  35  and  S6,  all  the  items  which  required  to  be 
entered  in  the  Profit  and  LoflB  Account  have  now  been 
included.  The  two  items  above  are  "  appropriations  "  oi 
the  profits  made,  rather  than  charges  against  profits  or 
expenses  incurred,  in  carrying  on  the  business,  and  thus 
they  should  not  be  included  in  the  Profit  and  Loss  Account 
proper,  but  in  an  "Appropriation"  Account  at  the  foot 
of  the  Profit  and  Loss  Acooimt.  This  Appropriation 
Account  is,  as  its  name  implies,  an  accoimt  in  wluoh  the 
profit  made  is  "  appropriated  "  or  divided  oat,  as  opposed 
to  an  account  wherein  the  details  of  the  amount  of  the 
.  profit  which  has  been  made  are  shown. 

It  is  now  possible  to  close  the  Profit  and  Loss  Account 
by  iaeerMng  an  amount  on  the  Debit  side  sufficient  to 
make  the  two  sides  tally.  This  amount,  or  "  balance," 
will  represent,  in  the  case  under  review,  the  Het  Profit 
made  duriug  tiie  year  1907. 

The  expenses  set  forth  on  the  debit  side  of  the  Profit 
and  lioss  Account  add  up  to  £17,888  10s.,  whereas 
the  Gross  Profit  (the  only  item)  set  out  on  the  credit  side 
of  the  account  amounts  to  £36,150.  The  difference 
between  these  two  sums,  £18,261  10s.,  represents  the 
Net  Profit  for  the  period,  and  is  inserted  on  thadebit  side 
of  the  Profit  and  Loss  Account  in  order  to  make  the  two 
sides  agree. 

miis  amount,  representing  the  Net  Profit  for  the  yeu 
ended  December  31,  1907,  is  at  once  carried  down  to  the 
credit  side  of  the  Appropriation  Account. 

Item  No.  36. 
The  "  Balance  of  Profit  and  Loss  Account,  as  on 
December  30, 1906  (£750),"  represents  the  undistributed 
balance  of  profit  brought  forward  from  the  previous  year, 
and  this  item  requires  to  be  placed  in  the  Appropriation 
Account  on  the  credit  side,  and  must  be  added  to  the 
profits  made  during  1907.    The  total  thus  obtained  forma 
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the  amouot  at  the  credit  of  the  current  Profit  and  Lobb 
Account,  and  shows  the  balance  now  available  for 
distribution. 

The  Credit  side  of  the  Appropriation  Aoooiint  therefore 
consists  of  the  following  items,  viz. — 

1907.  £       B.    d. 

December  31.    Balance    brought    down, 
being  profit  for  the  year 
1907     ....    18,261  10    0 
1906. 
December  31.     Balance  of  profit  brought 

forward  from  1906        .         750    0    0 


£19,011  10    0 


Items  Nos.  85  and  36. 

It  now  remains  to  consider  these  two  directions,  viz. 
(35)  "  to  charge  10  per  cent,  on  the  profits  as  remunera- 
tion to  the  Managing  Director,"  and  (36)  "  to  appropriate 
£2,500  to  the  Beaerva  Acconnt." 

Both  these  items  are,  as  has  ahready  been  indicated, 
appropriations  of  profit  made,  as  opposed  to  expenses 
f£argeable  against  profits ;  they  must  therefore  appear  in 
the  Appropriation  section  of  the  Profit  and  Loss  Account. . 

Item  No.  35.  "  Charge  10  per  cent,  on  the  profits  as 
remimeration  to  the  Managing  Director." 

Nature  of  the  item. — The  Managing  Director  is,  in  the 
example  given,  presumably  under  the  terms  of  his  agree- 
ment, remunerated  in  part  by  a  share  of  the  profits  earned 
by  the  business  under  his  direction.  Such  an  arrange- 
ment is  a  very  frequent  one,  and  naturally  operates  as  an 
incentive  to  the  Managing  Director  to  endeavour  to  make 
the  undertaking  as  successful  as  possible. 

The  remuneration  given  to  the  Managing  Director  is, 
of  course,  based  upon  the  profit  for  the  year  1907,  and 
not,  in  addition,  upon  the  balance  brought  forward  &om 
the  previous  year,  upon  whioh  he  has  probably  already 
been  paid  the  percentage  due  to  him ;  the  amount  now 
payable  to  the  Managing  Director  is  consequently  10  per 
cent,  upon  £18,261 10s.,  viz.  £1,826  Zs. 

Desttnation. — This  £1,826  3s.  must  be  debited  in  the 
Appropriation  Account  as  representing  the  portion  of  the 

gofits  for  the  year  whioh  is  payable  to  the  Managing 
Irector  under  his  agreement,  and  if  the  Personal  Ledger 
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Aooonnt  of  the  Managing  Director  were  to  be  Bhown,  tbia 
earn  would  be  iriBertod  tberflin  to  his  credit.  This  Acoount 
is  Dot,  however,  needed  by  the  terms  of  the  question,  and 
it  is  therefore  necessary  for  the  candidate  to  bear  in 
mind,  when  preparing  we  Balance  Sheet,  the  fact  that 
tbe  commission  is  nnpaid,  and  that,  therefore,  the  Manag- 
ing Director  needs  to  be  scheduled  as  a  creditor  for  tbe 
amount  of  his  commission  nnder  the  heading  "  Sundry 
Creditors"  (Managing  Director's  Commission),  as  was 
the  ease  with  the  Directors'  outstanding  Fees  dealt  with 
above. 

Item  No.  36.     "To  appropriate  £2,500  to  Beserre, 
carrying  forward  the  balance." 

Nature  of  the  item. — Tbe  Directors  of  the  Company 
have  evidently  decided  to  retain  £2,500  of  the  profits 
made  daring  1907  pennanently  in  tbe  business,  by  means 
of  the  transfer  of  this  amount  to  the  pre-existing  Beserve 
of  £5,000. 

This  Beserve  Account  is  obviously  a  general  reserve, 
ajid  is  not  represented  by  any  specific  securities  or  by 
any  investments  effected  outeide  tbe  business.  It  is 
practically  a  specialized  balance  of  Profit  and  Loss 
Account,  and  nothing  more ;  this  type  of  Beserve  is 
known  as  one  which  is  "  invested  in  tbe  business." 

Destination  of  the  item. — The  £2,500  is  debited  to  tbe 
Appropriation  Account,  and,  if  the  "  Beserve  Account "  in 
tbe  Le^er  were  shown,  this  £2,500  would  appear  as  an 
additioi^  credit;  but,  as  this  account  is  not  to  be  given, 
tbe  candidate  must,  when  preparing  his  Balance  Sheet, 
add  £2,500  to  the  pre-existing  Beserve  (£5,000),  thus 
raising  the  amount  of  that  account  to  £7,500. 

Tbe  Beserve  Account  will  thus  be  shown  in  tbe  Balance 
Sheet  as  imder — 

Reserve  Account.  £    s.  d. 

As  per  last  Balance  Sheet    ,     5,000  0  0 
Added  during  the  year.        .     2,500  0  0 

£7,500  0  0 

The  Managing  Director's  commission  and  tbe  transfer 
to  the  Beserve  Account  having  thus  been  debited  in 
tbe  Appropriation  Account,  the  balance  of  this  account 
(£14,686  7s.)  is  carried  down  on  the  credit  side.  This 
balance  remains  for  inclusion  in  the  Balance  Sheet,  as 
in  tbe  accompanying  illustration  (page  638). 
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The  Trading,  Profit  and  Loss,  and  Appropriation 
Accounts  having  thus  been  completed,  the  candidate 
mnet  aest  turn  his  attention  to  the  preparation  of  the 
Balance  Sheet. 

As  was  explained  in  Chapter  X,  the  student  must 
adopt  some  reasonable  and  recognized  order  in  which 
to  marshal  the  Assets  and  LiabilltieB  appearing  in  any 
Balance  Sheet  prepared  by  him.  Eor  the  purposes  of 
the  question  now  before  us  we  will  adopt  that  form  of' 
Balance  Sheet  in  which  the  Assets  are  marshalled  in  the 
order  of  their  "  non-reaiizability." 

Starting  with  the  "Liabilities"  side  of  the  Balance 
Sheet,  the  item  which  should  be  piaced  at  the  head  of 
this  column  is  one  which  does  not  appear  in  the  Trial 
Balance,  and  does  not  require  to  be  extended  into  the 
principal  money  column  of  the  Bdance  Sheet,  viz.  the 
"Authorized"  or  " Nominal"  Capital  of  the  Company. 

Item  No.  1. 

Item  No.  1  in  the  note  at  the  head  of  the  Trial  Balance 
records  the  fact  that  the  "  Authorized  Capital  of  the 
Company  consists  of  15,000  Ordinary  Shares  of  £10 
each." 

This  statement  of  fast,  although  it  does  not  in  any  way 
represent  the  balance  of  an  account,  is  shown  as  a  matter 
of  information,  in  the  Balance  Sheet,  on  the  Liabilities 
side  as  under — 

Nominal  Capital.  £         s.   d. 

15,000  Ordinary  Shares  of  £10 
each      .....     15a000    0    0 

The  figures  are  entered  in  the  "  short "  cash  column,  and 
are  not  extended  into  the  principal  column.  A  pair  of 
lines  are  ruled  beneath  the  item  to  denote  that  it  forms  no 
part  of  the  additions  of  the  figures  composing  the  Balance 
Sheet. 

In  completing  the  Liabihtiee  side  of  the  Balance  Sheet 
(i.  e.  the  .Debit  side),  it  will  be  remembered  that  Liabilities 
which  in  the  Tri^l  Balance  appear  on  the  Credit  side, 
are — in  the  compilation  of  a  Balance  Sheet  prepared 
according  to  the  general  practice  ruling  in  this  country — 
entered  on  the  Debit  side.  Similarly,  Assets  (which  are 
Debit  balances  in  the  Trial  Balance)  appear  on  the  right- 
hand,  or  Credit  side,  of  the  BaJance  Sheet. 
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Item  No.  2. 

Item  No.  2  in  the  Trial  Balance  is  as  ander — 
"  Capital  issoed  and  fully  paid  up,         £        s.    d. 
9,000  shares  of  £10  each  .        .    90,000    0    0." 

Nature  of  the  item. — Thie  item  represents  the  issued 
Capital  of  the  Company,  i.e.  the  amount  Gootrihiited,  in 
caati  or  in  kind,  by  ^e  shareholders  of  the  Company. 

Destination. — "^le  item  must  be  iocluded  on  the  left- 
'hand  side  of  the  Balance  Sheet  as  a  Liability.  The 
business  having  received  this  money  from  the  share- 
holders is  regarded  as  responsible  to  them  for  it.  It 
most,  however,  be  borne  in  mind  by  the  student  that,  in 
reality,  it  is  only  from  a  book-keeping  standpoint  that  the 
Capital  of  the  Company  ranks  as  a  Liability,  and  that 
shareholders  cannot  claim  repayment  of  their  contribu- 
tions as  a  matter  of  right,  except  in  the  case  of  a  liquida- 
tion or  a  general  repayment  of  Capital  under  the  sanction 
of  the  Courts.  They  can,  of  course,  sell  their  shares  to 
other  parties. 

The  item  is  included  under  the  heading  "Capital 
issued,"  the  "  9,000  shares  of  £10  each  fully  paid  "  being 
added  as  a  note,  and  the  amount  (£90,000)  being  extended 
into  the  priuci^  Cash  column. 

Item  No.  23. 

The  next  unaaed  item  appearing  in  the  Trial  Balance  on 
the  Credit  side  is  No.  23,  "  Sundry  Creditors,  £21,750." 

Nature  of  the  item. — It  represents  the  indebtedness  of 
the  Company  to  its  creditors,  whether  Trade  creditors  or 
otherwise,  whose  accounts  were  outstanding  on  the  books 
as  on  December  31, 1907. 

Destination. — The  item  is  entered  in  the  Balance  Sheet 
apon  the  Liabilities  side  under  the  heading  of  "  Sundry 
Ch^ditors."  It  is  not,  however,  immediately  entered  in 
the  principal  Debit  Cash  column,  but  should  appear  in 
the  "  short "  column,  for  the  reason  that  there  are  other 
"  Creditors,"  arising  out  of  the  process  of  closing  the 
books,  to  be  grouped  with  this  item  before  the  total  is 
extended  into  the  Debit  column  proper. 

It  will  be  remembered  that  a  sum  of  £1,826  3s.  has 
been  debited  (pursuant  to  footnote  No.  35)  in  the  Appro- 
priation Account  (see  p.  637)  as  "  Berauneration  due  to 
the  Managing  Director."  This  debit  to  the  Appropriation 
Account  involves  a  corresponding  credit  entry  in  the 
Managing  Director's  Personal  Account,  which  credit  entry 
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is  brotight  into  the  Balance  Sheet  as  an  addition  to  the 
Sundry  Creditors.  The  "Managing  Direotor's  Gonunis- 
sion,  £1,826  3s.,"  is  therefore  also  entered  "  short  "  upon 
the  Liabilities  side  in  the  Balance  Sheet  under  the  heading 
of "  Sundry  Creditors." 

It  will  also  be  remembered  tbat  £600  was  debited  in 
the  Profit  and  Loss  Account  (footnote  33  attached  to  the 
Trial  Balance)  as  "  Directors'  Fees  doe  but  unpaid."  The 
Directors  are  creditors  for  these  fees,  and  need  to  be 
shown  in  the  Balance  Sheet  among  the  "  Sundry 
Creditors,"  as  was  the  case  with  the  Managing  Director 
in  respect  of  his  remuneration.  The  £500  is  therefore 
entered  under  the  heading  of  "  Sundry  Creditors  "  in  the 
"  Short "  column. 

All  the  amounts  due  to  Creditors  have  now  been  in- 
cluded in  the  Balance  Sheet,  and  the  total  of  the  three 
items  entered  in  the  "  short "  column  can  oonsequentlybe 
added,  up  and  extended  into  the  principal  column.  The 
total  thug  obtained  will  be  found  to  amount  to  £24,076  3^. 
Item  No.  S5. 

Item  No.  25  in  the  Trial  Balance  ("  Bad  Debts  Beserve, 
£2,600  ")  does  not  need  considering  until  the  candidate 
is  oonstructing  the  Assets  side  of  the  Balance  Sheet,  as 
it  is  the  practice  to  show  such  Beserves  as  deductions 
from  the  item  "  Sundry  Debtors." 
Item  No.  26. 

Item  No.  26  in  the  Trial  Balance  ("  Profit  and  Loss 
Balance,  December  31,  1906,  £750")  has  ahready  been 
dealt  with  in  the  Appropriation  Account. 

Item  No.  27. 
"  Beserve        .        £5,000." 

Natwe  of  the  item. — This  amount  represents  the 
general  reserve  existing  in  the  Company's  books  as  on 
December  31, 1906,  *.  e.  the  total  amount  of  the  profits 
set  aside  and  permanently  retained  in  the  business  up  to 
that  date. 

Destination.— The  item  is  entered  upon  the  debit  side 
of  the  Balance  Sheet  under  the  heading  "  Reserve 
Account,"  with  the  explanation  "  as  per  last  Balance 
Sheet "  annexed  to  the  amount  (£5,000).  The  £5,000  is 
not  placed  in  the  principal  debit  Cash  column  of  the 
Balance  Sheet,  but  is  entered  "  short,"  owing  to  the  foot 
that  a  further  sum  of  £2,500  has  been  carried  to  the 
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Beserre  a»  on  December  31, 1907,  whioh  addition  requires 
to  be  tiAen  ioto  aooooot  io  due  oouiBe. 

The  £2,300  additios  to  Beserre  (note  No.  36  in  the 
Trial  Balance)  has  alieady  been  debited  to  the  Appropria- 
tion Account,  and  this  sum  therefore  requires  to  l]e  added 
to  the  pre-exieting  Reserre  of  £5,000. 

The  £2,500  is  accordingly  placed  under  the  heading  of 
"Beserre  Account"  in  the  "short"  debit  column  in  the 
Balance  Sheet  with  the  explanation  "added  during  the 
year,"  and  the  total  of  the  two  items  (£7,500)  is  therk 
extended  into  &e  principal  column. 

The  only  other  item  whioh  requires  insertion  in  the 
Balance  Sheet  on  the  Liabilities  si^  is  the  undistributed 
balance  of  the  Profit  and  Lobb  Account,  viz.  the  balance 
carried  down  in  the  Appropriatim  section  of  the  account, 
£14,685  7s, 

This  item  ia  entered  direct  in  the  principal  debit  cash 
column  of  the  Balance  Sheet,  with  the  explanation  "Profit 
and  Lobs  Aocoont  (balance) "  annexed  thereto. 

At  the  uinual  meeting  of  the  Company,  when  these 
accounts  are  presented  to  the  ahareholders,  the  Directors 
will  submit  proposals  for  the  distribution  of  this  available 
balance,  and  will  ask  the  eharehotders  to  confirm  their 
pr^osals  by  vote  in  the  usual  way. 

The  Liabilities  side  of  the  Balance  Sheet  has  now  been 
completed ;  the  total  of  this  side  amounts  to  £136,261 10s., 
and  the  credit  side,  when  constructed,  should,  of  course, 
add  up  to  the  same  figure. 

Turning  now  to  the  "  Assets "  or  credit  side  of  the 
Balance  Sheet,  the  candidate  must,  by  referring  to  the 
Trial  Balance,  carefully  pick  out  those  balances  which 
represent  Assets ;  it  is  necessary  for  him,  at  the  same 
time,  to  remember  that  various  depreciation  allowances 
and  reserves  have  been  incorporated  in  the  Profit  and 
Lose  Aocoont,  and  that,  therefore,  the  Trial  Balance 
figures  representing  certain  assets  require  to  be  adjusted, 
in  various  instances,  by  the  amount  of  such  reserve  or 
depreciation  allowanoes. 

The  Assets  appearing  in  the  Trial  Balance  are  dealt 
with  seriatim  as  under — ■ 

Item  No.  SO. 

"Land  and  Buildings        .        £22,250." 

NaUtre  of  the  item. — This  amonnt  represents  the  book 

value,  as  on  December  31, 1907,  o(  the  Land  and  Build- 
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mgs  owned  by  the  GoinpaDy  before  providing  (or  tbe 
deprociation  written  off  for  the  year  1907. 

Destinatien. — Tbe  item  muat  be  entered  on  the  Asaeto 
aids  o{  the  Balance  Sheet,  but  inaamach  as  a  depreciation 
allowanoe  h^  been  made  in  the  Frofib  and  Loss  Account 
(see  footnote  28  in  the  Trial  Balance)  it  must  not  at  once 
be  extended  into  the  principal  column  of  the  Balance 
Sheet  for  the  full  aura  of  £22,250.  The  Trial  Balance 
figure  of  £22,250  is  therefore  entered  "short,"  and  from 
it  is  subsequently  deducted '  the  depreciation  allowance 
for  the  year  1907  (£667  lOf.),  fahe  net  value  of  the  asset, 
£21,582  10^^  being  tt>en  extended  into  the  principal 
colomn. 

lUm  No.  21. 
"  Machinery  and  Plant        .        £35,600." 

Nature  of  the  item. — ^Thie  anmnut  tepreeente  the  book 
valoe  of  the  Machinery  and  Plant  as  on  December  31, 
1907,  before  providing  for  fte  depreciation  written  off  in 
respect  of  the  year  1907. 

Destination. — In  this  ease  also  the  item  must  be  entered 
"  short "  on  the  Assets  side  of  the  Balance  Sheet,  the 
relative  allowanoe  previously  made  in  the  Profit  and  Loss 
Account  for  depreciation  of  Machinery  and  Flant  for  the  . 
year  1907  (£2,136)  being  deducted  therefrom,  also,  of 
onrse,  in  the  "short"  ooTumn.  The  difference  between 
these  two  amounts,  viz.  X33,464,  represents  the  estimated 
book  value  of  the  Machinery  and  Plant  as  on  December 
81,  1907,  after  making  due  allowance  for  depreciation, 
and  it  is  this  figure  which  is  extended  into  the  principal 
column  of  the  Balance  Sheet. 

Item  No.  34. 
"  Patents  ^  .        £5,000." 

Nature  of  the  item. — It  represents  the  book  value  of  the 
patent  rights  owned  by  the  (Company  (i.  e.  the  esclusive 
right  to  manufacture  certain  articles)  as  on  December  31, 
1907,  before  providing  for  the  depreciation  written  off  for 
the  year  1907. 

Destination. — This  item  requires  to  be  entered  on  the 
"  Assets "  side  of  the  Balance  Sheet  in  the  "  short " 
column;  the  depreciation  allowance  of  £500  for  1907, 
made  in  accordance  with  footnote  No.  31  on  the  Trial 
Balance,  most  also  be  placed  in  the  "  short "  column 
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immediately  beneftth  the  old  boob  Tolne  of  £5,000  and 
deducted  from  it ;  the  net  figure  thus  obtained  (£4,500) 
repreBeots  the  es^mated  present  value  of  the  patents  to 
the  Company  for  Balance  Sheet  purposes  as  on  December 
31,  1907,  and  this  amount  is  then  extended  into  the 
principal  column. 

Item.  No.  15. 
"InsvraTice        .        .        £190:" 

Nature  of  the  item. — It  represents,  presumably,  money' 
expended  during  the  year  in  insuring  the  Company's 
premises  e^ainst  loss  by  fire,  in  insunng  the  Company 
against  claims  for  workmen's  compensation,  loss  through 
bui^Iary  or  larceny,  and  possibly  other  insurances  of 
various  descriptions.  A  feature  which  characterizes  almost 
all  contracts  of  this  nature  is  that  the  insurance  poUcies 
run  from  year  to  year,  the  premiums  thereon  being  pay- 
able annually  in  advance,  i.  e.  at  the  beginning  of  the 
year  covered  by  the  insurance. 

It  frequently  happens  that,  at  the  date  of  "  balancing," 

there  remains  to  the  credit  of  the  Company  the  unexpired 

benefit  of  several  months'  protection  under  various  pohcies 

.   of  assurance,  the  premiums  upon  which  have  been  paid 

in  advance  for  a  year,  commencing  at  some  date  subse- 

?uent  to  that  upon  which  the  books  were  last  balanced. 
t  is  therefore  only  equitable  that  the  trading  period  under 
review  should  not  be  charged  with  any  greater  proportion 
of  the  premiums  paid  in  advance  tbaji  relates  to  the  actual 
months  which  have  already  expired ;  a  just  proportion 
of  the  premiums  so  paid  in  advance  should  therefore  be 
carried  forward  to  be  charged  against  the  profits  of  the 
ensuing  period  which  is  to  enjoy  the  benefit  of  the. pro- 
tection afforded  by  the  unexpired  portion  of  the  policies. 
In  the  example  given  this  principle  is  illustrated ;  insur* 
ance  premiums  to  the  amount  of  £190  have  been  paid  in 
advance,  of  which  only  £100  has  run  off  during  the  period 
covered  by  the  accounts,  the  balance  of  £90  being,  there- 
fore, the  proportion  of  the  premiums  chargeable  to  the 
financial  year  1908.  These  facte  have  been  duly  taken 
into  account  in  charging  only  £100  of  the  £190  to  the 
current  Profit  and  Loss  Account,  and  it  remains  therefore 
to  rank  the  remaining  £90  as  an  Asset  (or  rather  as  a 
"fictitious  asset")  on  December  31, 1907,  as  representing 
the  present  book  value  of  the  premiums  for  the  pro- 
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portdonate  periods  as  yet  unexpired,  but  nhioh  are  fuHj 
oOTered  by  the  polioiea  already  taken  oat  and  paid 
for. 

Destination  of  the  £90  Insurance  unexpired.— It  is 
entered  as  if  it  were  an  ordinary  Asset  upon  the  "  Assets  " 
aide  of  the  Balance  Sbeet,  being  extended  in  tbe  principal 
column.  It  is  80  treated  because,  as  has  been  explained 
above,  the  succeeding  financial  year  (1908)  ranks  prac- 
tically as  a  debtor  to  the  year  under  review  (1907)  for 
sundry  insurance  premiums  paid  in  advance  upon  its 
behalf. 

Item  No.  33. 
"  Sundry  Debtors        .        .        £52,500. 

Nature  of  the  item. — Tbis  amount  represents  the  totEil 
of  the  book  debts  owing  to  tbe  Company  by  its  customers 
and  others  as  on  December  31,  1907,  after  all  tbe  debts 
which  are  hopelessly  bad  have  been  written  oS.  Such 
debts  as  are  considered  to  be  "  doubtful "  are  included  in 
the  total  of  £52,500,  the  estimated  losses  upon  this  type 
of  debt  having  been  duly  provided  for  by  means  of  a 
Beserve.     (Note  30  at  the  foot  of  the  Trial  Balance.) 

Destination.— 'She  total  of  £52,500  is  entered  on  the 
Assets  side  of  the  Balance  Sheet,  in  the  "  short "  column ; 
it  is  not  eutered  immediately  in  the  principal  column 
owing  to  the  fact  that  there  is  in  existence  a  Beserve  for 
Bsid  and  Doubtful  Debts  which  must  be  taken  into  account 


"  Bad  Debts  Beserve  {Jan.  1, 1907)    .    £2,600." 

Nature  of   this  item. — This  amount    represents    the 

Beserve  brooght  forward  upon  the  books  of  the  Company 

as  on  December  31, 1906,  m  order  to  cover  the  estimated 

bad  and  doubtful  debts  aa  at  that  date. 

Footnote  No.  30  annesed  to  the  Trial  Balance  directs 
that  the  Reserve  for  Bad  and  Doubtful  Debts  to  be 
carried  forward,  as  on  December  31,  1907,  is  to  amount 
to  a  sum  equal  to  5  per  cent.'  on  the  total  debts  outstand- 
ing at  that  date,  viz.  5  per  cent,  on  £52,500,  i.  e.  £2,625. 
As  the  pre-existing  Reserve  already  amounted  to  £2,600, 
as  set  forth  above,  tbe  necessary  addition  of  £25  was 
made  to  it  by  means  of  a  debit  entry  to  the  current  Profit 
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&nd  LoBB  Aocoimt,  and  the  bftl&noe  of  "  Beserre  againsk 
Bad  aod  Donbtfat  Debts  Acoount "  tbuB  became  £2,625, 
as  on  December  31, 1907. 

Deetinatum. — This  figure  would  ai|^>ear  in  the  relative 
Ledger  Aocount  «8  a  credit  balance,  i.  e.  as  a  "  fictitiooa" 
Liabiliti/  In  preparing  the  Balance  Sheet,  howerer,  it 
IB  shown,  in  acoordanoe  with  the  uenal  practice,  not  on 
the  "  liability  "  side  as  a  oonstitueot  balance,  but  on  the 
"  ABsete  "  side  as  a  dedfuction  from  the  gross  total  of  the 
Sundry  Debtors  (£52,600).  A  net  fignra  (£49,875)  is 
thus  obtained  which  represents  the  estimated  present 
value  of  the  book  debts  due  to  the  Company  as  on 
December  31, 1907,  and  this  figure  is  then  extended  into 
the  principal  column  of  the  Balance  Sheet. 

Items  Nos.  3d,  4  and  5. 

The  only  other  Assets  remaining  to  be  included  in  the 
Balance  Sheet  are  the  value  of  the  "  Stock  of  goods  on 
hand  as  on  December  31,  1907,  £23,700"  (as  men- 
tioned in  footnote  No.  34),  the  "Cash  in  hand,  £150" 
(item  No.  4),  and  the  "Cash  at  Bank,  £2,900"  (item 
No.  5). 

The  Stock  is  entered  direct  in  the  principal  column  on 
the  AasetB  side  of  the  Balance  Sheet,  a  memorandum 
being  attached  indicating  by  what  authori^  it  has  been 
valued  ("as  valued  by  the  Company's  officials").  Such 
an  explanation  is  frequently  added  at  the  request  of  the 
Company's  auditors. 

"  Cash  at  Bank  "  is  entered  on  the  Assets  side  in  the 
"short"  column,  "Cash  in  hand"  being  entered 
immediately  underneath  it  in  the  same  oolomiy  The 
total  of  the  two  amounts  (£3,050)  is  then  extended  into 
the  pincipal  column. 

The  total  of  t^e  Liabilities  brought  into  account  on 
the  debit  or  left-hand  side  of  the  Balance  Sheet  amounts 
to  £136,261  10s.,  which  accords  with  the  total  of  Oie 
Assets  now  appearing  on  the  credit  or  right-hand  side  of 
the  statement,  and,  having  arrived  at  this  agreement,  tho 
candidate  may  safely  assume  that  his  solution  of  the 
question  set  is  probably  correct. 


p:h»Google 


BOW  TO  ANBWEB  EXAMINATION  PAFESS  tgt 


i4 

ee 

» 

e 

li 

-lol.l 

a 

-       .=             |. 

a 

h 

2  S    >- 

« 

•  B    II 

1 

i; 

III 

'1 

..*! 

S              Q 

-PI 

1            ' 

° 

i             |\ 

!  J 

^ 

1 

i       i   ^\ 

?  1 

t 

I 
1 

1       f        ^ 

S                     5 

\ 

i 

s 

|5|       1 

X,^^ 

h 

1 

s 

S      =               4 

\^ 

s  -      s 

§ 

«  '      iS 

^=        ee=     o 

.     o|. 

=  ••      ol 

4 

» 

e 

— 

1° 

m 

,S        ISS     S 

§ 

illlSiSI       i 

1         «%  Si 

SSI 

; 

y 

S 

£1 

'  1*1  1 

n 

e.                    =«                                    fflo 

==l         ■«              ■«     1 

z 

-     .= 

e                                                          2* 

"1                               1 

H 

,   i 

i                      a 

il 

b. 

_^ 

5'g 

i. 

ll 

MM            ; 

Jlii            i 
illl 

P  1 1   la 

ii 

g  !        : : 5           ^  ::  =  =  ::;  : 

==  s  ==    1 

.° 

!|s 

=  =  = 

IJ  =  .  =  =  >..= 

== 

M = 

1 

638       BOOK-KEEFINO  AND  ACCOUNTS 


-       s      *       *    *            =    = 

J- 

*     s     s     -■            ^  a-      "=■ 

.flOO |oO 

OS 

=  = 

"1   " 

'"•1" 

oo 

s     e 

«PIP 

§1 

a  -■ 

P 

II 

t 

1  i      ! 

^  il  i 

a    -■ 

1^^    aj^J  U 

In 

^                      °                  e               e     e            e     11 

•  -       s   1 

(0 

1               I             1    1. 

8          a        *-  s 

1 

^ 

^     .i|        .  ..|     „| 

; 

.     =11        •  "1     "1 

3 

»lll 

iV    II 

II 

1    !!■ 

& 

'^1 
J  11 

1 

p:h»Google 


HOW  TO  ANSWER  EXAMINATION  PAPERS  639 

Examination  Exebcisb  III 

The  ezamiDfttion  question  given  below  was  set  at  a 

popular  examination,  and  furnjsbes  a  good  esample  of 

a  thbrd  type  of  exercise  frequently  met  with  in  lirgher 
grade  book-keepiag  examinations — 

Qae^ion. — The  Foetfoid  Manuf&cturme  Company,  Ltd.,  was 
registered  in  1902.  The  nomiiuU  Capital  o7  the  Company  coosisted 
of  40,000  5  per  cent.  Preference   ShoreB  of  £1   ea.oh,  and  10,000 


Ordinary  Shares  of  £1  each. 

No  dividend  woi  paid  tor  the  year  ended  December  31,  1905,  on 
either  class  of  share. 

The  Company's  books  were  closed  and  balonoed,  oa  on  December 
31,  1906,  on  which  date  the  Stock  in  hand  was  valued  at  .£9,050. 
The  balances  of  the  Ledger  Accounts  were  as  follows — 

£  s.  d. 

(J)  Purchases 15,345  0  0 

<f)  BnildingB 24,054  0  0 

(S)  Fuel 48500 

W)  Plant  and  Machinery.' 5,654  0  0 

IS)  Boiler  and  Heating  Plant 592  0  0 

(8)  Repairs       .         • 472  0  0 

(?)  Loose  TooU I,S5«  0  U 

{g)  Office  Expenses 362  0  0 

(9)  Sales 37,950  0  0 

{Iff}  Wages  (ManuftMjturing) 13,671  0  0 

ill)  Discount  (debit  Balance) 83  0  0 

(It)  Reserve  for  Bod  and  Doubtful  Debts   (as  on 

December  31,  1905) 250  0  0 

[13)  Salaries 1,062  0  0 

m)  Postages  and  Telegrams 116  0  0 

{IS)  Rates  and  Taxes 239  0  0 

<Jfi)  Travelling 317  0  0 

(17)  Loan  on  Mortgage  (oharged  on  above  premises)      8,500  0  0 

{18)  Interest  and  BaSi  Charges         .         .         .        .          402  (1  0 

\l9)  Directors'  Fees   .         .                 ....          300  (1  0 

(50)  Stock  on  hand  (January  1,  1906)        .         .         .       8.990  0  0 

(51)  Sundry  Creditors 10,960  0  0 

{SH)  Sundry  Debtors 9,847  0  0 

(SS)  GoodwiU 4,000  0  0 

(£j)  Profit  and  Loss  Account  (Credit  Balance  from 

1906) 206  0  0 

(£5)  Prefer^ice  Share  GapiUt 17,520  0  0 

(te)  Ordinary  Share  Capital    * 8,000  0  0 

(2?)  Unpaid  Calls 50  0  0 

(fS)  Bilk  Payable 2.100  0  0 

{£9)  Bank  Overdraft 2,721  0  0 

{SO)  Cost  of  New  Catalogue 300  0  0 

(SI)  Cash  in  hand 10  0  0 

Before  preparing  the  annual  accounts  the  following  adjustments 
are  necessary — 

Proviiion  for  Bod  and  Doubtful  Debts  is  to  be  made  at  the  rate  of 
S  per  cent. 
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Provide  for  depr«cUtion  at  the  following  ratefl — 

Plant  and  Machinery  Account        .  10  per  cent. 

Boiler  and  Heating  Plant  Account .  10  per  cent. 

Loose  Tools  Account       .        .         .         .     20  per  cent. 
Write  off  one-third  of  the  Coet  of  tho  New  Catulogue,  and  one- 
half  of  the  Repairs  Acoonnt  against  the  current  year,  carrying  the 
balances  of  these  accounts  forward  to  next  year. 

Prepare  a  Trading  and  Profit  and  Loes  Acconnt  for  the  year  ended 
December  31,  1906,  and  a  Balance  Sheet  as  on  that  date. 

It  will  be  noted  that  in  the  above  queatioo,  as  m  the 
case  of  ExamiDation  Exercise  II,  the  candidate  is  required 
to  prepare  the  aanaal  accoonts  of  a  company  or  firm, 
but,  in  this  case,  no  agreed  Trial  Balance  is  given  to  the 
student  to  work  from,  its  place  being  taken  by  a  Bcbedule 
of  Le^er  balances  which  are  not  arranged  as  "  debit " 
or  "credit"  balances,  or  claflsified  in  anyway. 

This  latter  type  of  exercise  obviously  takes  a  longer 
time  to  work  out  than  the  former ;  and,  in  addition  to 
the  usual  work  of  preparing  the  required  accounts,  the 
candidate  is  compelled  to  use  his  knowledge  and  reason- 
ing capacity  in  determining  the  nature  and  significance 
of  each  item  in  the  schedule  of  Ledger  balances  presented 
to  him  to  deal  with. 

When  dealing  with  an  exercise  of  this  character  8ome 
candidates  make  no  attempt  to  prepare  an  initial  Trial 
Balance  from  which  to  work,  but  oommence  at  once  to 
prepare  the  accounts  required  by  the  terms  of  the  question. 
The  author  is  of  opinion  that  this  proceeding  is  a  mistaken 
one,  and  is  often  the  cause  of  confusion  and  serious  loss 
of  time.  In  cases  of  this  sort  the  short  cut  is  often  the 
longest  way  round,  and  the  average  candidate  will,  it  is 
thought,  gain  both  time  and  confidence  by  preparing,  as 
the  first  step,  an  agreed  Trial  Balance  from  the  figures 
given  him  in  the  question. 

In  answering  a  question  of  this  type  it  is  necessary, 
therefore,  to  commence  by  preparing  a  Trial  Balance  from 
the  Ledger  balances  set  out  above.  By  mentally  tracing 
the  history  of  each  Ledger  balance,  and  the  manner  in 
which  it  would  originate,  the  candidate  will  arrive  at  the 
required  Trial  Balance  as  follows — 

Item  No.  1,    "Purchases    .        .  £15,315." 

This  item  represents  the  total  cost  of  the  goods  bought 

during  the  year    1906    for   use  in  manufacturing  the 

products  de^t  in  by  the  Company.     The  goods  bought 

have  already  been  credited,  in  detail,  to  the  persona  by 
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whom  they  were  supphed,  and  have  been  entered  in  ttie 
Parchasea  Book ;  the  latter  has  been  posted  in  total  to 
the  debit  of  the  Purchases  Account  in  the  Ledger.  This 
balance,  therefore,  must  be  entered  in  tbe  debit  column 
of  the  Trial  Balance. 

Item  No.  2.    "Buildings    .        .   £24,054." 

This  balance  represents  the  book  value  of  the  Com- 
pany's Buildinga,  as  on  December  31,  1906 ;  in  other 
words,  it  is  an  Asset.  An  Asset  can  only  appear  on  the 
debit  side  of  its  relative  Ledger  account;  this  balance, 
therefore,  must  be  entered  in  the  debit  column  of  the  Trial 
Balance. 

Item  No.  S.    "  Fuel   .        .   £485." 

This  balance  represents  the  total  cost  of  the  fuel  pur- 
chased during  the  year  1906  for  consumption  at  the 
Company's  works.  The  purchase  price  of  the  fuel  will 
already  have  been  credited  in  detail  to  the  persons  from 
whom  it  has  been  bought,  and  these  purchases  have  been 
debited  in  total  to  the  "  Fuel  "  Account  in  the  Ledger; 
this  account  represents  the  year's  expenditure  in  this 
direction.  The  balance  must  consequently  be  entered 
in  tbe  debit  column  of  the  Trial  Balance. 

Item  No.  4-    "  Plant  and  Machinery    .        .  f  5,654." 

This  balance  represents  the  book  value  of  the  Plant  and 
Machinery  belonging  to  the  Company,  as  on  December  31, 
1906.  In  other  words,  it  represents  an  Asset  owned  by 
the  nndertaking.  It  must  consequently  be  entered  upon 
the  debit  side  of  the  Trial  Balance. 

Itefm  No.  5.     "  Boiler  and  Heating  Plant .         .  £592." 

This  balance  represents  the  book  value  of  the  Boiler 
and  Heating  Plant  owned  by  the  Company,  as  on  Decem- 
ber 31,  1906.  For  tbe  same  reasons  as  those  which 
apply  in  tbe  case  of  item  No.  4,  viz.  tbe  fact  that  the 
Boiler  and  Heating  Plant  are  Assets,  tbe  balance  must 
be  inserted  in  tbe  debit  column  of  the  Trial  Balance. 
Item  No.  e.    "Repairs     .     .   .£472." 

This  balance  represents  the  total  sum  exiiended  in 
keeping  the  Company's  various  Assets  in  a  state  of 
repair  during  tbe  year  1906.  The  cost  of  these  repairs 
will  have  been  credited,  in  detail,  to  the  Ledger  accounts 
kept  for  the  persons  by  whom  they  were  effected  (or  to 
the  Cash  Account  if  paid  for  in  cash),  and  a  correspond- 
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ing  amoxmt  will  have  been  debited  in  total  to  the 
"  Repairs "  Aeconnt  in  the  Ledger.  The  balance  con- 
seguentlv  mast  be  inclnded  in  the  debit  column  of  the 
Tnal  Balance. 

The  repairs  effected  during  the  year  1906  will,  appar- 
ently, reheve  subsequent  years  of  certain  expenditure  in 
this  direction,  because  the  candidate  is  directed,  in  pre- 
paring his  Profit,  and  Loss  Account,  to  include  as  a 
"loss"  only  one-half  of  this  amount,  carrying  forward 
the  remaining  moiety  as  a  "  fictitious "  Asset  to  be 
subsequently  written  off  against  the  profits  of  the  years 
immediately  following. 

Item,  No.  7.    "Loose  Tools   .        .  £1,856." 

This  balance  represents  the  book  value  of  the  Loose 
Tools  owned  by  the  Company,  as  on  December  31,  1906. 
These  tools  will  either  have  been  bought  for  cash  (in 
which  case  Cash  will  have  been  credited  and  "  Tools  " 
Acoount  will  have  been  debited)  or  on  credit  (in  which 
case  the  vendors'  accounts  will  have  been  credited  and 
the  "  Tools "  Account  debited).  The  item  represents 
property  owned  by  the  firm,  t.  e.  an  Asset,  and  the  balance 
aequently  included  in  the  debit  column  of  the  Trial 


Item  No.  8.  "  Office  Expenses  .  .  ^62." 
This  balance  represents  the  total  sum  expended  in  the 
direction  of  "  Office  Espenses  "  during  the  year.  In  re- 
cording these  Expenses  "  Gash  "  will  have  been  credited, 
and  "  Office  Expenses  "  debited.  The  balance  therefore 
is  a  debit  one,  and  requires  to  be  included  in  the  debit 
column  of  the  Trial  Balance. 

Item  No.  9.  "  SaUs  .  .  £37,950." 
When  a  sale  upon  credit  takes  place,  it  will  be  remem- 
bered that  an  entry  is  at  once  made  in  the  "  Sales  Book," 
which  is  subsequently  posted  in  detail  to  the  debit  of  the 
purchaser's  account  in  the  Ledger.  It  will  also  be 
remembered  that,  at  the  date  of  balancing,  the  Sales 
Book  is  added  up,  and  tbe  total,  representing  the  total 
value  of  the  merchandise  which  has  "  gone  out "  from 
the  concern  during  the  period,  is  posted  to  the  credit  of 
the  "  Sales  Account." 

Similarly,  it  will  be  remembered  that  "Gash  Sales"  are 
debited  in  the  Cash  Book  (the  money  having  "  come  in  "), 
and  are   credited  in  we^y  or  monthly  totals  to  the 
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"  Sales  AccooDt,"  to  be  IbUowed  later  by  tbe  total  (f  the 
"  Credit "  sales. 

C/onsequently  this  balance  la  a  credit  one,  and  requires 
to  be  inserted  in  tbe  credit  column  of  the  Trial  Balance. 

Item.  No.  10.     "  W<f.ges  {Manufacturing)     .  £13,671. " 

This  balance  represents  the  total  sum  paid  for  wages 
daring  the  year  1906  to  the  Company's  workmen,  ^e 
cash  paid  out  weekly  in  wages  would  be  duly  credited  in 
the  Cash  Book,  as  and  when  paid,  and  posted  to  the 
debit  of  the  "  Wages  Account  '^  in  the  Ledger,  in  which 
account  the  total  mrationed  above  has  gradually  accu- 
mulated. The  balance  must  consequently  be  placed  in 
the  debit  column  of  the  Trial  Balance. 
Item  No.  11.    "  Discount  (Debit  Balance)    .        .£83." 

Here  the  candidate  is  told  that  this  balance  is  a  debit 
one,  needless  to  say,  therefore,  it  must  be  included  on  the 
debit  Bide  of  the  Trial  Balance. 

It  will  be  remembered  that  a  multiplicity  of  items 
representing  discount  allowed  and  discount  received 
are  gradually  accumulated  in  the  debit  and  credit 
"  discount "  columns  of  the  Cash  Book,  and  that  the 
totals  of  these  columns  are  posted  periodically  to  the 
debit  and  credit,  respectively,  of  the  "  Discount  Account " 
in  the  Ledger.  Other  items  of  discount  me-y  also  be 
posted  to  the  Discount  Account  in  the  Ledger  from 
the  Journal,  or  from  other  hooks  of  original  entry. 
Between  the  debit  and  credit  totals  thus  gradually  built  up 
in  the  Discount  Account  there  is  naturally  a  preponder- 
ance of  either  debit  or  credit  entries,  in  this  way  a  debit 
or  a  credit  balance  results.  In  the  case  of  the  item  men- 
tioned above  the  discounts  allowed  (losses)  have  obviously 
exceeded  the  diacounts  received  (profits)  by  £83,  and  the 
final  debit  ha^nce  thus  comes  into  being,  and  must  be 
entered  as  a  debit  in  the  Trial  Balance. 

Item  No.  12.     "Reserve  for  Bad  and  Doubtful  Debts 
{as  m  December  31, 1905)      .        .  £250." 

This  Eeaerve  will  have  been  created  in  past  years  by 
one  or  more  transfers  from  the  Pro^t  and  Loss  Account, 
the  latter  account  having  been  debited  with  the  sums  so 
set  aside  as  if  they  had  represented  actually  ascertained 
Losses,  and  the  "  Keserve  lor  Bad  Debts  Account"  having 
beep  credited  with  the  like  sums.  The  item  set  out  above, 
(hei^tore,  represents  an  amount  of  Profits  retained  in 
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hand  for  the  purpose  of  covering  a  cerl^in  special  l^pe  oi 
loss  (i.  e.  anticipated  Bad  Debts);  it  is  thus  a  "  fictitioaB  " 
Liabihty. 

The  balance  of  the  Reserve  Account  muet  consequently 

be  included  in  the  Trial  Balance  on  the  credit  side,  that 

being  the  side  upon  which   the  balance,  as  a  liability, 

appears  in  the  Ledger. 

Item  No.  13.    "Salaries         ....  £1,062." 

„      14-    "  Postages  and  Telegrams .        .     £116." 

„       15.     "  Bates  and  Taxes  ' .         .  ie239." 

„       16.    "TraveUing      ....     £317." 

The  above  four  items  are  similar  in  character  and  may 
be  coDveuiently  explained  on  a  common  basis. 

They  all  represent  the  total  sums  expended  during  the 
year  1906  for  business  expenses  under  their  respective 
headings.  The  salaries  of  the  clerks  and  other  employees, 
the  payments  made  for  postages,  telegrams,  local  rates, 
taxes,  and  travelling  expenses  have  all  been  disbursed  by 
the  Cashier  from  time  to  time ;  upon  their  disbnrsement 
the  Cash  Account,  Bank  Account,  or  the  Petty  Cash 
Account,  as  the  ease  may  be,  has  been  credited  in  detail, 
and  the  appropriate  "  Expense  "  Account  in  the  Ledger 
has  been  debited.  The  detailed  debits  to  these  accounts 
have  steadily  accumulated  throughout  the  year  until,  at 
its  close,  they  amount  to  the  sums  respectively  set  out 
above. 

All  these  items  represent  debit  balances,  and  must  be 
included  in  the  debit  column  of  the  Trial  Balance. 

Item  No.  17.    "  Loan  on  Mortgage  (charged  on  above 
premises)      .        .    £8,600." 

This  balance  represents  the  Liability  of  the  Company 
to  the  person  bora  whom  an  amount  of  £8,500  has  oeen 
borrowed.  The  fact  that  a  charge  has  be^n  given  upon 
the  Company's  premises  to  secure  the  repayment  of  the 
amount  in  case  of  default  must  not  be  allowed  to 
obscure,  in  the  candidate's  mind,  the  simple  issue  in 
regard  to  this  item,  viz.  that  it  b  intended  to  record  the 
fact  that  the  Company  has  borrowed  the  sum  of  money 
specified,  and  that,  therefore,  it  is  under  an  obligation 
to  repay  £8,500  at  some  future  date. 

When  the  loan  was  originally  contracted  the  money 
received  will  have  been  duly  debited  in  the  Cash  Boob, 
and  a  like  sum  credited  to  the  lender's  Personal  Aooouot 
in  the  Ledger;  the  balance  set  out  in  the  list^f  BaUuioes 
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given  above  represents  this  credit  item,  and  the  amount 
must,  therefore,  be  included  In  the  credit  column  of  the 
Trial  Balance  as  a  liability. 

Item,  No.  18.    "  Interest  and  Bank  Charges       .  £402." 
„    19.     "  Directors' Fees  .        .        .  £300." 

These  balances  represent,  respectively,  the  sums  dis- 
bursed by  the  Company  for  "  Interest  and  Bank  Charges  " 
and  "  Directors'  Fees  "  during  the  year  1906 ;  both  items 
represent  "  Losses,"  and  are  consequently  debit  balances, 
and  must  be  included  in  the  debit  column  of  the  Trial 
Balance. 

Item  No.  18  represents  the  total  paid  in  the  shape  of 
interest  due  on  money  borrowed,  together  with  the  bank 
charges  incurred  during  the  year;  these  payments  will 
have  been  duly  credited  in  detail  in  the  Cash  Book,  as 
and  when  made,  and  will  have  been  debited  to  the 
"  Interest  and  Bank  Charges  "  Account  in  the  Ledger. 
If  the  item  had  been  designated  simply  as  "  Interest " 
it  might  conceivably  have  been  either  a  debit  or  a  credit 
balance,  i.  e.  Interest  paid  by  the  Company  on  money 
borrowed  by  it  or  Interest  paid  to  the  Company  on  money 
lent  by  it ;  the  inclusion  of  the  additional  item  of  "  Bank 
Charges,"  however,  fixes  the  total  balance  as  a  debit  one, 
i.  e.  a  "  Loss,"  since  bankers  do  not  pay  "  Bank  charges  " 
to  their  customers,  but  recwve  them  from  them. 

Item  No.  19  represents  the  total  sum  disbursed  to  the 
directors  by  way  of  remuneration  for  their  services  during 
the  year  1906,  it  is  consequently  a  "  Lobs,"  and  therefore 
a  debit  balance. 

Item  No.  SO.  "  Stock  on  hand,  January  1,  1906, 
X8,990." 

This  item  represents  the  value  of  the  goods  in  hand  at 
the  commencement  of  the  financial  period  under  review ; 
it  therefore  represents  an  Asset,  and  is  consequently  a 
debit  balance.  It  will  be  remembered  that,  at  the  end  of 
the  preceding  trading  period,  i.e.  December  31,  1905, 
an  entry  must  have  been  passed  crediting  the  Trading 
(or  MaQufacturiDg)  Account  with  the  closing  Stock  then 
on  hand,  and  debiting  the  "Stock"  Account  with  the 
same  sum  as  representing  the  opening  Stock  carried 
forward  to  the  succeeding  period,  i.  e.  for  the  year  1906. 
It  is  the  latter  entry  which  created  the  present  debit 
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The  item,  therefore,  must  be  included  in  the  debit 
column' of  the  Trial  Balance. 

The  fact  that  this  Asset  is  dealt  with  in  the  Trading 
Account  and  not  in  the  Balance  Sheet  does  not  affect  the 
necessity  of  including  it  aa  a  debit  balance  in  the  Trial 
Balance  which  the  student  is  preparing. 

Item  No.  SI.     "Sundry  Creditors      .         .     £10,960." 

This  aum  represents  the  total  amount  owing  by  the 
Company  to  the  trade  and  other  creditors,  as  on 
December  31,  1906.  It  is  thus  a  Liability,  and  con- 
sequently requires  to  be  inchided  in  the  cr&dit  column 
of  the  Trial  Balance. 

Item  No.  an.  "  Sundry  Debtors  .  ■  .  £9,847." 
.  .ilhis  item  represents  the  total  amount  owing  to  the 
Comp&ny  by  its  trade  and  other  debtofg,  as  On  £>^mbeE 
31,  1906.  It  is  thus  an  Assei,  and  requires  (o  be 
included  in  the  debit  column  of  the  Trial  Balance.  "^  ' 
Item  No.  S3.     "  GoodwiU      .        .    £4,000."    ' 

This  item  represents  the  cost  to  the  Company  of  that 
intangible  Asset  known  as  "Goodwill."  The  cost  ol 
this  Asset  will  have  been  crec|ited  in  the  Cash  Aeconnt, 
if  paid  for  in  cash,  or  to  the  Personal  Account  of  the 
vendor  if  purchased  from  him  upon  credit,  either  separately 
or  in  company  with  other  Assets  upon  the  transfer  of  tha 
business  to  the  Company,  and  a  corresponding  sum  will 
have  been  debited  to  the  "  Goodwill "  Account  in  the 
Ledger,  from  nheuoe  it  has  been  extracted  in  the  Trial 

r  The  item,  therefore,  Mqaires  to  b^  placed  in  the 
debit  column  of  the  Trial  Balance  as  an  Asset,   *     *  ! 

Item  No.  24.  "  Profit  and  Loss  Accmmt  [Credit  BahuQi 
from  1905)     .         .     £206."  '       1 

The  student  is  here  informed  that  this  Balance  is  a 
"Credit"  one,  and  it  must  consequently  be  placed  by 
him  in  the  credit  column  of  the  Trial  Balance. 

The  item  represents  the  undistributed  balance  of  prc^t 
made  prior  to  December  31, 1905,  and  carried  forward,  as 
on  that  date,  to  the  accounts  for  1906.  If  the  balauQd 
had  been  a  debit  one  it  would  have  represented  the 
balance  of  the  net  loss  brought  forward.  Without  the 
addition  of  a  note  indicating  upon  which  side  of  the 
Ledger  the  balance  appeared  the  item  woijld  have  beea 
ambiguous. 
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Item  No.  35.  "  Prefer^ce  Share  Capital  .  £17,530." 
„        S6.    "  Ordinary  Share  Capital      .      £8,000." 

Theee  items  are  aiinilar  in  character,  although  the 
olasees  of  capital  to  which  they  relate  differ  in  their 
respective  priorities  among  themselves. 

Both  the  items  represent  the  total  sums  received,  in 
cash  or  in  kind,  firMn  the  shareholders  of  the  Company ; 
whether  the  shares  have  been  paid  for  in  money  or 
in  kind,  the  Assets  acqaired,  by  the  issue  of  the  Capital-, 
will  have  been  debited  in  the  Company's  books  to  the 
various  Ledger  aooounts  opened  for  each  particular  type 
of  Asset,  and  the  corresponding  credit  entries  will  have 
been  made  in  one  or  other  of  the  two  "Capital  Accounts" 
("  Preference  "  or  "  Ordinary  ")  here  mentioned. 

It  will  be  remembered  that  when  shores  ace  issued  for 
cash  the  "  Share  Capita!  Account''  is  credited  and  the 
"AppUcaticm  and  Allotment,"  "First  Call,"  or  other 
aocounta  representing  the  liability  of  the  allottees  to 
the  Company  are  debited.  It  la  the  "Share  Capital 
Acoounts"  l^iat  the  items  ia  question  repteeenl.  The 
Company's  shareholders,  as  a  body,  are  regarded  as 
creditors  for  the  amount  of  the  Capital  they  have  sub- 
scribed in  the  same  manner  as  the  partners  in  a  firm 
axe  treated  as  quasi-creditors  for  the  amounts  of  their 
reactive  capitals. 

Both  balances,  therefore,  require  to  be  placed  in  the 
credit  column  of  the  Trial  Balance. 

Item  No.  27.  "  Unpaid  Calls  .  .  £50," 
It  will  be  remembered  that,  on  a  call  being  made  by  a 
Company  upon  its  shareholders,  the  "  Share  Capital 
Account "  is  Immediately  credited  with  the  total  amount 
receivable  by  the  Company  under  the  terms  of  the  call, 
irrespective  of  whether  the  money  has  actually  come  in 
or  not,  and  that  a  "  Call  Account "  (representing  the 
personal  indebtedness  of  the^hareholders)  is  debited  with 
the  like  total.  As  and  when  the  calls  are  actually  received 
they  are  credited  to  this  "  Call  Account,"  the  debit  balance 
of  which  consequently  steadily  falls,  until,  when  all  the 
calls  have  come  in,  the  two  sides  of  the  account  adjust 
themselves  and  the  "  balance  "  disappears  altogether. 

Apparently,  in  the  case  under  review,  all  the  calls 

have  duly  come  in  with  the  exception  of  £50,  which  ia 

still  outstanding.    This  £50  consequently  appears  in  the 

Xjedger  as  a  debit  balance  upon  the  "  Call  Aooount,"  and 

z  2 
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represeots  the  amotmt  etill  due  to  the  Gomp&Dy&om  one 
or  more  shareholders;  and,  as  snch  is  the  case,  the 
balance  requires  to  be  inserted  in  the  debit  column  of 
the  Trial  Balance  as  representiDg  "  Sundry  Debtors  for 
unpaid  Calls." 

Item  No.  28.  ' '  Bills  Payable  .  .  dE2,100." 
This  item  represents  the  total  ontatanding  liability  of 
the  Company,  as  on  December  31,  1906,  on  the  bills 
dia^TO  on  and  "  accepted"  by  it,  i.  e.  upon  bills  which, 
haviag  been  drawn  upon  the  Company,  have  been  duly 
accepted,  bnt  have  not  yet  matured  for  payment. 

It  will  be  remembered  that,  apon  the  acceptance  of  a 
bill,  the  acceptor  immediately  credits  his  "  Bills  Payable  " 
Account  with  its  face  value,  and  debits  the  Fersoual 
Ledger  Account  of  the  person  who  draws  the  bill  npon 
him.  This  balance  of  £2,100,  therefore,  represents  the 
balance  of  the  Company's  "Bills  Payable  Account"; 
it  consequently  requires  to  be  placed  in  the  credit  column 
of  the  Trial  l^ance  as  repreBenting  a  Liability  which,  in 
due  course,  the  Company  will  have  to  meet. 

Item  No.  29.  "  Bank  Overdraft  .  .  £2,721." 
This  item  represents  a  Liability  of  the  Company  to  its 
Bankers,  and  requires  to  be  placed  in  the  crulit  column 
of  the  Trial  Bahuice.  It  wilt  be  remembered  that  when 
a  company  posBesses  a  balance  in  its  favour  at  its  bankers, 
such  balance  appears  to  the  debit  in  its  Cash  Book; 
on  the  other  huid,  when,  as  has  occurred  in  this  case, 
the  cheques  drawn  (credit  entries  in  the  Cash  Book) 
exceed  the  debit  balance  appearing  in  the  "Bank" 
column  in  that  book,  the  balance  of  necessity  appears  on 
the  other  side,  and  the  Cash  Book  shows  a  credit 
balance,  representing  the  Company's  liability  to  the 
Bank.  In  other  words,  the  Company's  account  with  its 
Bankers  is  "  over-drawn." 

The  item  consequently  must  be  entered  in  the  credit 
column  of  the  Trial  Balance  as  a  Liability. 

Item  No.  30.    "  Cost  of  Nm  Catalogue        .    £300." 
This  balance  represents  the  total  sum  expended,  e.  g. 
for  printing,  paper,  cost  of  dies  and  letterpress,  in  the 
preparation  of   a  new  catalogue  setting  forth  the  par- 
ticulars and  prices  of  the  articles  manufactured  by  the 
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Company  for  sale.  Such  catalogues  are  usually  supplied 
gratis  to  cnstomers  and  prospeotiTe  boyers,  aod  the  aoove 
balance,  presumably,  mcludes  the  whole  of  the  cost 
of  preparing  a  new  edition  consisting  of  a  given  nomber 
of  copies. 

All  moneys  disbursed  in  this  connection  will  have  been 
credited  in  detail  in  the  Oash  Book,  as  and  when  dis- 
bursed, and  debited  in  due  course  to  the  "  Cost  of  New 
Catalogue"  Account  in  the  Ledger.  Any  goods  supplied 
on  credit  for  the  same  purpose  will  have  been  credited  in 
detail  to  the  Personal  Accounts  of  the  suppliers  and 
debited  to  the  "  Cost  of  New  Catalogue  "  Account  in  the 
Ledger. 

The  balance  is  consequently  a  debit  one,  and  represents 
an  "  EKpense  "  incurred,  and  must  therefore  be  placed  on 
the  debit  side  of  the  Trial  Balance. 

In  cases  where  a  new  edition  of  a  catalogue  entails 
heavy  espeoditure,  and  the  number  of  copies  printed  wilt 
meet  the  needs  of  several  years,  it  is  customary  to  spread 
the  expenditure  over  future  years  in  the  same  manner  in 
which  "  Preliminary  Espenses  "  are  dealt  with.  In  the 
case  under  review  it  is  stated  that  one-third  of  the  cost  of 
the  catalogue  is  to  be  written  off  against  the  profits  of  the 
current  year,  and  that  the  balance  is  to  be  carried  forward ; 
this  instance  is  thus  an  exemplification  of  the  common 
practice.  Consequently,  in  preparing  the  Profit  and 
Loss  Account  £100  only  is  there  debited  as  an  "  Ex- 
pense," and,  when  preparing  the  Balance  Sheet,  the  re- 
mainder (faxt)  is  scheduled  as  a  fictitious  Asset. 

Item  No.  31.  "  Cash  in  hand  .  .  £10." 
This  item  represents  the  balance  of  cash  in  hand 
(probably  in  the  hands  of  the  petty  cashier)  as  on 
December  31,  1906;  it  is  therefore  an  Asset,  and 
requires  to  be  included  in  the  debit  column  of  the  Trial 
Balance. 

This  balance  may  be  either  the  balance  (debit)  of  the 
Petty  Cash  Book  or  the  balance  (debit)  of  the  Petty 
Cash  Account  in  the  Ledger,  and  its  source  depends 
upon  whether  the  Petty  Cash  Book  forms  part  of  the 
main  system  of  Double  Entry  employed  (as  illustrated  in 
ChM)tOT  IV)  or  not. 

The  Trial  Balance  arising  out  of  the  foregoing  items  is 
now  completed  and  appears  as  follows — 
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Thi  Postfokd  MAKCFAcrnmiia  Cohfuit,  Ltd. 

TRIAL  BALANCE,  December  31,  1906 
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Etaving  thQB  airiTed  at  an  agreed  Trial  Balance,  aB 
above,  the  candidate  will  next  proceed  to  prepare  the 
Trading  and  Profit  and  Loss  Accounts,  and  the  Balance 
Sheet,  as  required  by  the  teroiB  of  the  question. 

Aa  these  accounts  are  practically  identical  in  principle, 
and  in  method  of  preparation,  with  those  aJready  dealt 
with  in  "Examination  Exercise  II,"  appearing  earlier 
in  this  chapter,  it  is  not  necessary  to  deal  in  detail  with 
the  preparation  of  the  accounts  which  the  student  will 
find  appended. 

The  following  items  are,  however,  somewhat  different 
in  character  from  any  of  those  previously  deal  with,  and 
it  may  therefore  be  profitable  to  consider  them  briefiy. 
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Item  No.  19.  "  Directors'  Fees  .  .  £300." 
These  fees  musli  ^peor  ia  the  Profit  and  Lobs  Aceoant 
as  aQ  ordinary  business  expense,  as  presumably  the 
Bervioes  of  the  Directors  are  essential  to  the  successful 
oondDcb  of  tiie  business,  the  profits  of  which  must, 
therefore,  bear  the  cost  of  their  remuneration. 

Item  No.  24.  "  Profit  and  Loss  Account  {Credit  Balance 
frcm  1905)    .        .    JE206." 

This  item  is  not  brought  into  credit  in  the  Profit  and 
Loss  Account  for  1906  proper ;  it  is  entered  in  the  third 
section  (usually  oalled  the  "  Appropriation  Account "  or 
"Section")  of  the  Profit  and  Loss  Account;  in  this 
section  ia  also  entered  the  Net  Profit  (£1,053  17s.) 
shown  for  1906,  according  to  the  Profit  and  Loos  Account 
for  that  year  (the  second  section  of  the  Profit  and  Loss 
Account  on  page  653). 

The  combined  figure  of  Profit  arrived  at  by  adding 
together  these  two  items,  viz.  £4,259  17s.,  ia'  shown  in 
the  Balance  Sheet  as  a  separate  item,  and  represents  the 
amount  of  profit  available  for  distribution.  As  these 
accounts  relate  to  a  Limited  Company  this  balance  of 
undivided  profit  must  on  no  account  be  merged  with  the 
Share  Capital  fimires,  but  each  item  must  be  kept 
separate  in  the  BsJonce  Sheet.  In  this  respect  companies 
differ  from  private  partnerships  in  submitting  their 
accounts. 

Item  No.  25.   "  Prefermce  Share  Capital .    £17,520.'' 
„      26.   "Ordinary       „  „      .      £8,000," 

„      27.    "  Unpaid  Calls  .  £50." 

The  two  former  of  these  balances  (Items  Nos.  25  and 
96)  are  credit  balances,  and  require  to  be  entered  on  the 
Liabilities  side  of  the  Balance  Sheet  under  the  heading 
of  "Share  Capital  Issued."  They  must,  however,  be 
entered  "short,"  and  a  combined  total  must  then  be  made 
of  them,  again  in  the  "short"  column.  The  "Unpaid 
Calls  Account "  (£50)  is  a  debit  balance,  and  represents  a 
debt  due  to  the  Company  from  its  shareholders,  but  the 
item  must  not  be  entered  on  the  Assets  side  of  the 
Balance  Sheet.  It  mast  be  entered  "  short "  under  the 
capital  total,  as  arrived  at  above,  on  the  LiabiHtiea  side 
of  the  Balance  Sheet,  as  a  deduction  from  the  total  of 
the  Issued  Capital  (£25,520),  the  net  figure  thus  obtained 
(£25,470)  being  extended  into  the  principal  cash  column 
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oD  the  Liabilities  Bide  of  the  Balance  Shoet.  This  process 
is  followed  ia  order  that  the  Capital  actually  received  by 
the  Company  may  be  clearly  ehown. 

The  "  Nominal  Capital "  of  the  Company,  viz.  40,000 
Preference  Sborea  of  £1  each  and  10,000  Ordinary  Shares 
of  Bimilar  denominatioD  (£50,000  in  oil),  must  b«  shown 
in  the  Balance  Sheet  on  the  Liabilities  side  above  all  the 
other  items,  the  details  being  inserted  oa  a  memorandvm 
merely,  and  not  as  a  part  of  the  financial  statement  itselt 
The  total  must  be  entered  In  the  "  short "  column,  and 
separated  from  all  the  other  items  by  means  of  a  doable 
ruling  placed  underneath  it  in  order  that  it  may  be  clearly 
seen  that  this  "  Nominal  Capital"  has  not  of  necessity 
been  issued  or  paid  up.  In  preparing  the  Balance 
Sheet  which  appears  on  page  634,  the  assets  have  been 
marshalled  in  Uie  order  oi  their  onrealizability.  As  has 
been  previously  explained  in  Chapter  X,  the  assets  of 
most  commercial  undertakings  are  set  out  in  Uiis  order. 

The  Profit  and  Loss  Account  and  Balance  Sheet 
prepared  in  answer  to  the  question  are  subjoined, 
and,  subject  to  the  above  remarks,  are,  it  is  thought, 
self-explanatory. 
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CHAPTER  XXVIII 

BOOE-EBBPINO  EXAUINATIONS 

The  usefulness  of  this  book  may  perhaps  be  increased 
by  giving  a.  list  of  the  more  important  public  bodies  con- 
ducting Examinations  in  Book-keeping  and  Accountancy 
Subjects.  The  brief  notes  appended  may  also  prove  of 
service  by  showing  the  divergent  characters  of  the 
Examinations. 

(a)  The  Professional  Accountant's  EzamlnationB  are  of 
a  highly  technical  character  and  restricted  to  candidates 
who  have  been  articled  to  a  practising  "  Chartered "  or 
"Incorporated"  Accountant.  Five  years  in  all  must  be 
served  under  articles,*  and,  in  addition  to  the  practical 
experience  thus  gained,  efficient  instruction  and  close 
application  are  esseatiat  to  ensure  success. 

(b)  The  tTniversitf  Degree  Examinations  have  only 
recently  been  inaugurated.  It  is  premature,  therefore, 
to  express  an  opinion  upon  the  practicability  of  the 
standard  of  proficiency  required,  or  of  the  utility  of 
the  tests  imposed.  The  papers  set  by  the  University 
of  London  demand  considerable  theoretical  knowledge 
on  the  part  of  the  candidate. 

(c)  The  pafiere  on  book-keeping  set  by  the  other  Pro- 
fessional bodies  vary  greatly  according  to  the  importance 
the  subject  holds  in  the  particular  profession  and  the 
kind  of  hook-keeping  required;  e.g.  the  papers  set  by 
the  Institute  of  Bankers  differ  from  those  set  by  the  Law 
Society — the  technicalities  of  the  respective  vocations 
naturally  finding  a  place  in  the  papers  set. 

(d)  The  General  Commercial  and  Technical  Examina- 
tions are  those  for  which  teachers  are  most  commonly 
required  to  prepare  students.  The  present  treatise  amply 
oovere  the  syllabus  for  the  more  advanced  grades  of 
these  Examinations,  while  for  the  intermediate  grades 
Chapters  I  to  XI,  with  Chapters  XII,  XIV,  XV,  and  XVI 
nill  suffice.    In  some  cases  papers  of  two  grades  are  set. 


*  Or  three  f  Bora  if  the  candidate  la  a  UoiTersity  Gradu&Ce. 
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while  in  other  cases  the  papers  Etre  divided  into  three 
grades.    These  EsaminatioDs  are  open  to  all  Candidates. 

(e)  The  Pabllc  and  Secondary  School  Examinations  are 
chiefly  of  an  elementary  character.  The  author's  treatise 
on  Elementary  Book-keepiiig  {2s.  net),  written  in  simple 
terms,  is  adapted  to  the  requirements  of  this  class  of 
candidate.  The  earlier  chapters  of  the  present  volume 
{Booh-leeefing  and  Accounts)  contain  all  the  necessary 
instmction  to  prepare  candidates  for  these  Examinations, 
but  they  also  contain  additional  matter  not  absolutely 
easeati&l. 

Alterations  have  recently  been  made  in  the  syllabases 
of  several  important  examining  bodies  and  will  probably 
continue  to  be  made  in  order  to  adjust  them  to  growing 
requirements.  Teachers  doubtless  make  a  practice  of 
obtaining  the  latest  issues  of  all  syllabuses  of  the 
Examinations  in  which  they  are  interested.  With  the 
object  of  assisting  them  in  this  respect,  the  addresses 
of  the  principal  examining  bodies  are  annexed.  The 
list  makes  no  claim  to  be  exhaustive. 

An  asterisk  (*)  is  placed  against  the  names  of  the 
examining  bodies  whose  more  recent  papers  are  repro- 
duced in  full  detail  on  pp.  757  to  878  of  this  treatise ;  a 
dagger  (t)  denotes  those  examining  bodies  from  whose 
papers  a  selection  of  questions  has  been  made  (see 
pp.  692-766). 


EXAUDfATIONS  HELD   BY  FUBLIO  BoniES   AT  WHICH 
PaPBBS   m   BoOK-KBEflNa  ABE   BET. 

(a)  Professional  Accountants  Examinations — 

England  and  Wales — 

t  Institute  of  Chartered  Accountants  in  England  and 
Wales,  Moorgate  Place,  London,  E.C. 

t  Society  of  Incorporated  Accountants  and  Auditors, 
50,  Gresham  Street,  London,  E.C. 

ScotlMid — 
Edinburgh  Society  of  Chartered  Accountants  hold- 
ing one  conjoint  examination  with  the  Glasgow 
and  Aberdeen  Chartered  bodies  of  Accountants. 

Ireland — 
Institute  of   Chartered  Accountants  in  Ireland, 
i.  College  Green,  Dublin. 
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{b)  University  Degree  Examinations — 

University  of  LoDdoa,  South  Kensington,  London. 
Boolc-kseping  la  an  optional  subject  for  the  Final 
Bachelor  of  Science  (Economics^  Examination. 

Univeraity  of  Birmingaam,  Birmmgham.  Book- 
keeping is  a  subject  for  the  Bachelor  of 
Commerce  Examinations. 

(c)  Other  Professional  Examinatiom-- 

*  t  Institute  of  Backers,  34,  Clements  Lane,  London, 

E.C. 

*  t  Chartered  Institute  of    Secretaries,  65,   London 

WaU.  London,  E.C. 

*  t  Auctioneers'  Institute  of  the  United  Kingdom,  34, 

Bussell  Square,  Loudon,  W.C. 
t  Civil    Service    Commissiouera    (certain  specified 
examinations),  Burlington  Gardens,  London,  W. 

Institute  of  Actuaries,  Staple  Inn,  Hotbom, 
London,  W.C. 

Incorporated  Law  Society  (Solicitors'  Examina- 
tions), 113,  Chancery  Lane,  London,  W.C. 

Surveyors'  Institution,  12,  Grttti  George  Street, 
Westminster,  S.W. 

(d)  Oeneral,  Commercial  and  Technical  Examinations — 

*  t  Boyal  SocieW  of  Arts,  18,  John  Street,  Adelphi, 

London,  W.C. 

*  t  London  Chamber  of  Commerce,  1,  Oxford  Court, 

Gannon  Street,  London,  E.C. 

*  National  Union  of  Teachers,  71,  Russell  Square, 

London.  W.C. 

*  t  West  Biding  of  Yorkshire  County  Council,  Educa- 

tion Offices,  County  Hall,  Wakefield. 

*  Lancashire  and  Cheshire  Institutes,   Deansgate, 

Manchester. 

*  Midland  Counties  Union  of  Educational  Institu- 

tions, The  Secretary,  Technical  School,  Hands- 
worth,  Staffs. 

(e)  Public  and  Secondary  School  Examinations — 

University  of  Oxford  Local  Examinations,  Merton 
Street,  Oxford. 

University  of  Cambridge  Local  Examinations, 
Sjmdicate  Buildings,  Cambridge. 

College  of  Preceptors,  Bloomsbury  Square,  Lon- 
don, W.C. 
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THE   BOOE-EEEFEB'a   COMPBNDICM 

AbitTMt  BUtonent  =  Aba.  8ta. 

AecominodfttioB  Bfll. — A  bill  drawn  bj  one  party,  accepted  hj 
another,  and  aometimea  endorsed  by  a  third  party,  without  any 
real  transactioit  occurring  between  them.  Rncb  a  l^ill  ii  designed 
solely  for  the  purpose  of  being  discounted  by  one  of  the  parties  to 
it  for  the  purpose  of  providing  him  with  ready  money.  Accommo- 
dation Billa  are  naturally  resarded  with  disfavour  by  bankers,  and 
would  be  discriminated  against  in  a  batch  of  bills  presented  for 
discount  if  their  nature  were  apparent, 

Aeconnt.— A  narrative  of  finaneial  or  commercial  transactions, 
fihowiog  their  effect.  "  Ledger  Accountt "  are  the  various  sections  of 
a  Ledger,  showing,  in  concise  form,  the  trader's  dealings  with 
persons,  in  thinge,  or  in  regard  to  profits  or  losses,  and  their  effeot, 

Aceonnt  Cnrreat  — A  copy  of  a  Ledger  account  kept  by  a  trader 
for  any  particular  person,  rendered  by  the  trader  to  the  person  with 
whom  be  bos  dealt,  or  vice  rerm,  at  periodical  intervals,  «.  g.  quar- 
terly, half-yearly,  or  yearly.  A  Current  Account  between  merchants 
frequently  bears  interest,  the  method  of  calcnlatins  which  is  ex- 
plamed  on  page  221.  In  banking,  a  Ourrtnt  Aoanatt  is  one  kept  by 
a  banker  for  a  customer,  the  balance  of  which,  or  any  part  of  it, 
is  repayable  on  demand.  It  differs  from  a  "Deposit  aatmuii"  the 
balance  of  which  is  only  repayable  after  a  stated  period  of  notice  of 
wiUidrawol  (frequently  7  days).  Interest  is  allowed  on  Deposit 
Accounts  bat  not  on  Current  Accounts.  An  Open  Aoemtnt  Current 
is  one  the  balance  of  which  has  not  been  agreed  upon  between  thu 
parties.  An  Aoooont  Btated  is  one  the  balance  of  which  has  been 
agreed  upon  between  the  parties  to  it.  Aeeonnt  Xandersd  is  on 
expression  used  when  the  balance  of  an  account  set  forth  in  detail 
in  a  previous  statemoit  is  brouaht  forward  on  a  statement  of  later 
date,  e.  g.  "  To  account  rendered,  £35." 

Aswiuit  Says*  {or  Settlement  Days). — Certain  d*^  fixed  at  peri- 
odical intervals  by  the  Committee  of  the  Stock  Mxcbanos  for  the 
adjiutment  of  bargains  entered  into  by  mombera  of  the  Stock  Ex- 
change. Two  ' '  Account  Days  "  ore  fixed  to  oconr  in  each  calendar 
month  for  the  settlement  of  bargains  in  general  securities — one 
occurring  about  the  middle  of  the  month  ana  the  other  towards  its 
conclusion.  Special  monthly  "Aocoimt  Days  "are  set  aput  for  the 
settlement  of  bargains  in  Consols  and  other  Government  securities. 
These  days  are  usually  fixed  at  or  abont  the  beginning  of  each 
calendar  month. 

AooouiLtant. — A  person  skilled  in  the  art  of  recordii^  financial 

transactions,  and  of  showing  their  result.    A  Profationaljicamnianl 

is  one  who,  as  a  person  skilled  in  accounts,  undertakes  to  advise  as 

r^ards  systems  of  book-keeping,  and  to  carry  them  ont  oa  behalf 

•  TlieM  htvB  besD  >u9pend«i  line*  th»  onlbieak  of  ■«. 
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of  hU  client.  Owiof;  to  the  fact  IheX  his  <»llin^  niKkeB  him  omivflrB- 
ant  with  Aooounta  in  all  their  varying  ralatinnB,  a  ProfeHional 
Acooqntant  is  usuallj  employed  in  matters  whiuh  are  not,  strictly 
speaking,  aocountB  pure  and  eiinple,  but  which  are  closely  related, 
thereto,  e.  g.  the  auditing  ot  acoonntB  tept  by  others,  the  winding-up 
of  ineolyent  estates,  iavestigations  and  ioqniriea  generally  rar  an 
•eoonntiiig  nature.  The  two  principal  bodies  of  ProfsMiooal  Ae- 
ooantante  in  England  ale  the  Institute  of  Chartered  Aooountants  in 
England  and  Wales  (ntembeis  of  which  body  are  styled  Chartered 
Aooountants)  and  the  Society  of  Incorporated  Aocountants  and 
AnditoTB  (members  of  which  are  styled  Incorporated  Accountants). 
Three  "Chartered"  bodies  of  Aocoantants  exist  in  Scotlusd, 
and  one  in  Ireluid  ;  members  ot  these  bodies  are  styled  Chartered 
Acoonntanfa. 

Ant  of  Bankraptay. — An  act  falling  within  a  prescribed  class 
ef  acts  done,  or  suffered  to  be  dune,  by  a  debtor,  npon  which  an 
Engli^  conrt  of  law  will  make  a  Receiving  order  against  the  debtor, 
a  oondition  of  insolvency  being  presumable  from  ils  occurrence. 
(For  details,  see  page  4aS.)  l^e  levying  of  an  exeoution  against 
a  debtor,  and  his  suspending  payment,  are  typical  "  Acta  of 
Bankruptcy." 

Admlnirtiatian,  LMtsn  a£ — If  »  person  dies  without  leaving  a 
vtkiA  will,  some  one  (usually  a  relative  ohoaen  because  of  kinship 
with  tiia  deceased,  or,  failing  a  relative,  a  creditor)  is  appointed  l^ 
the  High  Coort  of  Jnstioa  (ftobate  Division)  to  "  administer  "  (i,  «. 
realize  and  distribate)  the  deceased's  estate  aooording  to  the  manner 
prescribed  by  law.  This  includes  payment  of  the  deceased's  debts 
oat  of  the  proceeds  of  his  property,  and  distribntian  of  the  re- 
mainder among  the  persons  entitled  to  it.  The  grant  of  the  right 
to  "  administer  "  given  under  Uie  seal  of  the  Conrt  is  known  as  the 
"  Letters  of  AdminiatratioK,"  and  forms  the  document  from  which  an 
"administrator"  derives  his  right  to  deal  with  the  deceased's 
property.  If  a  person  dies  leaving  a  will  in  which  no  execntors  are 
nuned,  a  relative  or  other  p^von  may  be  a[^M)inted  by  the  Court  M 
"  administrator  "  to  carry  oat  the  directions  of  the  viU  {Admitiis- 
tralar  cum  ttteamento  aniuxo)  and  in  many  other  cases  irtiere  Wwre  ts 
a  hiatns  in  the  winding  up  <rf  a  deceased's  estate  an  administrator 
can  be  appointed.  An  administrator  must  give  security,  and 
cannot  act  until  Letters  ed  Administration  have  been  granted  to  him  ; 
his  position,  therefore,  differs  from  tjiat  of  an  eiceoutor  nnder  a  will, 
who  need  not  give  security,  and'can  act  immediately  upon  death  of 
the  testator  (tnongh  hf  cannot  prove  his  right  to  act  until  he  has 
obtained  a  grant  of  probate  ot  the  will  from  the  Court). 

AtlTiss. — A  communication  containing  the  information  that  a 
particular  transaction  has  taken  place,  or  is  abont  to  take  plooe. 
A  written  commanication  advising  an  act  or  tramnction  is  sometimes 
termed  an  "  odvioe  BDts,"e.  ?.  advice  note  setting  out  the  weights  of 
goods  for  shipment. 

Aflldavtt. — A  statement  made  in  writing,  and  upon  oath,  before  a 
Commissioner  legally  apptunted  to  administer  oaths.  A  person 
knowingly  swearing  on  untmth  in  an  afBdavit   is  guilty  of  the 


[  perjury.  Statutory  deelarations  are  written  s 
solemnly  and  sinon^ly  declared  by  the  maker  to  be  tme  before  a 
fuDctionaiv  aathoris'«d  to  receive  such  declarations ;  the  c<Hue- 
qnencea  of  making  false  statutory  declarations  ore  the  same,  in 
point  of  law,  as  those  of  falsely  swearing  an  Affidavit. 
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Agsnt.'-A  person  appointed  \>j  another  » 

to  perform  epecified  »ots  on  hU  behalf.     B 

periormed  within  the  scope  of  the  authority  ^ 

psl"  is  as  much  bound  as  if  he  liad  done  them  himBelf,  and  they  a 

ordinarily  u  valid  as  acts  personally  performed  by  him. 

AgreameBt.— In  Uir,  a  contract  or  bargain  between  paitiea. 
Agreements  may  be  made  (1)  verbally,  (2)  in  writing  under 
hand"  (i.  t.  signed  by  the  parties  thereto),  (3)  in  writing  "wider 
eeaJ. "  (i.  e.  signed  and  sealed  by  the  parties  tjieceto).  Many  forma 
of  contract  or  Agreement  require  to  be  embodied  in  a  written 
document.  An  A^^ement  "  nnder  seal"  is  of  higher  legal  standing 
than  an  Agreement  ' '  under  hand  " ;  the  latter  needs  consideratioa 
({.  e.  the  exchange  of  valnes)  on  both  sides,  the  former  does  not. 

Amalgamation. — This  word  is  used  commeroially  in  relation  to 
Companies  to  express  the  combination  of  two  or  more  independent 
concerns  into  one  undertaking. 

AmortisBtion.— Tliis  term  implies  in  book-keeping  the  gradual 
writing  off  of  a  balance  or  of  any  particular  class  of  expenditure. 
It  is  used  in  relation  to  expenditure  rather  than  to  tangible  assets 
— the  term  "depreciatiim"  teing  employed  in  regard  to  the  latter 
with  an  almost  identical  meaning.  Example. — "  Amortization  of 
Capital  Expenditure,"  "  Depreciation  of  Plant  and  Machinery. " 

Anttnity, — A  payment    made   yearly.     "Perpetnsl"    Annuities 

are  those  which    continue  (o    *—  — ''    '-  '-"  —   :-j.c-:.. 

period.  Annuities  "for  fixed  t> 
Btat«d  number  of  years.  "  Life"  Annuities  ai 
able  daring  the  Ule  of  the  annuitant.  The  Government  Euid  the 
leading  life  assurance  offices  will  grant  to  any  person  an  Annuity 
for  the  remainder  of  his  or  her  lUe  upon  the  payment  of  a  fixed 
capital  sum,  based  upon  the  amount  of  the  Annuity  desired,  and 
the  age  at  which  it  is  granted,  or  at  wlilch  it  is  to  commence  to 
be  paid.  This  forms  a  convenient  mode  of  financial  provision  in 
the  case  of  elderly  persona  possessed  of  a  moderate  capital  sum, 
and  without  other  persona  dependent  upon  them — a  higher  rate  m 
income  being  obtainable  than  would  be  possible  from  investment  in 
Stocks  (an  advantage  which  is  natural  seeing  that  no  capital  is  ever 
returned) ;  the  annuitant,  moreover,  ia  relieved  from  aoiieM'  as  to 
liis  investments.  "Deterred  "  Annuities  are  Annuities  payable  from 
a  stated  faiuTe  date  until  death  occurs — the  purchase  money  being 
[MLid  from  the  present  time  until  the  commenoement  of  the  Annuity, 
either  in  a  lump  sum,  or  in  periodical  instalments.  The  purchase 
of  a  deferred  Aimuity  to  commence  at  (say)  age  sixty  by  quarterly 
payments  from  now  until  that  date  is  a  convenient  way  lor  a  young 
man  or  woman  to  acquire  an  old  age  penaion  with  a  minimum  of 
inconvenience  as  regards  payments. 

AppoltiDimient. — A  division  into  parts  ;  the  term  is  employed  in 
accoantancy  circles  to  indicate  the  division,  in  the  cose  of  a  deceased 
person's  estate,  of  the  income  received  by  his  executors  into 
"income  accrued,  due  prior  to  the  date  of  death"  (which  ia  part  of 
the  estate  capital),  and  "income  accrued,  due  after  the  date  of 
death"  (which  forms  part  of  the  "income"  of  the  estate).  To 
allow  of  tills  being  done,  a  special  Act  of  Parliament,  known  as  the 
"Apportionment  Act,  1S70,"  was  passed,  wliich  made  all  such 
income  accrue  due  "from  day  to  _day."  Prior  to  the  passing  of 
the  above  Act,  such  Apportionment  waa  not  possible  in  a  legal  sense. 
Appreoiation.^Increase  in  value — the  converse  of  "depreciation." 
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The  term  U  uauallj  employed  to  indicate  an  iacreiwe  of  a  mors  or 
leas  spontaneous  nature  in  the  value  of  an  asset ;  e.  g.  the  increase 
in  the  market  value  of  Stock  Exchange  securities.  The  profit 
■bowQ  by  the  Appreciation  of  osseta  should  not,  in  the  caae  of  a 
joint  stock  company,  be  divided  among  the  Bhareholders  until  the 
assets  have  been  Bold,  and  the  protit  actually  realized. 

Arbitrwe. — A  term  employed  in  financial  circles  to  indicate  the 
practice  (frequenlly  indulged  in)  o(  remitting  money  from  one  place 
to  another  in  an  indirect  or  circuitous  manner  instead  of  remitting 
it  direct.  It  is  frequantlv  poasible  to  remit  money  in  this  indirect 
manner  at  a  fractionallj  cheaper  cost  than  that  of  a  direct  remit- 
tance ;  e.  g,  a,  banker  wiahing  to  remit  money  by  cable  from  London 
to  Berlin  may  find  it  cheaper  to  remit  the  money  from  London  to 
New  York,  and  to  have  it  remitted  theuce  to  Berlin  direct,  than  it 
would  be  to  purchase  in  London  a  direct  cable  transfer  upon  Berlin. 
The  term  is  also  employed  in  Stock  Exchange  circles  to  indicate  the 
pnrchase  of  certain  securitieH  upon  one  Stock  Exchange,  and  their 
rimultaneous  sale,  at  a  fractional  profit,  upon  another  Stock 
Elxchanga ;  e.  g.  the  purchase  of  Consols  in  Dublin  and  their 
immediate  sale  in  London.  By  the  operations  of  "  arbitTageart " 
the  prices  of  drafts,  cable  tranafers,  and  other  forms  of  international 
remittance,  as  well  as  the  quoted  prices  of  securities  on  different 
Exchanges,  are  brought  into  harmony  one  with  another.  The 
telegraph,  of  course,  puiys  an  important  part  in  all  such  tranaactions, 
which,  indeed,  without  such  facilities  would  hardly  exist. 

Arbitration.— The  reference,  by  tbe  parties  to  a  dispute,  ot  the 
matter  at  issue  to  a  third  party  (termed  an  Arbitrator)  for  decision 
by  him,  instead  of  embarking  in  Utieation.  Settlement  of  com- 
mercial diBputes  by  Arbitration  is  of  frequent  occurrence.  The 
arbitrator  can  be  a  business  man  acceptable  to  both  parties,  and 
the  matter  may  be  concluded  expeditiously  and  without  the  heavy 
expense  involved  in  litigation.  Professional  accountants  are  very 
frecinently  appointed  aa  arbitrators.  Sometimes  each  party  to  tbe 
dispute  nominates  an  arbitrator,  and  the  arbitrators  then  ap- 
pointed select  a  third  party  to  act  with  them  in  case  of  their 
differing;  such  third  party  is  termed  an  "irmpire."  The  decision 
arrived  at  by  arbitr.it«rs  is  termed  their  Avaid-  If  the  submission 
to  arbitrators  has  been  made  a  rule  of  court,  the  award  of  the 
arbitrators  may  be  enforced,  if  necessary. 

ArrangemenC,  Ssed  ol — A  document  setting  out  details  of  an 
agreement  arrived  at  between  a  debtor  and  bis  creditors.  The 
(£ief  object  of  such  on  Agreement  is  tbe  avoidance  of  the  publicity 
attached  to  bankruptcy  proceedii^s  (see  Chap.  XX,  p.  423). 

Artiolei  of  AssoriatioB.— The  regulations  governing  the  internal 


management  ot  a  company,  and  prescribing  the  way  in  which  ii 
chief  officials  are  to  perform  their  functions.  A  company  cs 
adopt  its  own  "  special  Articles  of  Association,"  and  can  alter  them 


as  it  desires  ;  If,  however,  it  has  not  elected  to  have  its  own  form  of 
"Articles,"  a  series  of  regulations  annexed  to  the  Companies 
(ConsoUdation)  Act,  1908  (Schedule  I),  and  known  as  "  Table  A," 
apply  to  it,  and  will  govern  its  internal  working. 

A/B  =  Account  Sales. 

Asseti. — Property  of  every  description.  Formerly  the  word  was 
restricted  in  its  commercial  meaning,  but  is  now  broadly  applied  to 
all  property  available  for  the  discharge  of  liabilities  which  >;an  be 
convarted  into  money  or  money's  worth. 
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AMicuMBt— The  tnnsfer  of  property  from  one  peraon  to  •nother 
— the  bttet  party  being  tenned  the  "AMigSM."  (For  "Deed  ol 
AaoigimiQiit,    tee  Cbsp.  XX,  p.  427.) 

AttOTBoy. — A  person  uipointed  by  uiother  person  (Ibe  prineipd) 
to  perform  acts  on  his  bcliku ;  the  word  has  the  sBme  aignjficMicai 

AtMnW7,  Fowei  of. — A  legftl  document  ^tpointine  any  person  to 
be  the  Attornej  for  uiother  person,  uther  generulj,  or  for  the 
performanoe  of  wme  matter  or  matters  opeeifiM  in  the  doeunent. 

Andit. — The  vecifloation  of  a«ooniits  by  an  iitdepeiident  person. 
Private  firms  frequently  submii  their  books  to  Andit  by  profesaicaial 
acconntuit*.  In  the  oaae  of  all  joint  stock  oanqianiea,  an  Audit  is 
obligatory.  Moat  public  bodies  uid  mnnieipal  corporatjona  ars  aUo 
oanpelled  to  appoint  aaditora.  The  ai^itor  of  a  joint  stock 
company,  inoorporated  under  the  Conpuiiee  (Consoliiutkxi)  Act, 
190B,  moat  report  to  the  shareholders  as  follows :— Sec,  113  {2) 
(a)  whether  or  not  they  have  obtained  all  the  information  atui 
eiplanataoni  they  have  required ;  and  {Vj  whether,  in  Uwir  opinion, 
the  balance  ^leet  referred  to  in  the  report  is  properly  drawn 
np  ao  as  to  exhibit  a  true  and  correct  new  of  the  state  of  the 
compai^e  affiun  according  to  the  beat  of  their  infonnation  and 
the  »-»;J»m»iiima  given  to  wean,  and  aa  abown  by  the  books  of  the 
company. 

AvengH. — In  addition  to  enreasing  the  arithmetiB  mean  the 
tenn  "Averages"  lias  become  of  technical  nae  in  connectioii  with 
marine  insurwiee.  Loaaea  arising  out  of  shipping  diMaten  are 
termed  either  "total  losaia"  or  "partial  losses."  If  the  ship 
inanrad  ia  (1)  destroyed,  at  (2)  irreparably  damaged,  the  loea  ia 
ft  "tot(^"  loaa.  On  the  otiia'  hand,  pvtial  loases  oonsiat  of 
damages  or  lonea  which,  as  the  tenn  implica,  do  not  inrolve  the 
whole  ship  or  ita  cargo.  Such  losses  are  termed  either  "  Partionlar 
Avera^  or  "Geaeral  Average"  loasea.  A Fartienlar  Avsrafft  is 
one  arising  from  the  perils  of  the  aea,  and  which  falls  solely  on  the 
owner  of  the  goods  invalved,  and  for  which  he  has  no  right  oE  conr 
tribution  from  others  intBre«t«d  in  the  venture.  A  Qeaar^  Atstuv 
is  the  tenn  employed  to  indicate  the  common  contrihntion  made  bj 
all  parties  in  a  Teotnre,  in  cases  where  ktases  have  been  sustained 
owing  to  the  neoeasary  sacrifice  of  a  portion  <d  the  cai^o  or  ot  the 
ship's  gear,  in  order  to  inaure  the  safety  of  the  ship  and  the  remundar 
of  the  cargo.  In  ixAet  to  claim  juatification,  the  sacrifice  involved 
must  have  been  essential  to  the  avoidance  of  a  total  loss.  Ia 
arriving  at  the  contributiioia  dae  under  Qeneral  Averse,  tbe  loM 
incnrr^  ia  divided  pro  rata  among  all  parties.  Salvage  charps 
may  alao,  in  oectsin  cirounutancea,  be  treated  aa  partial  ^eaes. 

Award. ^Bee  "Arbitration." 

Bank  fust  BUla  (B,P.Z.).— Bank  drafts,  drawn  by  one  irfBce  or 
brsnch  of  the  Bonk  of  England  uwm  another  of  ita  offices  or 
branches,  usually  payable  at  7  or  60  days  after  sight.  They  form  a 
convenient  method  of  remitting  money  from  one  port  of  the  oounti^ 
to  anotlier,  and  ^e  iasned  to  any  person  without  ebarge.  Theii: 
use  haa  to  a  great  extent  been  anpersaded  in  madem  timsa  by  tbe 
introduction  of  the  cheque  gysteni  of  making  payments,  and  bj[  the 
eiuployment  of  bank  drafts,  issued  by  the  nnmeroua  large  joint 
stock  banks. 

Bank  Sat*.— See  "  Bank  Return." 

Bank  BeservB.— See  "  Bauk  Betnm." 
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Bftnk  Batnra.— TheaUtement  of  it^  6aanoiEd  poaition  published 
by  the  Bank  of  Gngland  od  Thursday  in  eaoh  we£k  purauant  to  the 
4ct  of  -Parliament,  7  and  8  Tictoiia,  cap,  32  (Bank  Charter  Act). 
The  Return  la  in  the  form  of  a  twofi^  balance  sheet,  correaponding 
to  the  statutory  twofold  diviaion  of  the  Bank'a  basineaa.     After  the 

Cing  of  the  Bank  Charter  Act  the  Bank  was  diTided  into  ttro 
Lrtments,  viz,  the  Issue  Department  (for  the  issue  of  notes  and 
the  custody  of  the  aasete  held  against  them)  and  the  Banking  De- 
partment (conducting  a  general  banking  bnainess).  The  Issue 
Department  may  only  iaaue  notes  against  the  British  Government 
Debt  and  similar  securities  to  the  extent  of  slif^tly  over  £18,000,000. 
Against  any  notes  issued  in  exoesa  of  this  sum,  sold  (either  in  the 
form  of  coin  or  bullion)  must  be  held.  The  Issue  De[iartment  is  thua 
hi  t)ieory  automatic.  The  Banking  Departmeat  conducts  ita  buai- 
neas  just  aa  any  other  bank  do<s,  and  holds  its  cash  bolluice  against 
"-  '-->■-•"'—  ■(>  depoaitors,  partly  in  the  form  Of  coin,  and  partly 
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nt.     The  Banking  t>epartment  depoaitors 

are,  in  the  toain,  the  great  joint  stock  banks  of  the  Kingdon),  and 
upon  the  Bank's  ability  to  pay  them  their  deposits  depends  to  a  great 
extent  their  ability  to  satisfy  their  own  depositors  throughout  the 
length  and  breadth  of  the  countir.     The  periodical  variatiraia  in  tha 

iiroportion  of  caah  held  1^  the  Bank  as  against  deposits  are  thus 
oltowed  with  the  greatest  interest  by  the  linking  community,  and 
at)  financial  interesta    connected    therewith.     A  form  of   "Bank 
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return  "  ia  annexed.  In  normal  times  the  npper  portion  (the  laaue 
Department's  return)  can  be  diareganled,  as  tbe  depairlinent  whose 

Cition  it  embodies  ia  pure);  automatic  in  its  action.  The  lower 
[  (tbe  Banking  Department's  Return)  is  the  section  around  which 
the  chief  interest  centres.  In  the  Return  ittiutrated  the  liability  to 
depotittira  amounts  to  nearly  £135,000,000,  against  which  liabilitv 
notes  and  coin  are  held  to  the  amouot  of  nearly  £16,500,000.  The 
ratio  of  ctish  held  (the  "Bank  Ssterre")  to  deposits  ia  thus  about  20 
per  cent.  ;  being  less  than  in  pre-war  days.  As  this  ratio  of  cash  to 
deposits  falls,  the  Bank  of  England,  in  self-defence,  raises  tbe  rate  of 
interest  (the  "Bank  cat*")  charged  by  it  for  discounts  and  loans, 
and  the  other  banks  follow  its  example,  either  from  choice  oi 
necessity.  Similarly,  when  its  ratio  of  cash  to  deposits  ia  high  the 
Bank  rate  falls,  and  loanable  capital  throughout  the  countrr  b^omes 
cheaper.  The  position  of  the  "Bank  rate,"  the  "Bank  Returns," 
and  the  "  Bank  reserve  "  is  thus  of  vital  importance  to  the  mercantile 
community,  in  consequence'of  the  tact  that  the  operations  of  modem 
commerce  are  conducted  to  so  large  an  extent  upon  borrowed  capital. 

Banker'*  Draft*  (Bank  Draft*).— Bills  of  Exchange  drawn  by  one 
banker  upon  another.  They  are  used  in  commerce  as  a  means  of 
remittance,  especially  tor  the  remittance  of  mouey  from  one  country 
to  another.  Almost  any  bank  will  lell,  either  to  its  customers  or 
the  public,  a  draft  drawn  on  any  place  in  the  U.K.  or  abroad,  and 
the  draft  may  be  made  payable  to  the  person  obtwning  it,  or  to  any 
other  person  designated  by  him.  For  inland  Banker's  Drafts  a 
commiasion  is  sometimes  charged,  but  in  the  case  of  foreign  or 
colonial  Bank  Drafts  the  drawing  banker's  remuneration  usually 
takes  the  form  o[  a  small  diSerence  obtained  by  him  in  the  rate  of 
exchange  ;  or  the  interest  obtained  by  him  for  the  time  the  money 
remains  in  his  hands. 

Bill  or  Lading  (B/L).— 8ee  page  196. 

Bill  of  Sale  (B/B). — A  document  tram 
from  one  person  to  another — commonly  g 

When  ft  Bill  of  Snleis  given  as  security  fofa  loan  the  latter  m 

be  less  than  £30,  the  Bill  of  Sale  must  be  in  a  prescribed  form,  and 
must  be  registered  at  a  prescribed  public  office.  The  gooda  remain 
in  the  possession  of  the  oorrower  until  he  falls  to  comply  with  tbti 
terms  upon  which  bis  loan  was  contracted,  and  the  lender  can  then 
seize  and  sell  the  goods. 

BUls  of  Sxehai^e  (B/E).— See  Chap.  XII,  page  190. 

Board.— A  term  applied  to  executive  officers  acting  collectively, 
e.  g.  the  ".Board  of  Directors"  of  a  Limited  Company. 

Board  of  Trade. — A  Government  department  (established  in  1658} 
entrusted  with  the  supervision  of  all  matters  relating  to  trade, 
navigation,  and  railways.  The  Board,  as  a  Board,  exists  but  never 
meeU,   all  business   being  transacted  by   tbe   iS'eBident  (who  is 


1  of  money  on  special  c 
ditiona,  orat  a  given 'date,  either  to  a  prescribed  person  or  to  bewer. 
Most  foreign  goveroments,  many  British,  foreign,  and  colonial  cor- 
porations, and  railway  companies,  iasue"  Bonds  to  secure  advance* 
made  to  them,  or  loans  publicly  issued  by  them.  In  the  U.S., 
__ii         .  1. ■ .,        ^ij  jj^  England  be  covered  by  "debentures" 

sually  for  |1,000  «^ 
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Tbesa  Bonds  are  Urgelj  bald  hj  imarance  companiea  fuid  private 


npqn  the  railway.      He  term  "Gold  1 ...       ,     ,. 

to  such  Bonds  as  are  psTable  in  gold,  and  not  in  paper  money 
or  silver.  In  the  cose  of  dutiable  goods  imported  into  tbie  country 
and  warehoused,  the  importers  frequently  give  to  the  Government 
a  Bond  or  undertaking  to  pay  the  dnty  when  the  goods  are  removed 
from  the  warehouse  specibed.  Such  4  warehouse,  though  it  may 
be  privately  owned,  comes  within  the  supervision  of  the  customs 
authorities,  and  is  termed  a  "  Bonded  Warehooie,"  and  the  goods 
stored  within  it  are  termed  "  GhMds  in  Bond." 

Bonus, — An  additional  and  occasional  dividend  arising  out  of 
unusual  profits  paid  to  the  siiareholders  of  a  public  company.  A 
special  preaent  or  additional  remoneration  given  to  an  employee, 
nsually  in  the  form  of  a  percentage  on  results.  A  share  of  the 
profits  earned  by  a  life  insurance  company  allocated  to  such  of  it* 
life  policy  holders  BJi  hold  policies  entitling  them  to  share  in  the 
profits  BO  realiied. 

Book  Debts.— The  amounts  outstanding  at  a  given  dale,  and  owing 
to  the  trader,  in  whose  books  they  appear,  oy  the  persons  with 
whom  he  has  traded. 

Bottomry — Bottomry  Bond. — A  special  form  of  charge  given  by  the 
owner  or  captain  of  a  vessel  upon  the  vessel  itself  in  return  for 
money  lent.  "Bottomry  "  is  a  corruption  of  the  word  "bottom," 
or  keel  of  the  ship,  which  part  of  the  vessel  is  taken  Co  imply  tho 
whole.  In  case  of  money  borrowed  on  Bottomry  the  principal  is 
not  repayable  if  the  ship  be  lost,  but  is  repayable  with  any  ^reed 
interest  upon  the  safe  termination  of  (he  voyage.  Bottomry  Bonds 
and  Respondentia  Bonds  (t. «.  bonds  secared  on  the  carao  instead  of 
tho  hull  of  a  ship)  have,  through  the  extension  of  telegraphio 
facilities,  fallen  into  disuse. 

Broken. — See  "Jobbers." 

Bullion. — Gold  and  silver  in  practically  any  form  when  of  the 
standard  fineness  accepted  by  the  mints  of  the  civilized  world. 
Qold  will  be  minted  into  coin  free  of  charge  by  the  British  Mint, 
bat  the  privilege  is  rarely  taken  advantage  of,  although  the  Mint 
price  of  standard  gold  is  £3  17s-  lOi'i.  per  ounce  as  compared  with 
the  Bank  of  England  rate  of  £3  Ma.  M.  The  uncertainty  of  the 
time  the  coinage  will  occupy  tends  to  induce  holders  of  Bnllion 
to  dispose  of  it  to  the  Bank  of  England  at  the  lower  rate,  rather 
than  take  it  to  the  Mint  to  be  coined. 

Cash  Oredit. — An  undertaking  wliereby  a  bank  permits  a  customer 
to  overdraw  his  current  account  up  to  a  specified  sum.  Cash  credits 
are  not  oommonly  used  in  London,  loans  of  round  sums  for  specified 
periods  taking  their  place.  In  granting  a  Cash  Credit  the  bank 
nsually  requires    from    its   ou»tomer    some   kind   of    security   to 


property,  or  the  banker  may  accept  the  customer's  personal  bond 
with  sureties,  the  latter  guaranteeing  to  the  banb  full  payment  of 
its  claims  under  the  Cash  Credit. 

Certifloate.—A  written  declaration  testifying  to  the  troth  of  some 
particular  matter  or  fact.  Share  Cartificate,  — A  Certificate  under  the 
aealof  a  company  stati tig  the  ownership  of  shares  in  the  company. 

CtuunbsTS  of  Commerto. — Associations  of  merchants  formed  for  the 
purpose  of  promoting  commerce  generally.  . 
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Charter  ttaVj. — A  lease  of  a  ahip,  or  a  part  of  a  shm,  for  Uie  otai- 

veyance  of  gooda  for  a  definite  time,  or  for  a  specified  rojage  or 
Toyages. 

Cbatteli. — A  legal  term  for  "gpoAB." 

ChiMai  in  Aotion.^A  legal  eiipreaiion  denoting  certun  forma  of 
incorporeal  property,  e.  g.  debts  aiid  shares  in  joint  stock 
companies. 

dinnlar  Vo;^.— A  document  issned  by  e.  banker  to  a  ciutomer 
going  abroad.  Circular  Notes  are  uaually  issued  for  round  sums, 
e.  g.  £10,  and  can  be  cashed  by  the  party  holding  them  at  any  of 
the  foreign  correapondents  of  the  isauijig  bank,  as  if  they  were  bank 

CircnlatlBg  Aswti. — Another  term  for  "  floating "  aasets,  i.  e.  the 
assets  held  by  a  concern  for  the  purpose  of  being  converted  into 
money,  oa  opposed  to  those  whi&  are  held  for  permanent  use 
{"fixed  "  assets). 

Clearing 
the  procesi 
tude  of  ch 
members  i 
differences 

currency  a 
HouBBs  (fo 
bank  on  an 
The  Londt 
tions,  and 
cheques  di 
clearing,  fi 
the  "Ton 
drawn  on 
the  Cleari 
through  t 
'  House  for 
either  pay 
between  t 
England  w 
B^lway  ( 

which  have  involved  the  use  of  two  or  inore  companies'  systems. 
A  Stook  Exchange  Clearing  exists  on  the  London  Stock  Exchange  ip 
facilitate  the  prompt  settlement  of  dealings  in  certain  securities 
widely  dealt  in. 

Codicil. — A  supplement  to  a  will.  It  requires  execution  by  tjia 
maker  of  the  will  with  all  the  formaliti^  which  are  necessary  in 
the  case  of  a  will. 

Collateral  Security.— Any  security  deposited  to  cover,  collaterally, 
a  debt  due  upon  another  agreement  or  security  (the  "  principal " 
security) ;  e,  g.  atocks  or  shares_  may  be  deposited  as  Collateral 
Security  for  loans  obtained  from  'a  banker,  or  to  cover  an  overdraft 
in  a  banking  account. 

Commereial  Credit. — An  undertaking  whereby  a  bank  doing  s 
foreign  business  engages  to  ,   .    n,  .  .       . 

mentary  bills  drawn  upon  it 
the  shipment.     The  Irank,  i 
title  to  the  goods  as  security,  as  against  the  importer  npon  whos 
behalf  it  has  aoceptrd  the  bills,  for  the  amounte  of  the  acc^ptuiceg 
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CgnunlMlon  (Com.).  — Agents  uid  brokers  are  nsusllj  remnneratecl 
by  means  of  t,  percentage  (called  a  oornniiBBion)  upon  the  funds 
passing  through  their  hands,  e.  g,  |tb  per  cent,  commission  is  usually 
charged  by  a  stockbroker  for  purchasing  Conaola  for  a  client^ 

CommittaB. — A  body  of  persons  appointed  by  a  larger  body  of 
persons  to  transact  some  particular  business  in  which  all  the  persons 
are  interested. 

Compuij.— An  association  of  persona  for  trading  or  professional 
purposes.     (See  Chap.  XVI  on  joint  stock  companies.) 

CoinpeiuaCIng  Error*. — Errors  in  a  set  of  boohs  which  do  not  pre- 
vent the  agreement  of  the  trial  balance — one  error,  or  set  of  errors,  in 
one  direction  being  equalized  and  offset  by  other  errors  in  a  contrary 
direction.  £.  g.  if  the  debit  side  of  the  Cfasb  Book  be  added  £10  in 
excess  of  the  correct  amount,  and  the  Sales  Book  be  added  in- 
correctly likewise  £10  in  excess  of  the  true  amount,  these  two  errors 
oSaei  one  another,  and  the  trial  balance  "agrees"  notwithstanding 

CompoBition. — An  arrangement  between  a,  debtor  and  his  creditors 
whereby  the  latter  accept  in  full  settlement  of  his  debts  lesser  Bums 
than  are  aatually  owing.    (See  Chap.  XX,  "Bankruptcy.") 

Goaslderatio)!.— Some  benelit  aooruing  to  one  party  to  a  given 
contract  or  agreement,  or  some  loss  or  detriment  simered  by  the 
other  party ;  in  other  words,  the  price  or  subject-mattet  of  a 
bargain.  In  the  case  of  an  agreement  ander  hand  (see  "  Agreement ") 
Consideration  is  necessary,  otherwise  the  agreement  is  void,  and 
sentiment,  e.g.  gratitude,  is  not  legally  a  valuable  Consideration 
capable  of  supporting  a  contract  nnder  hand  based  upon  it.  Is  the 
case  of  a  Deed  (i.  e.  an  agreement  ' '  under  seal  ")  no  Consideration 
Is  qecessary. 

CODBoIs. — An  abbreviation  of  the  word  "  consolidated."  Th^ 
various  issues  of  the  debts  of  the  Government  have,  from  time  to 
time,  been  merged  into  one  mass,  and  the  "  ConiolldBted  Btock  "  (as 
the  result  of  the  merger  is  (armed)  foims,  at  the  present  day,  the 
bulk  of  the  indebtedness  of  the  British  Government.  The  name 
"Consols"  la  applied  in  common  parlance  to  the  U.K.  2}  per  cent. 
Consolidated  Stock.  The  word  "consolidated  "  often  appears  as 
forming  a  part  of  the  names  of  stocks,-and  usually  indicates  that 
some  merger  has  been  effected  in  the  past.  £.  g.  London  County 
Consolidated  3  per  cent.  Stock,  North-Eastem  Railway  Consolidated 
Stock  (the  name  "North-Eastem  Consols"  is  frequently  applied  to 
the  latter). 

Coninl. — A  commercial  representative  of  a  nation  appointed  by 
the  Government  and  stationed  in  the  territory  of  another  nation 
chiefly  for  the  purpose  of  protecting  the  commercial  interests  of  the 
country  that  he  represents. 

Contingent  Liabiiity.— A  liability  which  wiU  only  come  into 
definite  existence  upon  the  happening  of  a  specified  event,  e.  g.  the 
liability  of  an  indoraer  on  a  bill  o£  exchange,  which  only  commences 
upon  the  dishonour  of  the  bill  by  the  acceptor.  Contingent  Liabili- 
ties are  most  suitably  stated  in  a  balance  sheet  in  the  form  of  a 
memorandum,  or  footnote. 

Contract. — An  agreement  enforceable  at  Law.  (See  "Agreement.") 

Coatraot  Note  indicates  commercially  a  memorandum  of  a  sale 
effected  for  a  principal  by  a  broker,  e.g.  a  stockbroker. 

Coupon. — A  detachable  warrant  for  each  payment  of  interest 
falling  due  upon  ft  bond   or  debenture  to  bearer.    Coupons   are 
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attached  to  such  bonds  in  sheets,  much  in  tnu  form  of  &  sheet  of 
postage  stamps,  a  dated  coupon  being  given  tor  each  pajment  falling 
due.  Ab  their  doe  dat«a  arrive  coupons  are  cut  off  from  the  sheet, 
and  are  presented  to  the  appropriate  bank  or  office  for  encashment. 
Many  sheets  of  coupons  odij  extend  for  a  given  number  of  years,  a 
larger  detachable  coupon  called  a  ' '  Talon "  being  attached  aa  a 
voucher  for  a,  fresh  supply  of  coupons  when  those  attached  have  all 
expired.  Coupons  may  be  paid  into  the  bank  of  the  investor  for 
collection.  The  receiving  bankers  collect  and  credit  their  cuHUiniers 
with  the  amounts  due  (less  tai)  in  the  ordinarv  course. 

Credit  Vote  is  a  statement  (frequently  in  red  inh)  sent  to  a  person 
from  whom  "returns"  have  been  received,  or  to  whom  an  "allow- 
ance "  baa  been  made.  The  Credit  Note  seta  ont  brief  particnlars  of 
the  transaction,  and  the  amonnt  at  which  it  ii  being  passed  to 
the  credit  of  the  recipient  of  the  note. 

Currency  is  the  medium  of  exchange  employed  for  buaineas  pur- 
poses. Gold  and  silver  have  now  been  universally  adopted  aa  the 
circulating  medium.  The  greatly  increaaedvolume  of  modem  trading 
operations  has  had  the  effect  of  creating  a  paper  currency  in  the 
form  of  cheques,  bills,  etc.  In  Great  Britain  ihe  gold  coinage  is 
intrinsically  worth  its  face  value.  The  silver  and  bronze  coins  in 
circulation  are  " token"  money,  and  are  not  intrinsically  worth 
their  face  value. 

d/d  =  days  after  date. 

d/s  —  da;s  after  sight. 

Bebenture.— See  Chap.  XVI. 

Debit  Hote. — A  memorandum  of  indebtedness  sent  by  a  creditor  to 
hie  debtor. 

Deed.^An  instrument  m  writing  on  parchment  or  paper,  signed, 
sealed,  and  delivered  by  the  maker  of  it.  It  is  the  most  formal  type 
of  instrument  known  t^  English  law,  and  needs  no  consideration  to 
make  it  vaUd. 

Besd  otArrangsmsnt. — See  under  "Arrangement,  Deed  of," 

Demurrage. — Allowances  by  shippers  or  railway  companies  in 
case  of  the  over- detention  of  goods  entrusted  to  them  for  convey- 
ance. The  charge  iausually  npon  a  daily  basis.  Legal  holidays  and 
Sundays  are  not  mcluded  in  the  demurrage  charge. 

Depretiatioii. — See  "Amortization.'' 

Dis.  —  Discount. 

Distrsss.— Diatreaa  is  the  power  to  enforce  the  payment  of  a  debt ; 
such  power  is  granted  by  the  Common  Law  of  England  and  i£ 
effected  by  the  seizure  of  goods.  The  most  common  event  in 
which  the  power  of  BistreBs  is  resorted  to  is  the  collection,  by  thia 
means,  of  arrears  of  rent  by  a  landlord  from  his  tenant. 

DiTldend. — Etymologically  "something  to  be  divided";  in  com- 
mercial practice  the  term  indicates  the  sum  or  sums  distributable 
among  the  share  or  stockholders  of  a  public  company.  Ex  Divt- 
dsnd  and  Cum  Dividend  are  terms  employed  on  the  Stock  Exchange 
to  convey,  in  the  former  case,  that  the  quoted  price  of  the  security 
in  question  does  not  include  the  next  dividend,  and  in  the  latter 
case  that  euch  price  does  include  such  dividend. 

SiTldend  Warrant— A  species  of  cheque  issued  by  or  tor  a 
dividend  paying  company,  whereby  its  members  obtain  their  divi- 


Dock  Wairaut.— 
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ot  tbe  dock  for  and  on  behalf  of  tha  party  in  vhose  name  the 
Warrant  ii  drawn.  Dock  Warrants  are,  ai  a  rule,  tranaterable  by 
endorsement,  and  need  a  3d.  Htamp.  When  such  goods  are  with- 
drawn from  the  dock  a  SeliTery  Order  is  signed  by  tbe  proprietor  of 
tbe  goode  inaCructina  the  dock  authorities  to  dehver  to  the  bearer 
of  the  order  the  goods,  or  a  portion  of  them,  specified  in  the  Dock 
Warrant.     A  Dock  Warrant  i8  thug  a  document  of  title. 

Dormant  Fartiier. — A  partner  in  a  tirra  -whcse  iiftme  doea  not 
appear  in  tbe  title  or  style  of  tbe  firm,  and  whu  takes  no  active 
part  in  tbe  conduct  of  its  business,  but  who  posBessca  oapttal  in  tbe 
concern,  takes  a  share  of  the  profits,  and  beara  all  the  liabilities 
iDoidental  to  tbe  position  of  a  partner. 

E.  ft  0.  E,  is  tbe  contraction  of  the  words  "Errors  and  Omission'. 
Excepted,"  which  is  still  frequently  to  be  founil  on  invoices,  etc. 
The  practice  of  appending  these  letters  is  a  useless  one,  and  of  ni 
legal  value  whatever. 

Endorsement,  Endorsae,  Endonor. — See  Chap.  XII. 

Endowment  Polioy. — A  policy  of  aasnrance  granted  upon  a 
person's  life,  the  amount  secured  by  which  is  payable  to  the  assured 
person  upon  bis  reaching  a  certain  specified  age  ;  or  to  hin  repre- 
sentatives at  his  death  should  the  assured  die  before  attaining  the 
specified  age.  Freniiums  upon  such  policies  ore  payable  in  some 
cases  for  the  term  of  the  policy,  and  in  others  for  a  bmited  number 
of  yeara  only.  The  policies  may  be  entitled  to  a  share  in  the 
profits  or  be  "non-profit  sharing    according  to  the  premium  paid. 

Entry. — A  record  ot  a  transaction  made  in  its  appropriate  place  in 
the  appropriate  book.      The  first  Entry  made  in  relation  to  any 

S'ven  transaction  in  a  Book  of  Account,  is  termed  the  "  oiiginal 
Btry;  subsoqnent  Entries,  arising  from  the  "original"  Entry,  in 
other  Books  ot  Account  are  termed  "jwsfo^"  Entries,  and  the  act  of 
making  them  is  referred  to  as  "posting"  the  original  Entries. 

Entry,  Fort  of,  is  a  port  at  which  exported  goods  may  be  un- 
loaded, e.  J.  Boston  is  a  Port  of  Entry  for  the  U.S.  Where  protect- 
ive tariffs  are  in  force  all  imported  goods  must  be  landed  at  certain 
ports  where  revenue  officers  are  stationed,  and  where  the  machinery 
necessary  for  assessing  the  amoant  of  the  tariff  exists. 

Ettate.~A  quantity  of  property.  In  bankruptcy,  and  with  refer- 
ence to  the  property  of  a  deceased  person,  the  word  "  Estate  "  is 
used  to  "signify  the  aggregate  of  the  property  in  question." 

Estate  Daty. — A  Dutypayable  to  the  Government  upon  the  death 
of  any  person  leaving  property  to  the  value  ot  over  £100.  It  ia  pay- 
able upon  the  aggregate  of  the  estate  at  a  rate  per  cent,  calculated 
according  to  a  scale  varying  with  tbe  total  amount  of  the  deceased's 

IS  money  tor 
,  ,      .  .  .  '  floating  or 

unfunded  debt  of  the  nation.  Their  price  fluctuates  with  the 
national  credit. 

Bzoheqner  Bonda. — Bonds  issuei 
period,  to  raise  money  for  the  s 
Exchequer  Bills  are  issued. 

Izeias  Duties. — Duties  placed  upon  specified  articles  (chiefly 
alcoholic  liquors)  i»«duced  and  consumed  at  home. 

Ezecntion- — The  seizure  of  fpxids  owned  by  a  person  against 
whom  a  judgment  boa  been  given  in  a  civil  court,  for  tbe  purpose 
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of  wtiBfying  the  amoDDt  of  the  jodgmeDt  by  the  pioceeds  of  their 

Xxecntor.— A  peiBon  i^fpotnted  hy  »  teatatoc  in  bis  vill  to  carry 

out  the  isBtrnctioiiB  coDtained  in  the  will     (See  "  Admiuiitnttior.") 

Faotoi. — A  mercantile  ^ent  entrusted  with  the  custody  and 

control  of  goods  belonging  to  his  principal. 

Vim. — A  partnership.     (See  Chap.  XV.} 

^^d  Aueta,  or  Fixed  Capital.— Properties  acquired  or  con- 
Btmoted  with  the  aipectation  of  earning  profits  by  their  use. 
(See  Chap.  XX.) 

Tiled  Chargei. — Expenditure  reourring  constantly  in  periodical 
accounts.     E.  g.  Rent,  Bates,  Taxes,  and  Interest  on  Mortgages. 

Floating  Assets,  or  Floathig  CapitaL — The  assets  of  a  trader 
■vhich  are  continnally  being  tnuisfonned  into  cash.  Cash  itseU 
i)  a  Floating  Asset.     (See  Chap.  XX.) 

Floating  Charge.  — A  charge  given  by  a  company  upon  its  property 
wherenn^r  the  company  ratoins  poasession  of  the  property  charged, 
and  may  deal  with  it  in  the  ordiuaiy  oourse  of  businesa  until  the 
company  makes  some  default  (e.  g,  faila  to  pay  the  interest  upon 
the  debentares  conferring  the  Hoating  Charge),  whereupon  the 
charge  "crystallizes,"  and  attaches  t«  the  property  in  whatever 
form  it  may  then  be,  Upon  the  ' '  crystallization  "  of  the  charge 
the  compsjiy  may  no  lunger  deal  with  the  property. 

P.  0.  B.— Free  qn  board.  Goods  bought  to  bo  placed  on  board  a 
ship  "F.  0.  B."  are  not  at  the  risk  of  the  purchaser  until  aotnally 
on  board  the  ship.     "  P.  0.  R."  =  tree  on  rail 

Folio. — A  sheet  of  paper  folded  so  as  to  make  two  leaves  ;  in 
book-keeping  the  two  pages,  bearing  the  same  "page  number," 
presented  to  view  when  the  book  is  opened.  Ledgers  and  Cash 
Books,  in  which  the  rnjing  extends  across  the  two  pages  open  to 
view,  thus  usually  consist  of  .a  succession  of  ' '  FoU^s  "  ;  a  Journal 
ruled  according  to  the  form  given  on  pMe  73  does  not  osually 
extend  over  the  two  pages  open  to  view,  but  is  repeated  on  each 
of  them;  such  a  book  consistB  of  "pages,"  and  each  "page"  is 
numbered  separately, 

"  dnlent  Prsf 
isfer  of  pr( 
>r  obligatioi 

1,  by  any  p  ,   ,  ,       . 

from  his  own  money  in  f avoui:  of  any  oreditar  or  any  person  ir 
for  any  creditor  wUh  a  view  of  giving  such  erediUir  a  preference  over 
the  other  crediWra,  shall,  if  the  person  making,  taking,  paying,  or 
Buffering  the  same  is  adjudged  a  bankrupt  on  a  bankruptcy  petition 
presented  withjn  three  months  after  the  date  of  the  making,  taking, 
paying,  or  suffering  the  same,  be  deemed  fraudulent  and  void  as 
against  the  trustee  in  the  bankruptcy."  Tlie  most  important 
factor  in  deciding  whether  any  given  transaction  was  fraudulent 

.  ship  or  part  of  a  ship,  or 


other  times  as  stated  in  the  bills  of  lading. 

Qamiihee  Order. — The  method  of  execution  by  which  a  person 
who,  owing  a  debt  to  a  person  against  whom  a  judgment  baa  been 
pronounced,  is  ordered  by  the  Court  on  the  application  of  the  party 
in  whose  favour  the  judgment  has  been  given  not  to  pay  such  debt 
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to  the  person  to  whom  it  u  due,  but  to  pay  it  to  the  judgment 
ai-editor. 

0*iBtte. — The  London  QcaetU  is  the  Government  publio&tion  con- 
taining »U  the  offieial  notices  of  the  Crorm  or  Oovemment,  All  the 
public  notices  Qeoe8g»ryundBrBankrnptoyor  Liquidation  proceedings 
are  advertised  in  the  QaaetU.  Partnership  notices  should  also  be 
adverttged  in  the  London  OauUe.  In  Scotland  and  Ireland  simiior 
notices  appear  iu  the  JEdinbargh  OaxeUe  and  the  Ihiilin  Oautte 
respectively  (published  Tuesdays  and  Fridays). 

General  AT«rag*. — The  Loss  sustained  from  a  sacrifice  purpoaely 
made  in  order  t<i  preserve  a  ship  and  its  cargo  (:.  g.  jettisoning 
a  cargo).  The  person  who  has  eustslned  the  loss  is  entitled  to 
reoover  a  rateabk  oontribution  from  all  owners  of  cargo  shipped  in 
the  vessel,  and  from  all  interested  parties,  the  loss  naving  been 
incurred  for  the  benefit  of  all.     (See  also  "Averages.") 

SUt-ed^ed  Beeurltisi, — Secaritiea  which  are  easily  realizable  and 
in  which  the  due  payment  of  interest  and  principal,  as  and  when 
due,  may  be  token  to  be  as  safe  as  is  humanly  possible  [t,  g.  Consols 
and  War  Loan). 

Ouarantae- — A  promise  by  one  person  to  answer  for  the  debt, 
default,  or  liability  of  another  person.  A  Guarantee  must  be  in 
writing  (Statute  of  Frauds),  and  must,  unless  under  seal,  be  given 
foe  valuable  consideration,  although  the  latter  need  not  be  statod  in 
the  writing  itself. 

Gnoranteed  Btooks.— Stooks,  the  interest  upon  which  is  guaranteed 
by  some  undertaking,  Government  or  body  other  than  the  onder- 
takvog  by  which  it  was  originoUy  issued  and  which  is  primarily 
responsible.  E.g.  the3%  bonds  ofthoGrand  Trunk  Pacific  Railway 
Company  ore  "guaranteed"  as  to  prinoipd  and  interest  by  the 
Canadian  Government.  Certain  British  railway  companies  have 
issued  a  particular  kind  of  preference  stock,  which  they  somewhat 
erroneously  designate  "Guaranteed"  Stock.  Such  "Guaranteed" 
Stocks  are  not  guanuiteed  by  any  outside  body  in  the  generality 
of  cases,  but  are  simply  cumulative  preference  stocks,  ranking  before 
the  non -cumulative  preference  stocks  and  immediately  after  the 
debentures. 

finord  Book.— A  book  or  cover  wherein  are  preserved  invoices, 
receipts,  or  vouchers.  The  Book  nsually  contains  a  number  of 
blank  leaves  to  which  the  documents  to  be  filed  therein  are  attached 
by  means  of  gum  or  paste. 

Hiis-Pnrchase  A^rsemsnU. — Contracts  whereby,  upon  the  pay- 
ment of  a  deposit,  or  a  first  instalment  foUowed  by  the  payment 
of  a  series  of  subsequent  instalments  of  stated  amount,  the  owner- 
ship of  certain  goods  passes  from  the  seller  of  them  to  the  payer  of 
the  instalmenis.     The  goods  are  delivered  by  the  seller  to  the  biro- 

Eurchaser  upon  payment  of  the  jirat  instalment  by  the  latter,  and 
e  thereby  obtains  the  opportunity  of  using  them.  The  legal  owner- 
ship of  the  goods,  however,  remains  vestol  in  the  seller  until  the 
receipt  by  him  of  the  latt  instalment,  the  goods  being,  until  that 
time,  "lent,"  in  a  legal  sense,  to  the  hire-purchaser.     If  the  hire- 

Surchaser  fails  to  meet  any  particular  instalment,  the  seller  (or 
tnder)  can  resume  possession  of  them.  In  the  books  of  a  manu- 
facturer or  seller  of  goods  npon  the  "hire-purchase"  system,  the 
goods  disposed  of  in  this  manner  should,  for  the  period  previous  to 
the  receipt  of  the  last  instalment  due  upon  them,  be  treated  as 
"stock  out  on  hire" — a  separate  Memorandum  Ledger  being  kept 
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for  the  acooDDtB  of  tbe  Tuiom  hirer*,  u  also  a  separate  "Hire- 
Purchase  Day  Book."  The  total  of  the  inatalmmU  din  fraia.  a  hirer 
shoold,  at  the  oataet,  be  debited  in  hig  account  in  thia  Memorandum 
Ledger,  but  the  entry  in  the  Sales  Day  Book  for  this  department  of 
the  buiiaeee  will  be  made  upon  tbe  signatDre  of  the  agreement  at 
the  coa  priee  of  the  goods.  The  vaiuatioD  of  tbe  amomits  dne  from 
tile  variouB  debtors  under  Hire-purchase  Agreements  will 
be  made  at  the  end  of  any  trading  period  as  if  they  were 
stock  in  band  in  the  department  conaemed,  and  the  amomit  At 
which  any  particalar  batch  of  goods  shonld  be  valued  will  be 
MTived  at  by  deducting  from  the  hirer's  debit  balance  tbe  unpaid 
proportion  of  the  coat.  The  total  of  the  issues  of  stock  under 
Hire-Parchase  Agreements  for  tbe  trading  period  (as  ascertained  by 
tbe  Sales  Day  Book  for  this  department  of  the  busineai)  will  be 
credited  to  tbe  Trading  Account,  and  debited  to  the  "Stock  out  on 
Hire-Parchase  Account,"  in  the  General  Ledger,  to  which  account 
will  be  credited  all  receipts  from  hirers  thronghont  tbe  period, 
together  with  the  value  of  tbe  stock  out  on  hire  at  the  end  of  the 
period,  calculated  upon  the  basis  eiven  in  tbe  preceding  paragraph — 
the  latter  amount  being  brooght  down  as  a  balance  of  auiek  on  band. 
The  "Stock  out  on  llire-Fuichase "  will  then  show  a  diSerenoe, 
representingtheProfitor  Loss  upon  hire-purchase  trading  generally  ; 
this  difference  must,  in  due  course,  be  transferred  to  the  Profit  and 

A  snecimen    of   a  "Slock  out    on    Hire-Purchase"  Ledger  la 
appended. 

STOCK  OUT  ON  HIRE-PURCHASE  ACCOUNT 
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J  to  Moertaln  how  much  of  ew 
how  iDUob  pajment  for  the  ii 
of  the  aaseba  purchoBed.  This  course  is  neoeaattiy,  ae  it  wiU  be 
obvioua  that  the  iuatalmenta  compriBe  both  revenue  and  capital 
items.  The  queation  of  depreciation  will  also  need  careful 
adjuetment. 

Holding  oat. — A  l^ol  eipression  indicating  the  represeat&tion 
by  Si  pereon  that  he  is  a  partner  in  a  particular  firm.  A  person  who 
"holds  himself  out"  as  lieing  a  partner  in  a  specified  firm  is  liable 
as  if  he  were  a  partDer  to  aoy  person  giving  credit  to  the  firm  in 
queation  upon  the  strength  of  suoh  repreaeutation. 

HypothMate. — To  pledge  or  mortgage.  Assets  are  said  to  be 
"hypothecated"  when  a  charge  upon  them  is  given  to  a  creditor  by 
way  of  security. 

&aome.— The  amount  of  mtmey  coming  regularly  to  a  person 
either  from  property  or  in  payment  for  services  rendered. 

Income  aad  Espendltnre  Aooonnt. — Another  name  for  a  Profit  and 
Loss  Account ;  the  t«rm  is  frequently  applied  to  the  Profit  and 
Loss  Accounts  of  non-trading  institutions  and  charities. 

Incorporation. — The  creation  of  a  legal  body.  Tlie  life  of  an  in- 
corporated body  is  deemed  to  be  perpetual,  aioept  in  so  far  as  it 
may  be  limited  fiy  the  instrument  of  inoorporation. 

Increase  of  Capital.  ~A  company  may,  subject  to  the  regulations 
contained  in  its  articles  of  association,  resolve  that  the  limit  of  its 
authorized  capital  shall  be  increased  to  any  desired  sum.  Govern- 
ment  duty  is  payal^e  upon  the  increase  just  as  in  the  case  of,  and 
at  the  same  rate  as,  the  original  capital.  If  the  articles  of  association 
contain  no  powers  authorizing  an  Increase  of  Capital,  a  "  special" 
resolution  of  the  company  is  necessary  to  alter  ibs  articles  in  the 
desired  direction. 

Indent. — A  term  somewhat  loosely  iq^lied  to  orders  from  agents 
or  correspondents  abroad. 

Indenture. — A  deed  ;  formerly  a  deed  with  serrated  edges. 

Infant. —Legally,  a  person  under  the  age  of  twenty-one  years. 

Insoribsd  Stoeki. — Stocks,  tbe  holders  and  holdings  of  which  are 
inscribed  {i.e,  recorded)  in  the  books  of  a  specified  registrar,  no 
separata  certificate  of  ownership  being  issued  to  the  proprietor. 
The  British  Grovammant  Debt  and  many  municipal  corporation 
and  colonial  borrowings  axiat  in  the  form  of  inscribed  stock.  A 
purchaser  of  inscribed  stock  receives  a  memorandum  from  the  seller, 
called  a  "Stock  receipt,"  recording  the  receipt  by  him  of  the 
purohaae  money ;  the  receipt,  however,  is  of  no  value  eicept  as  a 
memorandnm,  and  need  not  be  produced  when  the  purchaser  sells 
his  holding.  Transfers  of  such  stocks  from  a  seller  to  a  purchaser 
are  made  in  person,  or  by  an  attorney,  at  the  ofiice  of  the  regiatrar, 
and  not  otherwise.  A  large  number  of  stocks,  including  the  British 
GovernmMit  Debt,  are  inscribed  at  the  Bank  of  Englimd.  Stocks 
which  are  thus  inscribed  are  deemed  to  be  less  liable  to  fraudulent 
conversion  than  where  the  ordinary  methods  ot  transfer  obtain. 

InMltency. — Inability  to  pay  one's  debts.  (See  Chap.  XX, 
"  Bankruptcy.") 

lutsreit.  — Interest  is  the  compensation  or  "  rent"  paid  by  a 
borrower  for  a  loan  of  money.  It  may  be  regarded  aa  conaiiiting 
"'  '~j  portions,  one  the  rent   paid   for   the   use  of  the  loan,  ■"-- 


other   aa   a   premium  (in   the    nature  of  an  insurance   premium) 
(or  the  ride  of   losing   it.     Money   doea   not  produce   Interest  of 
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itself,  but  only  when  lent ;  the  Interest  on  capital  oredited  to  the 

ertnera  in  a  buBinesa  oat  of  the  profits  of  that  bugioesa  is  not 
tereat  in  the  true  aenae  of  the  word ;  it  lb  only  termed  lutereat 
upon  the  analogy  of  a  loan  and  for  financial  reaBons. 

Interaat  on  Capital  dnrinp  oonatraatian.— Although  a  company 
may,  and  indeed  must,  pay  all  intereBt  becoming  due  to  ita  various 
loan  or  debenture  creditors  notwithatanding  the  fact  that  ita  vorka 
may  atill  be  in  course  of  conatntction.  and  as  yet  earning  no  profits, 
it  may  not  ordinarily  pt^any  interest  or  dividenda  to  aharebolderB 
escept  out  of  profits.  With  the  special  sanction  of  the  Board  of 
Trade,  and  if  provided  for  by  ita  own  constitation,  a  company  may 
pay  interest  to  ita  aharebolifera  during  conatmction  of  its  worka  or 
equipment,  but  the  penniasion  to  do  so  ia  commonly  conpled  with 
various  restrictions  both  as  regard  the  rate  of  interest  and  the 
period  of  its  payment.    {Companict  {Clmao^'id^Uu^i)  Ad,  1C08,  sec.  01.) 

Interim  Dividrads. — IMvidenda  declared  at  some  intermediate 
dato  during  a  financial  period,  and  provided  either  out  of  current 
profits,  or  out  of  the  profits  brought  forward  from  the  preceding 
period.  In  a  joint  stock  company  the  power  of  declaring  dividends 
reats  witli  tbe  company  in  general  meeting,  bat  the  articles  of 
aseociation  of  the  majority  of  companies  authorize  tbe  directors  of 
the  company  to  declare  "  interim  aividenda." 

Inventory. — A  liat  or  catalogue  of  articles,  e.  g.  of  fixtures  and 
fittinga. 

Investment. — Property  acquired  by  a  capitalist  for  the  aake  of  the 
income  derived  from  it,  and  aa  a  repository  for  funda  owned  by 
the  purchaser.  The  income  yielded  comes  to  the  capitalist  in  the 
form  of  interest,  or  as  a  ahare  of  profita  earned  by  the  employment 
of  hia  money,  and  he  is  usually  not  an  active  participator  eitW  in 
ita  supervision  or  ita  production.  Land,  buildings,  leases,  loims 
upon  mortgage,  and  ground  rents  are  types  of  Investments  relating 
to  real  property  {i.e.  to  land) ;  they  were,  prior  to  the  institution 
of  national  debts  and  joint  stock  companies,  the  principal  form  of 
Investment ;  in  this  coantjy,  however,  their  vogue,  aa  InveatmenU, 
is  not  so  great  aa  it  was,  owing  to  the  industrial  revolution  and  its 
accompanying  migration  of  the  bulk  of  the  population  into  the 
large  towns.  What  are  known  aa  "  Stock  Exchange"  Inveatmenta 
form,  now-a-daya,  tbe  type  of  Inveatment  to  which  the  word  is  most 
commonly  applied.  The  securities  dealt  in  on  the  Stock  Exobange 
are  the  obligations  or  indebtedneaa  in  varioua  forms  of  almost  every 
civilized  country,  whether  as  national,  municipal,  provincial,  or 
State  debta,  and  the  borrowings  and  the  transferable  shares  of  the 
innumerable  British,  foreign  and  colonial  joint  stock  oompaniee  at 
present  existing.  As  regards  form,  Stock  Exchange  Investments 
are  of  three  types,  viz.  (a)  To  Bearer,  transfer  being  effected  by 
means  of  the  simple  delivery  of  the  document,  (h)  BeRltterad,  the 
security  being  regiatered  in  tbe  name  of  the  holder  for  the  time 
being,  and  a  certificate  of  ownership  being  issued  to  hini.  Tnmsfera 
are  effected  by  written  documents,  (c)  Inacribed.  The  charoctor- 
isticB  of  this  clasa  of  security  are  similar  to  those  of  Registered 
Securities,  except  that  the  holder  receives  no  certificate  of 
ownership.  (See  "Inscribed  Stocks.")  It  is  impossible  within 
the  compass  of  these  notes  to  discuss  the  question  of  In- 
vestmenis  exhaustively  ;  the  following  brief  considerationa  may, 
however,  be  aubmitted  for  consideration,  1,  That  Investments  can- 
not   be  obtained  producing  a  high  rato   of  interest  without   an 
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ohoaeB  stocks  yielding  over  6  per  cent,  per  SDnum  must,  oa  a  general 


rale,  be  prep^^d  t«  face  lome  degree  of  insecurity  aa  regards  the 
— ■     ipaf  invested.      3.  Thai        '    '  .         .   .    ■. 

if  which  yields  a  highe 

a  obtainable  from  the  one  security  is  usually,  i 


principiu  invested.      3.  That,  as  between  any  two  stated  securities 
e  of  which  yields  a  higher  return  than  the  other,  the  increased 


with  the  other  security,  disproportionate  to  the  additional  risk 
involved.  For  the  protection  of  trustees  holding  or  investing  money 
on  behalf  of  other  persons,  the  Tnutes  Aot,  189S,  states  that 
trustees  may,  unless  specially  forbidden  by  the  Trust  Deed,  invest 
money  in  the  following  securities,  and  if  so  doins  they  are  not  to 
be  held  reapunaible  for  any  loss  that  may  be  sustained.  They  may 
also  from  time  to  time  vary  any  such  investments. 

TBUBTBI  ACT,  18SS  (Seotiok  I). 

(a)  Government  Securities,  Public  Funds,  or  Parliunentary  Stocks 
of  the  U.K..  {h)  On  real  or  heritable  securities  in  the  U.K., 
(rf)  Indian  Government  Securities,  and  (e)  Securilios  the 
interest  of  which  is  euaranteed  by  Parliament. 

(e)  Bank  of  England  and  "SamV  of  Ireland  Stocks. 

(/)  Metropolitan  Board  of  Works  Stock,  London  County  Council 
Stoek,  and  Metropolitan  Police  District  Debenture  Stock. 

(^)  Debenture,  rent  charge,  guaranteed  or  preference  stocks 
of  any  railway  in  the  United  Kingdom,  if  the  dividend 
for  the  lost  ten  years  has  been  not  leas  than  3  per  cent. 
per  annum  on  the  ordinary  stock. 

(ft)  Stock  of  any  railway  or  canal  company,  leased  for  not  less 
than  300  yeara  at  a  fixed  rent  to  any  railway  company 
under  {g). 

(i)  Debenture  stock  of  any  Indian  railway,  the  interest  on 
which  is  paid  or  guaranteed,  or  {k)  ouier  stock  on  which 
a,  fixed  or  minimum  dividend  in  sterling  is  guaranteed 
by  the  Indian  Government,  or  upon  the  capital  of  which 
the  interest  is  so  guaranteed. 

(;')  "B"Annuitie8  of  the  Eastern  Bengal,  Gaet  Indian,  and 
Scinde,  Puniaub  and  Delhi  railways,  and  any  like 
annnities,  charged  on  the  revenue  of  India,  also  in 
"D"  Deferred  Annuities  and  "C"  Annuities  of  the 
Elaat  Indian  Railway. 

(J)  Debenture,  guaranteed,  or  preference  stock  of  anv  in- 
corporated water  company  in  Great  Britain  which  bos 
for  the  last  ten  years  paid  a  dividend  of  not  less  than 
S  per  cent,  on  its  ordinary  stock. 

(m)  Mimioipal  stocks  of  towns  of  over  60,000  inhabitants  or 
County  Council  stocks  issued  under  Act  of  Parliament 
or  provisional  order. 

(n)  Water  trust  st^>cks  of  towns  or  compulsory  districts  of 
over  50,000  inhabitants  where  assessment  for  each  of 
the  last  ten  years  has  not  exceeded  80  per  cent.  oE  the 
amount  anthoriied. 

(o)  Stocks  authorized  for  investment  of  funds  under  the  control 
of  High  Courts  of  Justice. 

3  2  sub-section  (1)  permits  the  purchase  at  a  premium  of 
''le  stocks,  but  sub-section  (2)  prohibits  investment  in  those 
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*tock«  otbcnriw  avtiUUe  under  mb-nctiona  (jr),  (■],  {t),  (J)  and  (m) 
of  Mctioii  1  vbidi  »re  lisfale  to  redemption  »t  par  or  other  fixed  rata 
vitbin  15  yean  of  tbe  date  of  porcbaae,  or  which  (tand  at  • 
premium  exceeding  15  per  cent.  aLove  the  redemption  valoe. 

(XUmiAL  ROCZ  ACT,  IWNL 
Section  2  ot  thia  Act  pemiits  a  tnutee  empowered  ander  the 
Tnutee  Act.  1893,  or  the  Trust*  (Scotlaod)  Amendment  Act, 
ISSl,  to  invert  in  any  coloni&l  atock  r^iat«red  in  the  Uuited 
Kingdom  in  accordance  with  tbe  proviaioiu  of  tbe  Colonial 
Stoilc  Acta,  1877  and  1h02,  aa  amended  by  thia  Act,  provided  nch 
Itock*  have  been  notified  io  the  London  and  Edinburgh  GaiMt*  a~ 


For  any  further  information  aboat  Investments  tbe  BDthor 
would  direct  the  attention  of  tbe  student  to  the  first  part  of  A 
Plain  Guide  to  Inxedmail  and  Finance,  bj  T.  E.  Young,  B.A., 
where  the  whole  mibject  it  treated  in  an  able  and  coavincing  manner. 

InfoiM< — A  written  itaUment  rendered  by  a  peraon  parting  with 
goods  by  sale  or  consignment  to  anotJier  pnaon,  giving  the  quanti- 
ties, prices,  and  nature  of  the  good*  in  qneatiim.  A  pro  forma 
invoice  is  for  reference  only,  and  is  employed  (1)  when  goods  are 
sent  oat  "  oa  approbation,  (2)  for  use  in  the  case  of  conagnmeDta 
abroad,  (31  when  dealing  with  the  Customs  authcaitiea. 

iBTOiee  Book.— A  record  of  invoices.  The  name  ia  applied  some- 
what loosely  to  all  of  the  three  following  kind*  of  books  i  1.  The 
Purchases  Journal.  2.  The  guard  book  containing  the  original 
invoices  received  in  respect  of  purchases  of  goods.  3.  The  preta 
copies  of  "sales"  iovoicea. 

I  0  M. — The  rectwnized  contraction  for  "I  owe  yon."    A  written 
acknowledgmfuit  of  a  debt,  containing  no  specified  dat«  for  repay- 
ment, usually  given  as  a  voucher  for,  or  evidence  of,  a  temporary 
loan  for  a  small  amount.     The  following  la  the  cunmon  form — 
To  Mb.  O.  Harris, 
I  0  U 

Ten  pounds. 

Robert  Jamis. 
Auguit  13,  1909. 
An  I  0  U  as  above  requires  no  stamp.  Tbe  name  of  the  creditor 
need  not  appear  on  the  document.  Any  specification  of  a  due  date 
added  to  the  above  form  would  convert  it  into  a  promisaory  note, 
and  would  render  it  inadmissible  a*  evidence  unless  Btami>ed  in  the 
ordinary  way.     An  I  0  U  ia  not  a  negotiable  instrnmeDt. 


Average. ") 

Jol)heri,  stock  jobbers,  dealers  or  merchants  in  stocks  and  sbarea 
on  their  own  acconnC.  Brokers  are  agents  appointed  by  their  clients 
to  deal  in  stocks  for  them  ;  a  broker,  who  isa  member  of  the  London 
Stock  Exchani^e,  upon  receiving  an  order  from  a  client  to  purchase 
stock  buys  it  from  a  Jobber  and  not  from  another  broker. 

Joint  and  BsTeral  Liability.— If  two  persons  are  jointly  liable  foi 
any  particular  debt  or  obligation,  a  plainttET  obt^ing  judgment 
against  any  of  them  for  the  debt  is  precluded  from  subsequent 
action  against  those  not  sued  by  him  at  the  time.     In  the  case  of  a 
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wmnl  lubilitf  all  pei«mii  liable  may  be  saed  individually  and 
in  iDCcesaien.  A  liabiliCj  which  is  joint  and  aevitl  permit*  of 
ftotion  being  taken  against  all  or  any  of  the  joint  debtors  tc^ther  or 
ona  after  aaotber,  and  a  judgment  obtained  againat  one  or  more  of 
tham  does  not  bar  Bubaequent  proceedings  against  the  remainder. 
The  liability  of  ptirtnera  la  a  "joint"  one,  but  they  are  severally 
liable  for  certain  matters  epe«ised  in  the  Partnerahm  Act.  K  g. 
the  mieappticatioii  of  customers'  or  clients'  funds  for  the  firm's 
benefit. 

Jodgiaeat.— The  decision  of  a  competent  ooort  of  law, 

Latin  Monetary  Union. — A  eonvention  formed  in  1866  between 
Belginm,  France,  Italy  and  Switzerland  in  order  to  maintain  the 
"double  standard,"  under  which  gold  and  silver  rank  equally  in 
oommeroial  transactions.     Greece  subsequently  joined  the  union. 

Leatt. — A  grant  of  property  for  life,  or  for  a  term  of  years,  or 
from  year  to  year  from  the  owner  of  property  (the  iMtor)  to  another 
person  (the  leisae}.  The  consideration  is  sometimes  a  yearly  or  other 
periodical  rent,  and  sometimes  a  lump  sum  paid  at  the  commence- 
ment ;  if  the  latter,  the  payment  (the  preminm,  as  it  ia  called)  must 
be  written  oS  in  the  lessee's  books  over  the  period  of  time  for  which 
the  lease  has  been  granted. 

Legacy. — A  gift  of  personal  estate  by  will.  Legacies  are  of  three 
kinds  :  {1)  Specific  (of  a  definite  article),  (2)  General  (a  sum  of  money 
payable  out  of  the  general  estate),  and  (3)  Demonstrative  (payable 
pnmariiy  out  of  a  specific  fund,  or,  on  thelatter's  failure,  out  of  the 
general  estate).  Government  duty  ia  payable  npon  all  legacies. 
The  daty  is  calculated  acoordiug  to  a  scale  of  duties  imposed 
according  to  the  neameis  of  the  relationship  between  the  testator 
and  the  beneficiary.  If  the  estate  is  insufficient  to  pay  in  full  the 
legacies  bequeathed  by  the  will,  the  legacies  are  subject  to  abatement, 
i.  e.  they  rank  pro  rata  for  a  proportionately  smaller  sum. 

Legal  Tender. — The  duly  authorized  medium  of  exchange.  Gold 
and  silver  are  now  practically  universally  adopted  as  the  medium  of 
exchange.  In  Great  Britain  Gold  ia  "legal  tender"  up  to  any 
amount,  Silver  np  to  40s.,  and  Bronze  up  to  Is.*  Bank  of  England 
nat«B  ore  legal  tender  for  alt  sums  for  £5  and  over,  except  at  uid 
by  the  Bank  of  England  and  its  Branches.  Bank  of  Englatul  notes 
are  not  legal  tender  in  Scotland  and  Ireland.  The  money  must  be 
tendered  unconditionally,  and  must  be  actually  produced  when  the 
offer  of  payment  is  made.  The  person  to  whom  legal  tender  is 
offered  oannot  be  compelled  to  give  change. 

Latter  ol  Credit  —  L/C^is  a  request  from  a  banker  to  his  agent  or 
oorreapondent  abroad  autJiorizing  him  to  honour  the  drafts  of  the 
party  who  is  named  in  the  letter  of  credit,  and  undertaking  to  dnly 
meet  such  drafts  when  presented. 

Uabilltj.— An  oblintion.  The  debts  of  a  company  or  trader  ere 
referred  to  as  the  "Liabilities"  of  the  buainess  or  person.  (See 
"Continguit  Liability.") 

Llen.—xhe  right  possessed  by  a  person  who  has  the  posaesaion  of 
another  person's  goods  or  property  to  retain  them  if  the  owner  is 
indebted  to  him  ;  e.g.&  solicitor  has  a  "  Lien  "  upon  a  clieut's  docu- 
ments for  the  amount  of  any  costs  that  may  he  due  to  him.  A 
partionlar  Lian  ia  one  which  attaches  only  to  eome  specific  article ; 
whereaa  a  general  Lien  covers  general  debts  against  which  property 
i*  held  by  way  of  lecnrity. 

■  Also  nvaiory  Notei  foi  any  inunnt. 
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LU»  Aitiiru««.—A  contnct  nberebj,  ia  coniidention  of  a  aeries 
of  periodical  paymenta  termed,  premiiam,  made  by,  of  od  behaU  <A, 
»  peraon  (whoae  life  ia  "  aunred")  to  another  peraoa  termed  the 
"  uunrer."  The  latter  undertakes  to  paj  on  the  death  of  the 
"BHnred"  a  certain  mm  to  the  person  entitled  to  it  under  the 


Limitation  of  Aetloni. — Under  the  variooa  "Btatntea  of  liMita- 
tions  "  persons  entitled  to  enforce  any  claims  against  other  persons 
by  way  of  legal  action  must  bring  their  actions  within  specified 
periods  nf  time,  otherwise  they  lose  tbeir  rights.  For  contracts 
made  verbally,  or  in  writing  under  hand,  and  rights  arising  out  of 
them,  a  period  of  six  years  from  the  time  when  the  right  of  action 
first  arose  is  allowed,  during  which  a  suit  in  reg&rd  to  them  may  be 
commenced.  In  the  case  of  instruments  or  contracts  under  seal,  a 
period  of  twenty  years  is  allowed  from  the  time  when  the  right  of 
aotion  firat  arose,  and  a  period  of  twelve  years  is  preacribed  foi' 
certain  sums  payable  out  of  or  ohorged  upon  land. 

Limited  Company. — A  company  formed  under  the  Compania  (Con- 
toiidaiion)  Aei,  190S,  the  members  of  which  enjoy  limited  liability, 
their  liability  being  limited  to  (1)  the  unoont  unpaid  on  any  shares 
taken  by  them  ("companies  limited  by  shares")  ;  or  (2)  to  the 
amount  they  have  agreed  to  contribute  in  the  event  of  the  company 
being  wound  up  ("company  limited  by  guarantee").  (See  Qiap. 
XVl,  "  Joint  Stock  Companies.") 

Liqnid  Assets.  —Cash,  and  snch  aasetfl  as  can  be  readily  converted 

Liquidator. — A  person  appointed  to  wind  up  or  "liquidate"  the 
affairs  of  a  company  by  converting  all  its  property  into  ready 
money,  paying  off  aU  the  creditors,  and  returning  any  surplus  to 
the  members  of  the  company. 

Lloyl'i. — AnssBociation  of  independent  insurers  originally  located 
at  Lloyd's  Coffee  House.  Tbe  insurances  effected  were  formerly 
almost  entirely  oonfined  to  insurances  on  ships  and  their  cargoes. 
In  modem  times,  however,  the  functions  of  "Lloyd's"  hiive 
broadened,  and  risks  of  all  kinds  are  frequently  undertaken. 
Lloyd's  Begiittr  of  British  Shipping  is  a  complete  and  valnable 
register  of  ships  and  their  classiScation.  Al  denotes  first-class 
vessels  ;  SO  Al  indicates  vessels  of  tower  class  ;  and  10  Al  that  of 
the  lowest  class  registered. 

Lloyd's  Bonds, — A  railwa;y  oompany  may  not  borrow  in  eicess 
of  the  amount  of  the  borrowing  powers  oonlerred  upon  it  by  Parlia- 
ment ;  it  may,  however,  issue  to  contractors  for  work  done  a  form 
of  bond  or  obligation  which  is  very  much  the  same  thing  as  a  deben- 
ture, the  contractors  being  able  to  dispose  of  these  bonds  as  if  they 
were  debentures.  Bonds  of  this  nature  are  termed  "  Lloyd's  Bonds, 
from  the  name  (^  the  coniuel  who  invented  them, 

■anaging  Director. — A  Director  to  whom  special  powers  and 
duties  in  connection  with  the  management  of  a  company's  busi- 
ness have  been  delegated  by  the  b^rd.  The  general  manage- 
ment of  the  whole  concern  is  frequently  vested  in  tlie  Managing 
pirector. 

Hoiiifest.— A  detailed  schedule,  containiDg  the  distinctive  marks 
and  numbers  and  the  names  of  the  consignors  of  all  the  goods  com- 
prising a  ship's  cargo.  This  document  is  prepared  for  delivery  to 
the  Custom  House  authorities  at  the  port  of  destination. 

Varine  luinrooce. — A  contract  whereby  a  person  having  property 
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exposed  to  the  risks  of  transit  bv  sea  can  secure  himself  ajfoinst  loss 
by  paying  a  premium  to  an  insurer,  who  will  compensate  him  for  any 
losa  arising  from  the  perils  inaured  against,  e.  a.  through  shipwreck 
and  the  consequent  loss  of  the  cargo  oi  which  the  insured's  property 
forms  a  part.     (See  also  "  Averages."} 

Xemoiandam  of  Auociation  (of  a  company  incorporated  under 
the  Cmipanies  {C<m»)lidalion)  Act,  1908).— A  document  containing 
certain  prescribed  provisions,  signed  by  the  original  members  of  a 
company  at  the  date  of  its  incorporation.  It  is  registered  with  the 
Registrar  of  Joint  Stock  Companies,  and  forms  the  fundamental 
document  upon  the  terms  of  which  the  company  comes  into  eiiat- 
ence.  In  the  case  ofe.  company  limited  by  shores  the  Memoronduni 
must  contain — I.  The  name  of  the  Compaoy,  including  the  word 
"limited"  as  the  last  urord  thereof.  2.  The  part  of  the  U.K. 
wherein  the  company's  registered  office  is  to  be  sitnated.  3.  The 
objects  for  which  the  company  is  incorporated.  4,  A  statement 
that  the  liability  of  the  members  is  limited.  5.  A  statement  of  the 
authorized  capital  with  which  the  company  is  registered,  Clauses 
1,  2,  4  and  5  are,  in  practice,  moderately  brief,  but  Clause  3  (known 
as  the  "Objects"  Clause)  is  commonly  extremely  lengthy  and 
verhoee.  This  is  due  to  the  fact  that  the  company  is  legally 
restricted  more  or  leas  to  the  objects  set  out  in  ita  Memorandum, 
and  may  not  embark  in  matters  not  covered  by  it ;  hence  the 
ingenuity  of  legal  draftsmen  usually  includes  in  the  objects  clause 
not  only  power  to  carry  on  the  business  for  which  the  company 
is  originaUy  formed,  but  general  powers  to  carry  on  almost  every 
imaginable  class  of  business. 

TSiat  par  of  EmbanBe. — A  term  used  with  reference  ixi  the  com- 
parison of  the  standard  coins  of  two  countries  possessing  different 
systems  of  coinage  to  express  the  relative  weights  (and  the  resultant 
relative  values)  of  the  precious  metal  oontamed  in  the  two  coins 
compared.  The  Mint  par  of  the  gold  currency  of  France,  as  con- 
trasted with  the  gold  currency  of  Great  Britain,  is  approximately 
25'22S,  !.  e.  a  sovereign  contains  an  amount  of  gold  which  would 
realize  25  francs  22  centimes  in  France,  or,  in  other  words,  25,225 
francs  in  gold  currency,  freshly  minted,  would  contain  an  amount 
of  gold  equal  in  value  to  that  contained  in  a  thousand  newly-coined 
sovereigns.  The  Mint  par  of  Exchange  between  two  countries  is 
the  theoretical  point  about  which  the  market  value  of  drafts  and 
cable  transfers  on  either  coontry  ought  to  range,  due  allowance 
being  made  for  any  question  of  interest  involved,  and  in  practice 
this  is,  to  a  large  extent,  the  case  in  normal  circumstances. 

Xinnte  Book.— A  book,  required  by  the  Companiea  {Consotidalvni) 
Ad,  190S,  to  be  kept  by  all  companies  within  the  purview  of  the 
Act.  The  purpose  of  the  book  is  to  record  all  resolutions  and 
proceediugs  of  general  meetings  oC  the  company,  and  all  proceedings 
of  the  directors  or  managers.  The  "  mlnntei "  (i.  e.  the  record  made 
in  this  book)  of  each  meeting  are  commonly  signed  either  by  the 
chairman  of  that  particular  meeting,  or  by  the  chairman  of  the 
next  succeeding  meeting,  and  if  so  signed  they  form  legal  evidence 
of  the  proceedings  they  pnrport  to  record. 

Moiety  (legal).— A  half. 

Money. — A  term   originally  confined  to  coined   metal,   but  now 

applied  generally  to  ony  currency  used  as  the  equivalent  of  coin 

in  commercial  transactions.     The  work  formerly  done   by  coined 

Idoney  is  now  largely  accomplished  hj  means  of  various  credit 

A  A  2  r-  I 
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J,  anch  aa  ohequea  and  bills.  The  fanctiona  of  Mone^ 
are :  1.  To  supply  a  medium  for  the  exchange  of  merchandiM  or 
to  recompense  servjcea  rendered.  2,  The  comment  meMnre  by 
which  the  differing  values  of  goods  are  estimated.  3.  To  furnish 
a  convenient  method  of  enpressing  obiigaUooB,  and  a  method  of 
storing  values.  4,  To  supply  a  convenient  meiuis  of  transmitting 
value  from  one  place  to  another.  Gold  has  now  practically  estab- 
lished its  position  as  the  predominant  standard  of  Money.  Even  in 
those  countries  where  two  metals  are  employed  to  represent  the 
standard  of  value— a  ^^tem  known  as  Bimetallism — gold  is  accorded 
the  leading  place.  The  commercial  area  within  which  loanable 
capital  finds  employment  is  termed  the  Koaey  Market.  Tlta  main 
business  of  the  market  consists  of  the  discounting  of  bills  and  the 
granting  of  short  loans  (1  to  14  days).  Money  is  said  to  be 
"dear'  or  "cheap"  according  as  the  anpply  of  it  is  scarce  or 
abundant,  that  is  to  say,  when  the  amount  of  loanable  capital  avail- 
able is  plentiful  Money  is  cheap  and  vice  versa. 

McrtgssB. — A  security  for  a  debt  created  by  means  of  a  transfer 
to  a  lencler  of  the  ownership  of  property  owned  by  a  borrower. 
Such  transfer  secures  to  the  lender  Che  sum  of  money  advanced, 
together  with  (in  the  majority  of  oases)  the  interest  falling  due 
thereon.  As  a  genera)  rule  the  borrower  remains  in  possession  of 
the  property.  Upon  the  full  satisfaction  of  the  total  amount 
due  under  the  loan  the  interest  of  the  lender  (the  "morWagM")  in 
the  property  pledged  to  him  comes  to  «n  end,  and  the  iail  owner- 
ship reverts  to  the  borrower  who  eiTected  the  pledge  (the  "mort- 
^agOT  ").  B«-tranBfer  of  the  property  pledged  being  an  understood 
proviso  upon  repayment  of  the  debt  in  all  cases.  If,  however, 
the  borrower  fails  to  repay  the  loan  and  interest  within  a  certain 
period  after  it  falls  due,  the  lender  becomes  the  owner  of  the 
mortgaged  property,  and  can  sell  it  to  reimburse  himself  for  the 
loan  made  by  him.  "First"  Mortgages  of  land  and  buildings 
are  commonly  reputed  to  be  a  safe  form  of  investment  in  this 
country,  and  ordinarily  yield  from  B  to  8  per  cent,  intorest  per 
annum,  a  rate  which  is  appreciably  higher  than  that  obtainable 
on  Government  Stocks;  a  "Beeond"  Mortg^e  is  the  subsequent 
Mortgage  of  property  already  subject  to  an  existing  (i.  e. 
"first"  or  "prior")  Mortgage.  It  will  be  obvious  that  a  second 
Mortgage  is  not  so  deairahle  a  form  of  investment  as  a  Urst  Mort- 
gage, and  tlie  rate  of  interest  payable  by  a  borrower  for  a  loan 
secured  in  this  manner  is  always  appreciably  higher  than  that  paid 
upon   the   first    charge.      Bebentures   commonly  contain    clauses 

mortgaging,"  for  the  tienefit  of   the  debenture  holders,  certain 

Eroperty  owned  by  the  company  which  issues  them  :  they  are  then 
nown  as  "Xortgaga  Debentures."  A  company  incorporated 
uhder  the  Cimtpartiea  {CotDolidolion)  Ad,  1908,  must,  if  it  createe 
any  Mortgages  upon  its  property,  or  otherwise  charges  its  assets, 
keep  a  record  of  all  such  charges  in  a  "  Begistei  of  Mor^agM," 
such  Register  being  open  for  the  inspection  of  members  and 
creditors. 

Nsgotiable  Instrament  is  a  docnment,  usually  embodying  an 
acknowledgment  of  debt,  capable  of  transfer  by  mere  delivery. 
Such  documents  change  hands  unaffected  by  any  defect  of  title  on 
the  part  of  the  deliverer,  if  taken  in  exchange  for  value  and  in  good 
faith.  Cheques,  bills  of  exchange,  circuW  notes,  bank  notes, 
promissory  notes,    "  bearer "  scrip,   and  exchequer  bills,   furnish 
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esamplea  of  NogotUble  Instrunients.  The  words,  "  Not  negotiable, " 
are  uaelesa,  from  a  leg&l  point  of  view,  ejccept  when  employed  in 
connection  with  the  croaung  of  &  cheque. 

Bet  (Latin,  nitiduB  ~  clean). — In  iXimmerce  the  tenn  expressea 
the  amount  or  quantity  of  money  or  merchandise  after  alt  deductions 
have  been  made. 

Par. — From  the  Latin  word  meaning  "equal."  In  commercial 
ciiclea  the  word  'n  employed  to  indicate  the  nominal  or  face  value 
of  a  security.  Stocks  quoted  above  the  nominal  value  are  said  to 
be  above  par,  or  conversely  below  par. 

Pari  Pbbiu.— On  an  oqnal  footing. 

Patent  (Patent  Sight).— An  official  document  granting  for  a  term 
of  years  the  exclusive  right  to  the  proceeds  of  an  invention.  These 
rights  are  granted  by  tho  Crown  to  the  inventor  of  a  new  manu- 
facture or  "now  procBSfl."  A  patent  right  continues  (subject  to  the 
payment  of  certain  fees)  for  fourteen  years  from  the  date  of  the 
grant :  there  exists  a  power  to  grant  to  the  patentee  an  extension  of 
Us  patent  for  a  limited  number  of  years  in  excess  of  the  original 
fourteen  years,  but  this  power  ia  only  exercised  in  exceptional  cases. 
Where  patent  rights  form  part  of  the  assets  of  a  trader  or  an  under- 
taking care  must  be  taken  to  see  that  their  original  cost  is  written 
off  over  the  period  for  which  they  exiat. 

Pawn  (or  Pledge). — A  trander  ot  movable  property  made  by  one 
person  (the  pledgor)  to  another  (the  pledgee)  in  order  to  secure  repay- 
ment oE  an  advance  made  by  the  pledgee  to  the  pledgor,  or  to 
secure  the  fulfilment  or  performance  of  some  obligation  to  which 
the  pledgor  is  subject.  The  pledgee  has  the  right  of  selling  the 
property  pledged  if  the  pledgor  faus  to  fulfil  his  obligations  at  the 
appointed  time. 

Payment  fur  houonr  m,pra  protert. — If  a  bill  haa  been  dishonoured 
when  preeented  for  payment,  and  haa  subsequently  been  protested, 


whose  account  it  ia  drawn.     Such  a  payment  ia  Styled  one    ' 
honour  sKjira  protest. " 

Per  cent. — By  the  hundred. 

Peroestage, — A  sum  or  number  signifying  a  ratio  to  "  one  hun- 
dred."   It  ia  frequently  convenient  for  purpo 


dred."  It  ia  frequently  convenient  for  purposes  of  comparison  ti 
reduce  to  a  common  basis  the  varions  items  contained  in  a  given 
financial  or  accounting  statement,  and  the  basis  commonly  taken 
is  uaually  "one  hundred."  In  the  case  of  a  Trading  and  Profit 
and  Loss  Account,  it  is  customary,  in  reducing  tho  accounts  to  a 
percentage  form  for  the  purposes  of  oomparison,to  take  the  amount 
of  the  sales  or  turnover  as  representing  "one  hundred,"  and  to 
work  oat  the  relation  to  the  sales  of  all  the  other  items  contained 
in  the  statement  upon  this  basis.  Every  item  thus  becomes  resolved 
into  its  proportionate  expression  "per  hundred  pounds  of  sales," 
and  it  ia  frequently  found  that  a  statement  expressed  in  this  way 
presents  for  purposes  of  comparison  of  cost  a  clearer  view  of  the 
resulta  attained  than  a  Profit  and  Ijoss  Account  containing  the 
actual  figures.  In  some  cases  it  may  be  preferable  to  take  the  cost 
of  the  goods  as  the  standard  of  comparison.  In  colliery  accounts 
the  cost  per  ton  of  oool  won  ia  the  basis  nsnally  taken. 

Per  Praouratiim  (per  pro)  {By  prooiraiion). — The  words  per  pro 
are  commonly  appended  to  the  signature  of  a  duly  authorized  agent 
when  signing  a  document  on  behalf  of  his  principal,  the  customary 
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form  beiag:  per  pro'  A.  Brownt  C.  Daviest  The  use  of  the 
words  jKr  pro  indicates  that  the  agent  haa  only  a  limited  anthoritj 
to  sign.  The  principal  ia  not  bound  by  the  acta  of  his  agent  if  the 
agent  oieeeda  the  scope  ot  his  authority. 

Psnonal  FrDpeity. — One  of  the  tuo  great  divisions  into  which 
English  law  divides  property,  the  other  being  that  of  "real  pro- 
perty." Eesl  prapsTtj  includes  freehold  houses  and  lands,  and 
the  law  governing  such  property  is,  owing  to  legal  conceptions 
dating  back  almost  to  feudal  times,  different  in  many  respects  from 
that  governing  the  other  class  of  property.  Personal  propeitr  in- 
cludes money,  goods,  leases,  furniture,  and  other  property  of  a 
simitar  nature. 

Flaintiff.-— A  perstm  who  takes  legal  action  against  another  person 
(the  Dofendant). 

P/H  =  Promissory  Note. 

Poliey. — A  document  expressing  the  obligation  of  an  insurer  to 
bear  or  sustain  the  loss  or  the  damage  arising  oat  of  the  risk  under- 
taken by  him,  or  to  pay  a  certain  filed  sum  upon  the  happening  of  a 
specified  event.  Marine,  Life,  and  Sinking  Fund  Policies  may  com- 
monly be  assigned,  but  Fire  Insurance  Policies  are,  as  agenerid  rule, 
non -assignable.  !nie  annual  or  other  periodical  payment  due  under 
the  terms  of  a  Policy  of  insurance  is  called  the  premium. 

Poll.— -An  appeal  to  the  whole  of  the  members  of  a  given  body 
of  persons  in  order  to  ascertain  the  preponderance  of  opinion  among 
them  npon  any  particular  question.  In  the  case  of  general  meetings 
of  joint  stock  companies  the  opinion  of  the  meeting  is  nsuallj^  taken 
by  a  show  of  hands  ;  but  persons  who  may  be  dissatisfied  with  the 
result  of  this  method  of  voting  may  commonly  demand  that  a  "Poll" 
of  all  the  members  of  the  undertaking  shall  be  token.  A  demand  for 
a  Poll  must  be  in  writing,  and  due  notice  should  be  given  to  the 
shareholders  of  the  date  and  place  npon  which  the  Foil  will  be  held. 

Post-dated  Chsqne.— A  cheque  drawn  and  signed  npon  a  day 
antecedent  to  the  date  inserted  in  it.  Post-dated  Cheques  are 
commonly  given  as  acknowledgments  for  loans,  between  parties, 
although  their  execution  amoiuts  to  a  breach  of  the  stamp  laws. 

Postpontd  CreditoTi  (Dsferred  Creditors). — In  bankruptcy  the 
following  creditors'  clnima  are  deferred  orpostponed  until  all  other 
creditors'  claims  have  been  satisfied :  1.  The  lender  of  money  to  the 
bank)-apt  under  a  contract  in  writing  to  the  efisct  that  interest  is  to 
be  paid  on  the  loan  at  a  rate  of  interest  varying  with  the  profits,  or 
that  a  share  of  profits  is  payable  to  the  lender  in  lieu  of  interest. 
{The  object  of  the  contract  in  writing  is  to  offord  proof  that  the 
lender,  although  thns  sharing  in  profits,  is  not  a  partner.)  2.  The 
seller  of  the  goodwill  of  a  business  to  the  bankrupt  in  consideration 
of  a  share  of  profits.  3.  Money  entrusted  by  a  wife  to  a  husband 
for  the  purpose  of  any  business  carried  on  by  him. 

Pnferential  Credtton. — In  bankruptey,  and  also  in  the  winding 
up  of  companies,  the  following  creditors  are  entitled  to  payment  ot 
their  claims  in  priority  to  Ml  other  creditors,  viz.  1.  lUtes  and 
taxes,  subject  t«  certain  stipulations,  for  not  exceeding  one  jrear. 
2.  Clerks'  wanes  for  not  more  thiui  four  months  prior  to  receiving 
order  (or  winding  up),  up  to  £50.  3.  Workmen's  wages,  similarly, 
for  not  more  than  two  months,  and  not  exceeding  £25.  4.  (In 
bankruptcy  only)  Money  held  by  the  bankrupt,  it  an  officer  of  a 
Friendly  Society,  by  virtue  of  his  office.  6.  (In  bankruptcy  only) 
■  Or  "p.p."         t  ThoprinefpBl.  t  Theigent 
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The  aUim  preferred  bj  or  for  an  articled  clerk  to  the  haukmpt  in 

regatd  to  the  Tinexpired  portion  of  any  premium  paid  ty  or  for  him 
to  the  bankrupt. 

Fnminm. — See  "Policy." 

FreMntment  tat  AcBeptants. — The  presentment  of  a  bit!  for 
acceptance  to  the  party  upon  whom  it  is  drawn.  Where  a  bill  is 
payable  "after  eight"  presentment  is  necessary  in  order  to  fix  the 
maturity  of  the  instrument. 

PreM  copy. — A  copy  of  any  document  (written  in  copying  iok), 
obtained  npon  a  sheet  of  tiasue  paper  by  passing  the  docniuent 
itaelf  and  tlie  tissue  paper  throngli  the  copymg  press.  Moat  mer- 
cantile documeats  of  any  importance,  e.g.  tetters,  invoices,  etc.,  are 
pT«SB  copied ;  cheqaes,  bills,  and  documente  drafted  by  lawyers  are 
not  commonly  press  copied. 

Frimag'e  (or  Hat  Xoney)  is  a  gratuity  payable  to  the  master  of  a 
■hip  in  recognition  of  careful  navigation,  etc.  The  term  and  practice 
are  now,  however,  largely  out  of  use. 

FrlTRte  Company. — A  limited  liability  company,  formed  under  the 
Companies  (Consolidation)  Act,  1908,  which  :  1.  Cannot  consist  of 
over  50  meniberB.  2.  Restricts  the  right  to  transfer  its  shares. 
3.  Is  prohibited  from  making  a  publio  insue  of  its  shares.  Such  a 
oompany  may  consist  of  two  or  more  members.  (See  Chap.  XVI, 
"Joint  Stock  Companies.") 

Prolate.— The  official  proof  of  a  will.     (See  "  Administration.") 

Profit. — The  sum  obtained  by  the  employment  of  capital  in  pro- 
ductive enterprise  after  (1)  paying  all  expenses  of  trading  and 
(2)  making  any  necessary  provision  tor  replacing  capital  lost. 

Froflti  prior  to  ineorporatioa.- — If  a  company,  incorporated  at  a 
given  date,  purchases  a  business  as  a  going  concern  as  from  a  date 
prior  to  the  date  of  its  incorporation,  tne  proportion  of  such  profits 
made  prior  to  the  date  of  inccoporation  are  not  profits  available  for 
distribution  as  dividend  to  the  shareholders.  A  company  cannot 
make  profits  prior  to  the  date  at  which  it  comes  into  being,  and  any 
such  accrued  profits  therefore  which  have  been  bought  by  it  should  be 
written  off  the  purchase  price  of  the  goodwill,  or  placed  to  a  capital 
reserve  account,  or  be  otiierwise  set  aside  in  such  a  maimer  that 
they  do  not  snbsequently  become  divided  among  the  members  of  the 
company. 

Promoter. — A  person  who  forms  a  joint  stock  oompany  and 
assists  to  launch  it.  Fromotion  is  not  a  term  of  law  but  of  business, 
and  includes  a  number  of  operatiocs  such  as  framing  the  prospectus, 
procuring  the  underwriting  of  the  shares,  and  ao  on.  A  Promoter 
stands  in  a  fiduciary  relationship  to  the  company  which  he  is 
engaged  in  promoting,  and  may  not  derive  profit  out  of  the  promo- 
tion without  disclosing  it  to  independent  representatives  of  the 
company  itaelf,  and  to  the  public  (if  the  latter  are  asked  to  subscribe 
capital).  The  question  as  to  who  are  and  who  are  not  the  Promoters 
of   any  given  company  depends  mainly  npon  the  facts  of  each 

PioffMCtni. — The  document  issued  by  or  on  behalf  of  u  company 
appeahng  to  the  public  to  subscribe  for  its  shares  or  debentures. 
Various  matters  must  legally  be  disclosed  in  a  Prospectus  in  order 
that  a  prospective  applicant  may  know  the  nature  of  the  concern  in 
which  he  is  investing.  (See  Companies  (Consolidation)  Act,  1908, 
KO.  SI.) 

tWKj. — A  perBon  appointed  to  vote  at  a  meeting  on  behalf  of 
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another  person  who  wonld  liave  been  entitled  to  vot«  if  he  h^ 
been  preeent.  The  inBtnunent  appointing  a  Prcn^  muBt  ocdinBrily 
be  in  writing.  Voting  by  Proijr  is  only  permiBsible  if  allowed  by 
the  regulations  of  the  body  of  which  a  meeting  is  to  be  held. 

Quarter  Sayi   are  aa  follows :   Eitgtmd — March  25  (lady  Dsiy), 
June  24  (Midaummer),  September  29  (Uichaelmaa),  and  December 
"'  IChristmaB),     SoXiond— Febroary  2  (Candlemas),  May  15  (Whit- 
■--'*'•"  ■      id  Nov.     '      ■ 


Sunday),  August  I  (Lammas),  and  November  11  (Marti 

Qnomin.— ^he  minimum  number  of  membera  of  any  given  body 
required  to  be  preeeot  at  any  Btated  meeting  orprooeedinga  in  order 
that  thaacts  done  or  to  be  done  maybe  vtdid.  The  Quorum  requisita 
for  members'  and  directors'  meetings  of  bodies  or  companies  is 
usually  prescribed  by /the  regnUtions  of  the  particular  undertaking. 
Sate  of  Eicbange. — The  price,  in  the  money  of  one  country,  of 
the  money  of  another  country.  In  this  eonolry  the  currencies  of 
other  countries  are  quoted  in  one  of  two  wavs.  1.  The  price  of  a 
unit  of  the  foreign  currency  {e.  g.  one  U.S.  dollar)  is  quoted  in 
Briti8honrTeooy(fi.3.4&lrf.to6(M.  per  U.S.  dollar). 


;s  of  foreign  ciurency  are  quoted  which  will  be  given  i; 
nonge  for  one  pound  sterling,  e.  g.  "  25*22  francs  "  may  be  oi 
s  the  equivalent  of  £1.     The  currency  of  Germany  and  tl 


IS  belonging  to  the  latin  Unioa  are  quoted  on  the  London  money 
market  at  a  rate  which  eipreBBes  the  amount  of  foreign  currency 
obtainable  for  £1,  «.  ?.  18050  German  marts,  50-75  francs  [French, 
Belgian,  or  Swiss),  70  40  Italian  lire.  The  U.S.  and  Canadian  cur- 
rencies, on  the  other  band,  are  quoted  in  both  the  above  ways,  e.g.SOd. 
per  doUar,  or  four  dollars  per  £1.  Buisian  currency  was  quoted, 
in  pre-war  days,  aa  so  many  pence  per  rouble  («.  g.  2+iii. )  or  so 
many  roubles  for  £10(e.  (f.  9850).  Dutch  currency,  and  those  of 
Scandinavia  and  )>enmark,  are  quoted  at  to  many  Ihitch  gnlden  or 
Norwegian,  Swedish,  or  Danish  kroner  to  the  £1  (see  pp.  686-6BS). 

Aaw  material. — The  commodities  obtained  (frequently  in  bulk)  in 
an  unadapted  condition,  for  use  in  the  manufacture  of  "  finished  " 
articles. 

Beal"Eitate"  or  "Property." — Lands,  whether  of  freehold  or 
copyhold  tenure,  including  the  buildings  thereon.  (See  "Personal 
Property.") 

Besliied  Proflti. —Profits  which  have  been  converted  into  cash  ia 
hand,  or  otherwise  reduced  to  a  tangible  form,  ExampU. — If 
investments  appreciate  in  value  over  and  above  their  original  cost 
the  amount  of  such  appreciation  is  an  "  unrealized  "  profit  until  the 
investmenta  are  sold,  when  it  becomes  a  "realized"  profit.  It  is 
usually  unwise  for  a  company  to  pay  dividends  out  of  unrealized 
profits ;  it  is  generally  advisable  to  postpone  the  distribution  of 
profits  of  this  nature  nntil  such  time  as  tbey  have  been  realized. 

Sebate. — An  allowance  ;  in  banking  an  allowance  of  interest  (or 
discount)  made  to  the  party  liable  upon  a  bill  previously  discounted 
with  a  banker,  upon  the  payment  of  the  bill  before  its  maturity  by 
the  party  liable  upon  it. 

Beeeipt. — See  "Voucher." 

Beceiver. — A  person  appointed  by  the  Court  in  an  acticm,  or  by 
mortgagees  in  various  cases  to  take  poaseseion  of  property,  either 
for  its  preservation,  or  to  collect  the  revenue  arising  fnnn  it. 

BeowjeiliationflUtemeat— See  Chapter  IV,  "The  Caah  Book." 

Seooastraetiott. — A  financial  term  expressing  the  reorganization  or 
Beooostructiou  of  a  joint  stock  company,    i.  oompoDy  bequeatly 
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desires  to  obtain  freah  fnnda  from  its  membera,  but,  owing  to  the 
fact  that  the  shares  of  the  companj  ore  fully  paid  it  is  found  to  be 
impoaaible  to  impoae  an  assessment  upon  itk  members  directly.  In 
audi  a  OBMB  a.  Reconstruction  usually  ensues  upon  the  following 
lines  :  1.  That  the  existing  company  shall  sell  its  undertaking  to  a 
new  company  in  exchange  for  «,  given  number  of  partly  paid-up 
ehftres  in  the  new  company,  e.  g.  £1  iharea  ercdited  as  lis.  6d,  paid. 
2.  That  such  partly-paid-up  aharea  in  the  new  company  shall  be 
distributed  by  the  old  company  pro  rata  among  its  members. 
Members  accepting  these  new  shares  in  exchoDge  for  their  holdings 
in  the  old  company  naturally  become  liable  to  pay  up  the  liability 
tm  them  («.  g.  the  2>.  6d,  per  share  unpaid  in  the  case  of  the  £1 
ehare  credited  as  17s.  9d.  per  share  mentioned  in  the  preceding 
paragraph).  3.  Members  who  are  unwilling  to  pay  the  newly- 
impwed  liability  can  refuse  to  accept  the  shares,  and  can  serve  a 
notice  of  dissent  upon  the  company,  requiring,  either  that  the 
scheme  shall  not  proceed,  or  that  theic  interest  in  the  old  company 
shall  be  redeemed.  In  practice  it  usually  happens  that  the  majority 
of  companies  which  are  ansnccesaful  prior  to  their  reconstruction  are 
equally  unsuoeessful  afterwards  ;  tha  additioiml  capital  afforded  by 
a  Reconstruction  being  usually  inadequate.  The  right  of  "  dieaent 
attaches  indefeaaibly  to  the  holder  of  shares  in  a  company  which  ia 
about  to  be  rsconatructed,  but  its  product,  in  the  way  of  the  price 
paid  by  the  company  to  the  diasentient  for  his  interest  is  fre- 
quently insignificant ;  a  farthing  a  share  is  not  an  unconunon  price 
in  many  cases. 

BenordBook. — The  minute  book  kept  by  a  trustee  in  bankruptcy 
prooeedingB,  or  by  the  liquidator  in  a  compulsory  winding  up  of  a 
limited  company. 

BetBiee  in  Case  of  ITssd. — The  drawer  of  a  bill  of  exchange  and 
any  indorser  may  insert  thereon  the  name  of  a  person  who,  if  the 
bill  be  dishonoured,  will  protect  or  pay  it  for  the  honour  and  on 
behoU  of  the  person  inserting  the  referee's  name.  Such  a  person  is 
termed  a  "Referee  in  Case  of  Need." 

Bspitsrod  Offioe  (of  a  company).^ Even'  company  incorporated 
under  the  Cempania  {OoKsolidaiitm)  Ad,  190S,  is  obUged  to  have  a 
"ledstered  omce,"  the  situation  of  which  most  be  notified  to  the 
Registrar  o(  Joint  Stock  Companies. 

Bemittauoe.— The  sending  of  money  ;  also  applied  to  the  sum  of 
money  which  is  sent  or  ' '  remitted. " 

Beserre  liabUity. — A  limited  company  may  resolve  that  any  por- 
tion of  the  uncalled  liability  on  its  shares  shall  only  be  capable  of 
beingcalled  up  in  the  event  of  the  company  being  wound  up.  Such 
"  Reserved  Liability  "  then  becomes  incapable  of  Ming  dealt  with  or 
mortgaged  by  the  company  during  its  life,  and  is  premrved  for  the 
benefit  of  tbe  creditors  generally  in  the  event  of  the  company  being 
subsequently  wound  up.  Many  leading  banks  have  so  resolved  to 
"  reserve  "  portions  of  their  nncalled  capital,  the  amount  of  which 
ia  usnaUy  proportionately  large  in  comparison  with  the  paid-up 

BnpM.~The  standard  silver  coin  of  British  India.  The  Riipee 
weighs  180  grains  (165  gs.  fine  silver  and  15  gs.  of  alloy).  The 
present  exchange  value  of  the  Rupee  is  about  10  to  the  £1,  i.e. 
more  than  its  official  value.  The  contraction  Rx.  ia  used  to  denote 
lORupeea,  a  "I*e"of  Rupees  =  100,000,  and  a  '■Crors^of  Rupee* 
^lOOlaos.     A  Rupee  consists  of  16auoas,  64  pice,  or  102  pie. 
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COURSE  OF   EXCHANGE. 

LO^DOA',  May  19,  1914. 
The  following   are  two  gpecimen   t&ble« — one  pre-war  and  the 
other  poBt-'war — of  the  rates  qaoted  iu  London  for  bills  or  cheques 
payable  at  the  places  mentioned ; — 


Paris,  cheques 

Mar»eiltes,  3  moe. . 
Switzerland,  3  moc 
Austria,  3  mos. 
St.  Pet'g  and  Moscow,  3 
Genoa,  3  moe. 
New  York,  60  days 
Madrid,  3  mos. 
Lisbon,  3  mos. 
Oporto,  3  mos. 
Copenhagen,  3  moe. 


20  66 
•20.66 
•25.171 
-25.35 

■25.36i 

25.421 

24.36 

24i 

25.58} 

48ft 

44t', 


25.40 
25.4IJ 

25.47i 
24.40 


SI 


Kronen  and  heller  to  £1 
Penca  to  one  rouble 
Lire  and  cents  to  £1 


July  3,  1919. 

Amiterdam,  cable , 

11.78i 

11,801 

Florins  and  cents  to  £1 

Belgium,  cable       .         . 
Pam,  cable   .        . 

30.92 

31.02 

29  SO 

29.90 

„     3roo8. 

30.21 

30.31 

30.  SI 

30.31 

Athens,  cable         .         . 

24.30 

24.40 

Drachmas  to  the  £1 

Switzerland,  cable 

24.90 

25.00 

Fi«nc8  and  centimes  to  £1 

25.30 

25.40 

Helamgfore,  cable.'       '. 

56.50 

67.50 

Finnish  marhs  to  £1 

Genoa,  cable .         .       ■ . 

35.80 

36.20 

Lire  and  cents  to  £1 

Rio  de  Janeiro,  cable    . 

14i 

14i 

Pence  to  one  milreis 

Spain,  cable  . 

22.98 

23.08 

Pesetas  and  cents  to  f  1 

„      3  mos. 

50 

^ 

Pence  to  five  pesetas 

Lisbon  and  Oporto,  cable 

30i 

19.55 

19.65 

Kroner  and  ore  to  £1 

Christiania,  cable . 

18.40 

18.50 

Stockholm,  cable  . 

17.93 

18.03 

50i 

611 

Pence  to  rae  dollar 

p:h»Google 
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BaJvags. — Compensation  to  thoxe  who  have  b;  their  exettions 
■sved  a  abip  or  cargo  from  maritime  perils.  The  term  is  alao  used 
to  denote  the  things  bo  "  salved  "  or  "  saTsd." 

Bunple.— A  smaU  quantity  of  giKnls  or  articles  submitted  by  a 
seller  to  a  poesible  or  prospective  purchaser  in  order  that  the  latter 
may  have  koowledge  of  the  nature  of  the  good*  or  articles  offered 
for  sale. 

Sans  B«i)Olira.^A  phrase  which  the  indorser  of  a  bill  may  append 
to  hig  iodorHemeot ;  if  added,  it  sufGcea  to  discharge  the  bill  {i.  e.  to 
iDake  it  negottahle],  hot  if  the  bill  is  dishonoured  the  indorser 
"Sans  Recours"  cannot  he  sued  apon  it  persoDally  as  is  the  case  ' 
with  an  ordinary  indorser. 

Scrip. — A  term  used,  often  somewhat  loosely,  to  denote  certificates 
repcesenting  investmentB.  In  Great  Britain  nearly  all  seouritiea 
are  either insoribed  or  registered.  In  America  and  on  the  continent 
"  hearer  "  bonds  and  shares  are  almost  universal.  (See  Chap.  XVI, 
"  Joint  Stock  Companies.") 

Seal. — A  company  incorporated  under  the  Companiei  {CoTUOlida' 
lion)  Act,  1908,  must  possess  a  common  Seal,  and  this  is  character- 
istic of  almost  all  inoorporated  companies.  The  common  Seal  is  the 
official  signature  of  the  company  ;  it  is  entmBted  to  the  directors, 
and  when  afBxed  to  a  document  it  is  usually  attested  hy  the  signa- 
tures of  the  directors  (or  a  prescribed  number  of  them)  present 
when  it  was  affixed.  Two  or  three  locks  are  usually  afGied  to  the 
Seal  of  a  company,  the  key  of  one  of  which  is  retained  by  the 
secretary  of  the  company,  and  the  others  remain  in  the  possession  of 
those  directors  who  ar«detailed  for  the  purpose.  A  document  sealed 
•ud delivered  bv  s^  iTuHvidval  is  iu  law  termed  a  "  deed"  ;  it  is  the 
highest  form  of  written  document  known  to  English  law.  A  docu- 
ment to  which  a  company's  Bet,\  is  affixed  usually  amounts  in  law  to  a 
deed,  but  not  in  every  case. 

Seal  Better. — A  book,  frequently  kept  by  companies,  recording 
brief*  details  of  the  documents  to  whieb  the  common  seal  of  the 
company  has  been  attached. 

Seonrities.— A  term  nsed  to  denote  investments  or  the  daoumente 
representing  them. 

Set-oC — A  counter  claim. 

Share  Warrant!  to  Bearer. ^Share  certificates  issued  by  a  com- 
pany stating  that  the  bearer  of  them  is  entitled  to  a  stated  nnniber 
of  shares  in  the  company's  capital.  They  pass  from  hand  to  hand 
without  registration,  or  the  need  of  any  transfer  deed,  and  are  to 
this  extent  convenient ;  an  the  other  hand,  they  cannot  be  replaced 
if  lost,  and  they  require  to  be  stamped  ^vith  stamp  duty  on  three 
times  the  nominal  value  of  the  stoct  The  opportunities  they  offer 
for  misuse  for  fraudulent  purposes  are  also  considerably  greater 
than  is  the  case  with  registered  certificates. 

Ship — The  ownership  of  a  British  Ship  is  by  custom  divided  into 
6*  equal  "shares,"  any  number  of  which  may  be  hold  by  a  particular 

Biaple  Contract.— An  agreement  made  by  word  of  mouth  or 
embodied  in  a  writing  which  is  not  under  seal  (i.  e.  not  a  "deed"), 
A  contract  or  agreement  of  this  descripUon  requires  cousideratioo 
to  support  it.  but,  if  consideration  be  present,  it  is  legally  valid- 
Certain  specified  forms  of  Simple  Contract  require  to  be  embodied  in 
writing,  or  to  be  signed  hy  (me  or  more  of  the  parties  to  them,  but, 
^«rt  &>m  these  special  requiremeuta,  "  Simple"  Contracts  may  bo 
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either  verbal  or  nritt«n.  The  phraM  "parol  contnuitf"  U  oftea 
luedos  a  eubatitute  for  "  Simple  CoDtracta,"  and  has  the  same  aigni- 
ficance  ;   it  doea  not  refer  (aa  the  word  ' '  iiarol  "  would  anggeat) 


SlnUag  Fond  (commerciaU^). — A  anm  set  oaide  periodically  out 
of  the  profile  of  a  concera,  and  invented  outaide  the  bnaineEt,  in 
order  to  accumalate  a  certain  sum  at  a  given  date  for  aome  specified 
parpose,  e.  g,  the  redemptioD  of  debentures.  The  interest  ariBing 
out  of  the  Sinking  Fund  inveatmenU  ia  itself  periodically'  reinvested 
and  allowed  to  accumulate  with  the  periodical  contributionii  of  prin- 
cipaL  With  regard  to  the  borrowinaa  of  States  and  MnuicipaUtiea 
the  phrase  "Sinking  Fund"  is  appUed  to  the  periodical  amounta 
applied  either  in  paying  off  jiorlious  of  the  loan  or  in  the  purchase 
(ti>r  the  purpose  of  caocellation]  of  the  bonda  or  stock  in  the  open 
market,  thereby  gradually  extinguiahing  the  indehtedaees. 

Blip. — A  roemorandum  employed  in  marine  insurance,  iaaued  by 
the  underwriter,  setting  forth  briefiy  the  terms  of  the  formal  policy 
which  is  in  oonrse  of  preparation. 

Bpaeialty. — A  contract  by  deed.     (See  "Deed,") 

Statement. — An  account  rendered  at  stated  intervals.  The  dates, 
particulars,  and  amounta  of  all  gooda  delivered  to  the  recipient  of 
the  Statement  since  the  dat«  of  the  laat  settlement  are  set  oat, 
together  with  any  credits  which  may  have  accrued.  The  balance 
of  the  Statenjeot  shows  the  net  amount  due  to  date. 

Statntei  of  Limitation,— A  aeries  of  Acta,  dating  back  to  early 
days,  wherein  the  period  within  which  actions  may  be  brought  are 
fixed,     (See  "Umitation  of  Actions.") 

Stoeka. — See  "Investments." 

stoppage  in  tranalto.— An  unpaid  seller  of  goods  has  the  right  to 
riop  them  in  transit,  and  to  retain  possession  of  them  until  they  are 

Kid  for.  Goods  are  deemed  to  be  in  transit  until  auch  time  as  the 
yer  or  hia  agent  has  actually  taken  posaession  o(  them.  The 
right  does  not  exist  except  in  casM  of  insolvency. 

8nbjHBna.^An  order  issued  by  a  compet«nt  court  directing  the 
attendance  of  any  specified  peraon  before  the  court,  usually  for 
the  purpose  of  giving  evidence. 

Surety. — One  who  becojoes  "  bond  "  or  ;*  guarantee  "  for  another. 

Surrender  Value.  — The  amount  which  will  be  paid  by  an  insurance 
company  upon  the  sunoudor  to  it  (for  cancelation)  of  a  policy 
Issued  by  it.  The  regulations  regarding  the  Surrender  Value  of  a 
given  policy  are  frequently  contained  in  the  policy  itself.  In  tbe 
case  of  life  policies  the  Surrender  Value  is  commonly  small,  being 
frequently  about  one-third  of  the  total  amount  of  the  premiums 
paid  upon  it,  plus  the  cash  value  of  any  bonus  additions  should  the 
policy  be  a  "with  profit  "  one.  Life  Policies  can  usually  be  sold  by 
auction  for  slightly  more  than  their  Surrender  Value.  In  arriving 
at  the  Surrender  Value  of  a  life  policy  the  usual  practice  of  the  British 
companies  is  to  strike  one-third  off  the  reserve  value.  These 
reaerves  are  usually  calculated  upon  a  3  per  cent,  basis,  whereas, 
in  the  open  market,  reversions  approximate  more  nearly  to  valna- 
tiona  baaed  upon  4  to  5  per  cent,  mterest,  as  a  general  nUe.  In  the 
majority  of  cases  no  policy  of  life  insurance  carries  any  Surrendei 
Value  until  the  premiums  for  three  complete  yean  have  been  paid. 
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Talon. —The  ticket  or  certificate  attached  to  a  bond  entitlioK  the 
holder  of  it  to  a  further  supply  of  interest  coupona  when  thoae 
originally  provided  have  all  matured.     (See  "Coupon.") 

Tare. -See  Chap.  XIV. 

Taxation  of  Billi  of  CosUi  (Legally). — The  examination  hy  officers 
of  the  law  conrta  of  the  Bills  of  coata  rendered  by  Holicitors  to 
their  clients  or  to  their  opponents  in  litigation.  The  "  Taxing 
l(a*t«r"  (as  the  officer  la  called)  has  authority  to  disallow  improper 
or  incorrect  charges. 

Term*  of  Bale  or  Payment  employed  by  traders  are  frequently 
expressed  or  contracted  as  follows  :  C.  I.  F.  =  cost,  insurance  and 
freight  (meaning  that  the  price  quoted  includes  insurance  and 
freight  charges)  ;  .  C,  0  fl.  =  Cash  on  Delivery  ;  F.  A.  S.  =  free 
alongside  the  ship  ;  F.  0.  B.  =  free  on  board  the  ship ;  Prontpt 
Cask  means  variouely  from  1  to  5  days  credit ;  5  per  cent,  witkin 
1  monlk  indicates  that  if  paid  withm  one  month  a  discount  of 
6  per  cent,  will  be  allowed. 

TBrtator.-See"Will," 

Tontilie. — -An  annuity  with  benefit  of  survivorship  among  the 
siihecrihera  or  nominees.     Not  now  met  with  in  this  country. 

Treaioiy  Bills. — Bills,  neually  payable  at  three  or  six  months 
after  their  date,  sold  by  the  Treosnry,  usually  by  tender,  in  order 
to  raise  funds  temporarily  for  the  Government.  They  bear  no 
interest,  but  are  isaaed  at  a  discount.     (See  Note  B,  p.  201.) 

Trnit,  Tnutee. — Where  a  person  holds  the  ownership  of  property 
on  behalf  of  another  person  the  property  is  said  to  be  held  "in 
trust,"  and  the  holder  of  property  ''in  trust"  is  termed  a 
"TruBlee." 

Tomow. — A  trader's  total  sales  for  a  given  period. 

Tonoher. — A  written  acknowledgment  or  "receipt"  for  money 
paid ;  any  documentary  evidence  put  forward  to  support  the 
accuracy  of  accounts.  A  voncher  for  an  account  of  £2  and  over 
reqnires  a  penny  stamp,  which  must  be  cancelled. 

Warranty.  ^A  guarantee  or  a  stipulation  in  a  contract. 

Waste  Book. — A  rougli  memorandum  book  in  which,  formerly,  a 
trader's  transactions  were  entered  as  they  took  place  ;  the  "Joumed" 
was  written  up  from  the  information  afforded  by  the  Waste  Book. 
The  book  is  scarcely  ever  met  with  now-a-dajs  eicept  in  old-fashioned 
text-books.  In  bonks,  at  the  present  day,  the  books  in  which  the 
cashiers'  receipts  are  classified  for  collection  purposes  {e.g.  ' '  town 
cheques,"  "country  cheques,"  etc.)  are  sometimes  termed  Wute 
book* ;  they  are  usually  written  up  by  clerks  seated  behind  the 
receiving  cashiers. 

WatsNd  Stock. — A  phrase  signifying  the  creation  and  issue  of 
additional  s:tock  by  a  body  which  has  already  made  issues  of  stock 
for  cash,  the  additional  stock  being  issned  without  any  additional 

regard  to  the 
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the  Ledger,  preparing;  Tradina;  and  Profit  and  Lobb  Accounts,  s 
a.  Balance  Sheet  on  their  concIuBion.  TTanaaelitms  of  Herbert  Myers. 
1910,  Sept.  1,  Btarted  biuiaeas  with  caab  £30;  S^t,  2,  paid  cash 
for  goods  purchased  at  an  auction  £30  ;  Sept.  6,  bought  from 
Brown  &  Co.  goods  on  credit  £60 ;  Sept.  7,  eold  goods  for  cash 
£25 ;  Sept.  8,  pud  expensea  in  cash  £5 ;  Sept.  9,  sold  goods  to 
Rogers  &  Co.  on  credit  £50  ;  Sept.  11,  received  from  Rogers  Jc  Co. 
cash  on  account  £40.  NoU :  Stock  of  goods  in  hand  at  S^t.  II, 
1010,  was  valued  at  £40.— .insicer.  Net  Profit  £20;  Final  Capital 
£70. 

Ezeroiie  Ir,  — Enter  the  following  transactions  in  a  Ledger,  pre- 
paring Trading  and  Profit  and  Loss  Accounts,  and  a  Balance  Sheet 
at  their  conclusion.  Transactions  of  A.  Mila.  1910.  Oct.  I ,  started 
buainesa  with  cash  £50,  stock  of  goods  £100,  and  owing  to 
Holmes  Bros.  £45  ;  Oct.  3,  bought  from  Holmes  Bros,  goods  on 
credit  £30 ;  Oct.  4,  sold  for  cash  goods  £45  ;  Oct.  5,  paid  in  cash 
salaries  £5.  office  ejtpeDses  £3  I0>.  ;  Oct.  6,  sold  to  Ray  &  Hill  on 
cre>lit  goods  £60  ;  Oct.  10,  bought  goods  for  cash  £10  ;  Oct.  II, 
receivMl  from  Ra;  K  Hill  in  cash  £60 ;  Oct.  12,  paid  to  Holmes 
Bros,  on  account  cash  £S0.  tfote ;  the  stock  of  goods  in  hand  on 
Oct.  12,  1910,  was  valued  at  £m.— Answer.  Net  Profit  £16  lOa. ; 
Final  Capital  £121  10s. 

EzsreiM  lo, — Enter  the  following  transactions  in  a  Ledger, 
preparing  therefrom  a  Trial  Balance,  a  Trading  Account,  a  Profit 
ancT  Loss  Account,  aud  a  Balance  Sheet.  The  trcauadimu  o/  Charles 
BMiiis  iioi-e  as  follows ; — 1911.  Jan.  2,  started  in  business  as  a 
sugar  merchant  with  £500  cash  ;  Jau.  3,  bought  a  couaignment  of 
sugar  from  Roy  i  Co,  on  credit  £550,  paid  them  in  cash  on 
account  £275;  Jan.  6,  paid  in  cash  sundry  office  expenses  £10; 
Jan.  9,  sold  lialf  the  sugar  bought  from  Roj  k  Co.  on  Jan.  3  at 
auction  for  £305  cash  ;  Jan,  10,  sold  the  remainder  ot  the  sugar 
bought  from  Boy  &  Co.  to  Charles  Hay  on  credit  for  £325 ; 
received  from  C.  Ha.y  £175  cash  on  account;  Jan.  14,  paid, 
in  cash,  landing  and  warehouse  charges  on  the  sugar  bought  from 
Roy  k  Co.  £15  ;  Jan.  18,  paid  Boj  k  Co.  balance  dne  to  them 
£275.— -Jjwioer.  Net  Profit  £55 ;  Final  Capital  £5S5. 

Ezeroiie  Is, — Enter  the  following  transactions  in  a  Ledger, 
preparing  Trading  and  Profit  and  Loss  Accooats,  and  a  Balance 
Sheet  at  their  conclusion.  Transactions  of  John  Wild.  1910. 
Nov.  1,  started  in  business  as  a  cycle  dealer  ;  Nov.  2,  bought  on 
credit  from  the  Everwear  Manufacturing  Co.  Ltd.,  10  "Exprea" 
bicycles  at  £5  10s.  each ;  Nov.  3,  sold  for  cash  1  Express  bicycle 
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£Q  IS).  M ;  Not.  4,  sold  to  R.  Hay  on  credit  3  Exprea*  biojclea 
at  £1  7a.  enoh  ;  Nov.  5,  sold  for  cash  2  Eipress  bicycles  at 
£6  IS*.  6iJ.  each  ;  Not.  7,  paid  caah  foe  expenses  £2  13j.  ;  Nov.  B, 
paid  cash  for  advertieement  in  local  paper  £1  ;  Nov.  9,  sold  to  W. 
Jdear  on  credit  3  Ejipress  bicycles  at  £7  each  :  Nov.  10,  received 
cash  from  'R.  Hay  £14  149.  ;  Nov.  11,  received  ca^h  from  W.  Mear 
on  account  £15 ;  Nov.  12,  paid  the  Everwear  Mfg.  Co.  Ltd.  ca£h 
on  account  £25.  A'oie;  Value  the  2  bicycles  remaining  on  hand  on 
Nov.  12,  1910.  at  cost  price,  viz.  £6  10s.  each.— .rfnmcer.  Net  Profit 
£S  Hi.  6d. ;  Final  Capital  £8  149.  6d. 

CHAPTER  in 
Eserciia  3b. — From  the  following   Balance  Sheet  open  a  sew 

December  31,  1906. 


Cash 
Bank 
T.  WelU   \  Sundry  . 


J.  Frost  1  B„„j„ 
T.  Wileon  L!^fj„ 
R.  Ford  J  Creditors 
Capital     . 


£945 


£945 


{AuelionMri'  InatUuU  of  the  U.K. ,-  J-relimiiuiTy,  1907.) 
Exeioiie  8f.— From  the  following  traosaetioiiB  make  out  F,  Pear- 
flon's  account :— 1906.  Oct.  1, 1  owe  F.  Pearson  £257  ;  Oct,  4, 1  pay 
£200  ;  Oct.  5,  he  sella  me  goods  £43  ;  Oct.  7,  1  sell  him  goods  £38  ; 
Oct.  10,  I  buy  goods  of  bim  £71  ;  Oct.  14,  he  buys  goods  of  me 
£62;  Oct.  16,  be  sells  me  goods  £29;  Oct.  17.  he  returns  goods 
£6  ;  Oct,  25.  I  buy  goods  of  him  £96  ;  Oct,  27. 1  sell  goods  to  him 
£400  ;  Oct.  28,  he  pays  me  cash  £150  ;  I  receive  bill  from  him  {credit 
F.  Fearaon)  £250  ;  Oct.  31,  he  boys  goods  of  me  £18.  {Audiomsre' 
Institvtii^  the  U.K.;  FixHminary,  1907.) — Aneieir,  Credit  Balance 
of  Acconnt  £184. 

Exercise  3o,— On  Deo,  ],  1905,  H.  Lloyd  commenced  business 
with  a  capital  of  £500  in  cash.  On  this  date  be  paid  the  following 
sums ;— Shop  fiitings  £50,  purchase  of  goods  £200,  one  qaarter's 
rent  in  advance  £20.  Open  the  necessary  Ledger  accounts  to 
record  the  above ;  post  the  following  transactions  direct  (o  the 
.  Ledger ;  balance  the  accounts  as  on  December  31,  1905.  aud  bring 
down  the  balances :— 1905.  Deo.  2,  sold  goods  to  W.  Hunt  £140  ; 
Dec.  4,  purchased  goods  from  R.  Johnson  £20  ;  Dec,  II,  purchased 
goods  from  H.  Hall  £150;  Dec.  16,  sold  goods  to  E.  Jones  for 
cash  £20  ;  Deo.  20,  sold  goods  to  W.  Silver  £50  ;  Dee.  21,  received 
from  W.  Hunt  cash  on  aoeonnt  £10  ;  Dec.  22,  paid  R.  Johnson's 
acoonnt,  less  5  per  cent,  discount.  {Royal  Society  of  AHs ; 
Elementary.  1906. )— ..Jnmcer.  Cash  Balance  £241;  Credit  Pur- 
chases £170 ;  Credit  Sales  £190. 

Bsereise  8h. — Enter  the  following  transactions  in  Charles  Harris's 
Ledger,  and  prepare  a  Trial  Balance  upon  their  completion :— 1910, 

GiKwIe 
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D«c.  1,  itarted  in  bnaineas  u  a  motor  car  dealer  with  £500  caih ; 
Dec,  2,  bought  from  Grem^Lnd  eC  RouB«eIet  one  "Qloria"  30  h.p. 
No.  35o  car  on  credit  lor  £60o  ;  Dec.  3,  sold  to  R.  Stevens  one 
"Gloria"  30  h.p.  car  for  cash  £650  ;  Dec.  6,  paid  in  cash  freight, 
shipping,  and  landtne  charges  on  "Gloria  car  £6  ISi.  id.  ; 
Dec.  7,  paid  Gremana  et  Rousselet  cash  £605  ;  Dec  9,  bought 
from  Holmes  it.  Raebam,  Ltd.,  two  20  h.p.  No.  18  cars  on 
credit  at  £325  each ;  Dec.  ID,  sold  to  Sir  O.  Glendower  one 
"  Holmes  &  Raebum  "  30  h.p.  No.  18  car  for  cash  £375.  Dec.  12, 
sold  to  Mrs.  CUode  Crawley  one  "Holmes  it  R*ehurn"  20  h.p. 
No.  IS  car  on  credit  £39U  ;  Dec.  13,  Paid  Holmes  k  Baebura 
cash  £325  ;  Dec.  16,  paid  in  cash  freight,  shipping,  and  landing 
charges  on  two  "Holmes  k  Raebum"  care  £12  St.  Srf.  ;  Dec  20, 
paid  in  cash  expenses  £.5.—J7au:er.  Trial  Balance  Totals  £2310. 

Ezerolie  8i.— On  Sept  I,  1910,  I  had  cash  at  the  Bank  £1,200, 
and  C.  Jones  owed  me  £S00,  my  capital  being  thus  £2,000.  On 
Sept.  2  I  bought  from  Hall  Bros,  a  qnuntity  of  iron  ore  for 
£3,500,  less  10  per  cent.  Trade  Disconnt,  paying  them  £1,000  by 
cheque  on  account ;  on  Sept.  3  I  paid  by  cheque  landing  and 
storage  charges  on  the  iron  ore  £65,  and  the  same  day  I  sold 
half  the  ore  for  £1,850  by  auction,  receiving  a  cheque  for  that 
amount  and  banking  it.  On  Sept.  6  I  sold  a  fnrtlier  quantity  of 
iron  ore  to  Jebb  k  Co.  for  £1,200.  less  10  per  cent.  Trade  Discount, 
and  5  per  cent.  Discount  for  cash,  Jebb  k  Co.  handing  m'j  their 
cheque  the  same  Aa.j  ;  this  cheque  was  paid  by  me  into  my  bank. 
On  Sept.  8 1  sold  the  remainder  of  the  iron  ore  to  Wild  &  Co.  for 
£1,000,  less  7\  per  cent.  Trade  Disconnt,  payment  for  same  to  be 
made  one  mouth  after  delivery  :  on  Sept.  10  I  paid  Hall  Bros.,  by 
cheque,  further  on  account  £1.000;  C.  Jones  paid  me,  by  cheque 


£700  on  Sept.  10  which  I  paid  into  my  bank  ;  on  Sept.  12  I  drew    . 

a  cheque  for  sundry  expenses  £20.     Write  up  my  Ledger  and  pre- 

pare  Profit  and  Loss  Account  and  Balance  Sheet — AnaKtr.    Ket 


Profit  £566 ;  Final  Capital  £2566. 

Esareiie  3j. — From  the  following  particulars  write  up  C.  Ridg- 
way's  account  in  my  Ledger:— 1910.  Dec.  1,  C.  Bidgway  owes  me 
£10 ;  Dec.  2,  I  aell  C.  Bidgway  goods  on  credit  £30  ;  Dec  3,  C. 
Ridgway  pays  me  in  cash  £5 ;  Dec  5,  C.  Ridgway  sells  goods  to  me 
oo  credit  £6  ;  Dec  6,  received  cash  from  0.  Ridgway  £28  ;  I 
allow  C.  Ridgway  discount  £1  ;  Dec.  7,  C.  Ridgway  buys  gooda 
of  me  on  credit  £10 ;  Dec.  S,  I  buy  goods  of  C.  Bidgway  on  credit 
£50 ;  Dec.  9,  I  pay  cash  to  C.  Bidgway  £39 ;  C.  Ridgway  allows 
me  discount  £1  ;  Dec.  10,  I  sell  C.  Bidgway  goods  on  credit  £25. 
^Ana^wer.     Debit  Balance  of  Account  £25. 

CHAPTER  IV 
Exerelsa  4b. — Make  out  a  Cash  Account: — 1906.  Jan.  1,  capital 
in  cosh  £500  ;  Jan.  7,  cash  sales  £50  ;  Jan.  12,  sold  goods  for  cash 
£  19  1».  ;  bought  goods  for  cash  £47  2>.  ;  Jan.  18,  H.  Long  pays  mo 
£63  5*.  ;  Jan.  20.  I  pay  F.  Smedlay  £329  ;  Jan.  23,  1  pay  W. 
Thomas  £137  Os.  lOtJ.  ;  Jan.  25,  I  draw  for  private  expenses  £10 ; 
Jan.  27,  I  receive  from  R.  Judson  £37  6i.  ;  Jan.  29,  sold  goods  for 
cash  £47  &.  ;  Jan.  31,  F.  Smith  pays  me  £8  5s.  ;  Jan.  31,  paid 
wages  £10  ;  Jan.  31,  paid  troile  charges  £4  7s.  6d.  ;  Jan.  31,  paid 
rent  £15.  {Atutioaea-f  InstUnt':  of  the  U.K.  -,  PrtHmijiaTy,  1907.) — 
Aniiocr.  Cash  Balance  £172  7».  &d. 


PhyGoogle 
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IzeMiia  4r. — From  the  following  particulars  write  up  my  Cftsb 
Book,  with  separate  columns  for  "  BKik  "  and  "Cash  "  trauBoctiona, 
and  balance  it  ai  on  Dec.  16,  1910  :— 1910.  Dec.  1,  Balance  at  Bank 
£100 ;  drew  from  bank  for  office  cash  £A  \  Dec.  2,  paid  bj  cheque 
to  C.  Lemon  Jc  Co.  £\2  lOi.  ;  Dec.  3,  received  from  V.  (Jbarteria 
by  cheque  (paid  to  book)  £10  JOs.  and  in  oagh  (placed  in  office 
cash)  £20  ;  Deo.  5,  paid  from  office  oaah  for  travelling  expenses 
£2  ;  Dec.  6,  paid  from  office  cash  for  clerks'  salaries  £8 ;  Dec.  7. 
paid  from  office  cash  into  bank  £10  ;  Dec.  8,  received  from  C.  Child 
by  cheque  (paid  to  l>ank)  £30  IQj.  and  in  banknotes  (paid  to  bank) 
£25;  Dec  9,  paid  H.  Smith  (bycheque£6,  and  in  cash  £15j.)£6ds.  ; 
Dec.  10,  received  from  S.  dunningbam  cheque  for  sundry  goods 
■old  by  him  at  auction  on  my  behalf,  paid  same  to  bank  £32  5s. ; 
Dee.  12,  paid  by  cheque  to  R.  Leslie  for  repairs  to  office  furniture 
£2  10s.  ;  Dec.  13,  paid  Evans  (by  cheque  £6  lOs.,  in  cash  £1) 
£7  10s.  ;  Dec.  14 ,  drew  from  bank  for  office  cash  £i  ;  paid  W. 
Douglas,  by  cheque,  on  account  £12  IDs.  ;  Deo.  15,  received  from 
Noel  &  Co.  by  cheque  £15  10s.  (paid  to  bank)  and  in  cash  £5 
'  ■  ■        ■      «r.  Balances   Dec.   15,   1910;   Bank 

-  Exeroise  4G.^Enter  in  a  Cash  Book,  with  Discount  Columns,  the 
following  transactions  of  a  buainesa  firm.  Then  balance  Cash  and 
Discount.  No  Journal  required  : — 1909.  Jan.  1,  the  firm  has  in  hand 
£179  15s.  id.  ;  Jan.  2,  cash  sales  for  the  day  £13  lis.  9d.  ;  Jan.  5, 
pay  for  office  eipenses  £3  7s.  Ud.  ;  Jan.  12,  T,  Wyld  settles  his 
a/c  £S2  4s,,  less  discount  allowed  £1  Ss.  9d.  ;  Jan.  IS,  discounted 
with  Fry  k  Co.  bills  amounting  to  £360,  less  discount  charged 
£3  10s.  ;  Sundry  cash  purchases  £6  6s.  Id.  ;  Jan.  16,  my  acceptance 
due  this  day  duly  met  £36  2s.  9d.  ;  Jan.  18,  forwarded  to  8. 
Williams  the  amount  of  his  a/o  £300,  less  disoount  allowed  £7  10s. ; 
Jau.  20,  a  composition  of  12s.  &j.  in  the  £  ismade  by  Philips,  I  receive 
my  dividend  on  £64,  £40  ;  Jan.  25,  various  amounts  paid  in  by 
debtors  £27  l&s.  M.,  less  discount  allowed  £1  7s.  fti.  ;  withdrew 
for  private  expenses  £10  ;  Jan.  26.  I  discharge  debts  to  creditors 
iG17  10s.  and  am  allowed  a  rel>ate  of  6  per  cent. ;  Jan.  27,  Wilsou  & 
Ca,  in  settlement  of  debt  of  £150,  pay  this  sum  to  me,  less  disoount 
£2  10s.  ;  Jan.  30,  amount  forwarded  l^  collector:  R.  Brown's  a/c 
£15  19s.  9d.,  T.  Smith's  a/c  £16  17".  4rf.,  Pionock  &  Co.'s  a/c 
£14  13s.  3<i.,  less  collector's  expenees  £4  7s.  9ij.  ;  monthly  expenses 
paid  £13  18s.  9rf.  ;  salaries  paid  £18  14s.  M. ;  received  rent  for  part 
of  premises  let  £4  I5s.  ;  monthly  rent  and  taies  paid  amounting  to 
£14  17s.  U.  {College  of  rreceplora ;  JunioT,  Xidaummtr,  1909).— 
Answer.  Cash  Balanoe  £371  3s.  lOd.  ;  Disoount  aUowed  £5  Os.  6d. ; 
Discount  received  £8  7s.  9d.  , 

Exerelw  4h. — Messrs.  Brown,  Jones  and  Robinson  keep  their 
Cash  Book  with  a  "Discount  and  Allowances"  Column  on  each 
side  (Debit  and  Credit),  and  they  pass  all  their  cash  transactions 
through  the  bank,  their  Cash  Book  thus  being  (as  it  should 
be)  ail  elaboration  of  their  Bank  Pass  Book.  Give  the  ruling  of 
their  Cash  Book,  and  enter  up  therein  the  following  illustrative 
transactions: — 1903.  Jan,  1,  baUnce  at  bank  brought  down  at  date 
£137  19s.  Id.  ;  withdrawn  from  Deposit  Account  and  paid  into 
Current  Aocount  £S00 ;  Jan.  3,  paid  Edward  Smith's  account 
amounting  to  £400,  less  2|  per  cent,  discount  for  cash  ;  paid 
Gresham  Land  Company  one  quarter's  rent  of  offices  £50 ;  Jan.  15, 
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laceived  from  WiUiani  Thompeon  payment  of  bis  monthly  account, 
testi  1}  per  cent,  disoonnt  for  ca«b,  £120  ;  March  2,  Henry  MacBton, 
who  owes  £5  Uis.  id.  remits  a  chequa  in  settlement  fnr  £5  IQ>. ,  write 
oS  the  difference  id.;  April  1,  I'aid  Gresliain  Land  Company  one 
quarter's  rent,  lese  incoms  tan  at  \s.  2d.  in  the  £1,  on  the  annual 
rental  (£200)  £50  ;  June  30,  rule  up  the  Cosh  Boole  and  bring 
down  the  Bank  Cash  Balance  at  July  1,  1903.  (InalitJite  (jf  BanJceri; 
iWimijtnTT/,  ^jyrii,  19M.)—^n™w.  Cash  Book  Balance  £283 12s.  1  Id. ; 
Discount  allowed  £1  10s.  id.  ;  Discount  received  £10. 

Ezemiie  4i. — Make  the  following  entries  in  John  Smith's  Cash 
Book,  showing  in  each  case  the  L^ger  heading  to  which  the  re- 
spective items  ore  posted  :  — 1906,  Jan.  1,  bolanoe  to  his  credit  at  the 
honk  £1,216  le.U.  ;  paid  Lands  Co.,  Ltd.,  one  quarter's  office  rent 
Cheque  160,  £75  ;  received  half-jear'a  dividend  £2,000  Queensland 
3^  per  cent.  Inscribed  Stock,  less  tax  at  la.  £33  6(.  ;  Jan.  3,  Bank 
Cheque  Book,  200cheqae9,  16s.  M.  ;  paid  Thomas  Beall  income  tax, 
cheque  161. £92  lOf.;  received paymentof  William Morrish'aaccount 
£102  10.1. ;  Jan.  4,  paid  Theophilua  Simpson  on  account,  Cheqne  162, 
£100  ;  Jan.  5,  received  from  Arthur  Jones  for  cash  sale  over  the 
connteT  of  1  chest  now  season's  Souchong  tea,  weighing  net  126  lb., 
at  3j.  per  lb.,  £18  ISs.  Show  also  how  these  items  are  entered  by 
the  bank  in  John  Smith's  Pass  Book,  noting  that  Cheqne  161  for 
£92  10s.  has  not  yet  been  presented. 

The  bank  Pass  Book  is  headed  ;— 

John  Smith,  Esq.,  in  Aecoiad  icUh  IKt  BuUimt  Ba/ak,  Zld. 
Dr.  Ct. 

At  the  Mme  time  bring  down  the  cash  balances  respectively 
appearing  in  each  book  (Cash  Book  and  Pass  Book)  after  the 
abpve  entries  have  been  duly  made,  remembering  that  ia  the 
case  of  the  bonk  Pass  Book  Cheque  161  for  £92  lOi.  is  still  out- 
standing, and  is  therefore  not  yet  debited  in  the  Pass  Book, 
{liidUaie  of  Bankara;  Final,  April,  1906).— -inflow.  Cash  Book 
Balance  £1102  13a.  Sd.  ;  Pass  Book  Balance  £1195  3s.  Sd. 

Exereite  4j.— At  Dec.  31.  1904,  Edward  Jones'  Bank  Balance,  by 
his  Pass  Book,  stood  at  £857  10s.  6d.  to  his  credit ;  the  following 
cheques,  however,  drawn  by  him  had  not  been  preaontcd,  and  were 
consequently  outstanding  on  Dee.  31,  1904  :— No.  1769,  WillUm 
Thompson  and  Co.,  £204  6i.  8d.  ;  No.  1772,  Elihu  Bowen,  £125; 
No.  1773,  Samuel  Edwards,  £15;  while  on  the  other  hand,  of  the 
cheques  paid  in  by  him  on  that  day,  £350  8'.  9rf.  (a  country  one)  had 
not  been  cleared,  and  therefore  wss  not  credited  till  some  days  after. 
Draw  up  a  Reconciliation  Account  betweou  Edward  Jones'  Bank 
Pass  Book  and  his  Cash  Book,  and  state  what  his  actual  Cash 
Balance,  as  shown  by  his  Cash  Book,  was  at  Dec.  31,  1901.  {Inslt- 
tuU  of  Baiilcen  ;  Preliminary,  April,  1005.) — Answer.  Cash  Book 
Balance  £863  12s.  Id. 

Eierdse  4e.— At  the  time  of  balancing  (Dec  31,  1903)  your 
Banking  Account  has  been  written  up  and  bolouoed,  showing  a, 
Credit  Balance  of  £800,  but  cheques  passed  for  payment  before  that 
date,  amounting  to  £250,  have  not  been  cleared.  On  Deo.  31, 1903, 
you  bad  also  received  a  cheque  for  £20  from  a  customer  in  settle- 
ment of  bis  acconnt,  and  although  you  had  dealt  with  that  amount 
through  your  office  Cosh  Book,  yon  bad  omitted  to  pay  the  same 
into  your  Banking  Account.  Draw  up  a  Reconciliation  Account 
showing  adjustments  between  your  Cash  Book  and   Bonk   Pass 
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Book.     ^Naiional   Unvm  of  TtacherB;  Advaneed,    1905.) — Anaaer. 
Cuh  Book  Balance  £270. 

ExarciM  4l. — From  the  following  particulnra  wriw  up  the  Petty 
Ca*h  Book  of  Albert  Child  and  bring  down  the  balance  on  Sept.  14. 
1910.  The  Petty  Cash  Book  is  to  be  ruled  contdining  analyaia 
columns  for  (1)  postages  and  telegrams,  (2)  housekeeper,  fires  and 
cleaning,  (3)  stationery  and  office  sundries,  (4)  travellmg  expenses, 
(6)  charitable  donations,  (6)  subscriptions  to  newspapers  and 
advertisements,  (7) sundries,  and  (8)theusual" Ledger"  columns  : — 
1910.  Sept.  1,  drew  from  bank  for  petty  cash  £30  ;  Sept.  2,  paid  for 
poBtaKes3s.,2bottlesof  ink29.  &d.,  stationery  bought  29.  M.  ;  Sept. 
3,  paid  for  telegram  to  Dublin  2s.  2<^.,  postages  Is,,  subscription  t«  the 
"Market  Journal"  12s.  6d, ;  Sept.  S,  paid  for  postages  &d.,  repairs  to 
copying  press  (debit  Repairs  Acco0nt)2s.  6i!. ;  Sept.  6,  paid  for  travel- 
ling expenses  to  Dover  and  baek  ISi.  6(j. ,  postages  Is.,  coat  of  search 
at  Somerset  House  Is.,  gratuity  to  porter  M.  ;  Sept.  7,  paid  dona- 
tion to  the  "Cottage  Homes  Fund  "2J,6ej,  postage  2s,  &<.,  cost  of  boxes 
for  samples  6s.  (W.  ;  Sept.  8,  paid  for  cnblegram  to  New  York  15s., 
housekeeper,  (ires  and  cleaning  to  date  £1  2>.  ftJ. ,  travelling  ex. 
penses  Is.  id.  ;  Sept.  9,  paid  for  1  copy  "  Trades  Directory"  £2  2s. 
(debit  General  Expenses  Account) ;  paid  D.  B«ay,  extra  discount 
allowed  bin;  (debit  Discount  Account),  £1  2s.  6d.,  postages  2s.  M., 
electric  light  account  to  Aug.  31  (debit  General  Expenaea  Account) 
£1  9s.  M.  ;  Sept.  10,  paid  for  stamp  on  power  of  attorney  for  bank 
(debit  Legal  Expenses  Account)  10s.,  paid  for  telegram  to  .Bi'ighton 
and  reply  3s.  M.  ;  Sept.  12,  paid  for  cost  of  standing  advertisement 
■  1  the  Speaker  for  1  month  £1,  omnibus  fares  to  victoria  Station 


""""""  se  ,.  . 

,  1  gross  o%ce  pens  is76d. — Answer.  Balance  £15  13s.  Wd. 

Ezeroiae  4u. — From  the  following  particulars  write  up  my  Cash 

Book  and  Ledger,  bringing  down  the  balances  of  all  accounts  at 

their  couclusion  : — 1910.  Not.   1,  balance  of  cash  at  bank  £100, 

cash  in   hand  £20  =  capital    £120;  Nov.   2,    lent   M.   Wyse  by 

cliniiiD   .PK  -    Vnn      9     null)    fuoh    ititn   hank    f^n.    Mr.!'      If>     nsi.1    V.,f 


cheque  £5 ;  Nov.  3,  paid  cash  into  bank  £16  ;  Nov.   10,  paid  by 
cheque  rent  of  office  for  1  quarter  £20  ;  Nov.  11,  received    " 
from  Brown  k.  Co.  for  fee  for  auditing  their  books  (paid  si 


bank)  £50  ;  Nov.  19,  M.  Wyse  repaid  in  cash  £3  ;  Nov.  21,  paid 
cash  for  stationery  purchased  £1  ;  Nov.  26,   M.    Wyse  repaid  ir 


Exsrein  4N.-~From  the  following  particiilara  prepare  the  Petty 
Ck«h  Book  of  S.  Fry,  including  analyses  columns  for  the  following  ■ 
classes  of  expenditure,  viz.  (1)  Postage.  (2)  Telegrams  and  Cables, 
(3)  Housekeeping  and  Cleaning,  (4)  Stationery,  (5)  Electric  Light, 
including  bulbs,  (6)  Advertisements,  Donations,  and  Subscriptions, 
(7)  Travelling  Expenses,  (8)  Repairs,  (9)  Sundries,  and  (10)  a 
"  Ledger  "  column.  Balance  the  Petty  Cash  Book  ss  on  Feb.  16,  1911. 
1911.  Feb.  1.  Drew  from  the  Bank  for  petty  cash  purposes  £30 ; 
Feb.  2,  paid  postage  Is.  lOi^.,  and  telegrams  3s.  M.  ;  Feb.  3, 
paid  fares    Is.    M.,   postage  Is.   6i^.,  and  telegrams   M.  ;  Feb.  4. 
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paid  postage  3i.  6d.  ; 
and  cleaning  £1  2&  fid.  ;  feb.  T,  paid  , 

light  bulbsli!.  2d.  ;  Feb.  8,  paid  t«leBrams  If.  5d.,  repairs  to  electric 
b«lla  aj.  9d.,  pmtagei  2a.  3d.,  and  ink  Qd.  ;  Feb.  9,  paid  onrt  of  new 
coal-Bcuttle  Sj.  ftj.  (debit  Furniture  Accountin  "  Ledger"  colomD), 
and  poatageH  Is.  ;  Feb.  10,  paid  poataee  2].  id,,  Btationery  6<.  9d., 
aod  &res  to  Woolwich  3i.  4a.,  cost  of  advertisement  in  Pa$t  Opee 
Loitdim  Directory  £1  10a.,  cost  of  standing  sdvertisemant  in 
FtaUi^ed  World  £i  10>.  ;Feb.  11,  paid  telegracns  1>.  4if.,  and  pontage 
3$.  9d.  ;  cost  of  repainting  name  on  office  door  10>.  6d.,  fares  to 
Ludgate  Oircus  id.,  and  cost  of  two  dozen  boxes  for  samples 
is.  2d. ;  Feb.  12,  paid  postage  Is.  Sif.,  and  telegrams  2>.  ^d.,  cost  of 
cable  message  to  Fry  k  Lewisohn,  New  York  £1  2s. ;  Feb.  14,  paid 
donatioD  to  the  Central  Trade' Protection  Association  5s.,  and 
poetage  Is.  9ii.,hoiiaekeeper'B  book  and  cleaning  to  Feb.  12,  £1  7s.  Zd., 
cost  of  new  electric  light  bnlbs  4s.  2d.  ;  Feb.  16,  paid  tel^raina 
Is.  3d.,  postage  3s.  M.,  and  cost  of  cable  raessaee  to  Fry  b  Lewisohn 
£1  3s,,  fares  to  Cbiswick  2s.  id, — A'lauier,  Balance  of  cash  in  hand, 
Feb.  16,  1911,  £14  9s.  2<^. 

IxeiciM  4o.  — W.  Rutherford  is  a  trader  who  keeps  the  whole 
of  his  cash  with  his  Bankers,  the  Union  of  London  and  Smiths 
Bank,  Ltd.  He  pajrs  all  his  receipts  into  his  Banking  Acoonnt, 
ami  makes  all  his  payments  by  cheque.  The  following  are  bis 
transactions  for  the  month  of  February  1911  ;— Write  up  Cash 
Book,  and  balance  it  as  on  Feb.  28,  1911.  1911.  Feb.  1, 
Balance  at  the  Bank  at  thU  date  £104  13s.  2d.  ;  Feb.  3,  re- 
ceived from  M.  Strain  cash  £4  10s.  M.;  Feb.  5,  received  from 
Shaw  b,  Co.  cheque  £32  Us.  id.  ;  Feb.  8,  paid  by  cheqne  to 
W.  B.  Shields  £19  2s.  lid.  ;  Feb.  10,  received  from  Slrotton  Bros, 
cash  £2  and  postal  order  3s  6d.,  £2  3s.  6if.  ;  Feb.  11,  drew  cheqne 
in  favonr  of  M.  Shillington  £4  9s.  ;  drew  cheque  for  gas  bill  to 
31.1209,  Westchurch   Gas  Company  £3  17s.   Ud.  ;    Feb.   14,  re- 


drew  cheque  in  favour  of  V.  Tortle,  collector  of  rates  £8  Os.  id.  ; 
Lent  M.  Meacher  by  cheque  £5 ;  Feb.  20,  received  from  WiUiam 
-  Sloan,  cash  £4  lOa.  M.  and  cheque  £10,  £14  10s.  M,  ;  Feb.  28,  paid 
by  cheque  M.  Wilson,  collector  of  taxes,  for  income-tax  £6 
19s.  3if.  ;  M.  Meacher  repaid  to  me  in  cash  £5 ;  received  from 
J.  W.  Reade,  money  order  £1  lOs.  9<£.  andbank  note  £5,  £elOs.  9i;.; 
paid  by  cheque  salaries  for  February  £10  5».—Aitswer,  Bank 
Balance,  Feb.  28,  1911,  £176  Os.  M. 

Ezeroise  4f. — B.  Rackett  is  a  trader  who  keem  part  of  his  cash 
at  his  Bankers  and  part  in  his  office  cash  box.  Most  of  his  trans- 
actions involve  discount,  to  record  which  he  employs  discount 
columns  in  his  Cash  Book.  From  the  foUowing  particulars  prepare 
his  Cash  Book  in  "  three-column  "  form,  and  balance  it  at  the  end 
of  the  month,  and  total  the  discount  columns.  1910.  Oct.  1, 
Balances  in  hand,  cosh  £7  Qa.  id.,  at  Bank  £872  16s.  3d.  ;  Oct.  2, 
paid  to  B.  Nett  by  cheque  £213  5s.,  discount  £11  15s.  ;  Oct.  4, 
received  from  C.  Lett  cheque  for  £39,  allowioK  hira  £1  discount ; 
Oct.  5,  paid  water  rate  in  cash  £3  lis.  3d,,  paid  oarpeater  for  odi 
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jobs  \\».  id.,  paid  woman  for  cleaning  offioa  5t.  6cf.  ;  Oct.  6.  drew 

£10  from  Bank  and  placed  it  in  the  ofGce  cafih  box  ;  Oct.  7,  paid 
D.  Sett  from  office  cash  £2  5^.  id.,  being  allowed  discount  2>.  2d.  ; 
Oct.  9,  received  from  E.  Lyne  caeh,  tHid  pat  it  in  the  cash  box 
f  18  Is.  2d.,  discount  12s.  iOd.  ;  Got.  14,  paid  to  F.  Ascourt,  cheque 
value  £363  17s.  4<;.,  diHcount  £4  2a.  Sd.  ;  Oct.   17,  received  cheque 


:e  premium  in  cash 

£10  12s.  W.,  paid 

lubO  Bank  from  office  cash  £15,  drew  cheque  for  self,  tor  house, 
keeping  £25.—Anavier.  Balances,  Bank  £315  ISj.  3d.  ;  Cash  £0 
14s.  Id. ;  Discounts :  Dr.  £2  16s.  lOd.,  Cr.  £17  19^.  iOd. 

XxeroiiS  4q. — From  the  following  particulars  prepare  the  Petty 
Cash  Book  of  W.  Robertson  for  the  month,  using  analysis 
columns  for  the  following  clasBCB  of  eipenditure  ;  (a)  Postage,  Tele- 
grams, etc.  (i)  Stationery,  (c)  Advertisements,  {d]  Carriage,  (e) 
Fares,  (/)  Sundries,  and  a  "  Ledger  column."  Balance  the  Cash 
Book  as  on  May  14,  1910.  May  1,  1910.  Drew  from  Bank  for  petty 
cash  £20 ;  May  1,  postage  Is.  Til,  telegrams  2$.  6d,  ;  May  3,  fares 
to  Tumham  Green  %d.,  advertisements  in  the  RysUncii.  Oasetle 
1 3s.  M. ,  postage  Id.  May  4,  paid  man  for  cleaning  windows  Is.  M. , 
telegrams  Is,  3rf,.  parcel  to  Potters  Bar  M.  [  cab  to  Westminster 
4s.  ;  May  5,  sent  boy  out  for  pens  6if.,  blotting  paper  4<^.,  parcel  to 
Brighton  Is.  Id.  ;  stamps  Itfe.  ;  May  7,  Buroharge  on  unstamped 
letters  2rf,  ;  advertisement  in  the  Pediivgtnn  Mirror  6s.  ;  new  lock 
to  office  cupboard  2s.  M.,  tram  to  Hackney  Zd.  ;  May  10,  paid 
R.  Jones  bis  account  5s,  Qd.,  hire  of  barrow  M.  ;  May  11,  postage 
2».  2d.,  parcels  5s.  6rf.,  fares  ftt;  May  11.  telegram  9rf.,  train  to 
Hastings  on  husiness  10s.  ;  May  12,  bottle  of  ink  2s.  M.,  paid 
W.  Harris  his  account  7s.  M.  ;  May  13,  stamps  73.  6d.  ;  inser- 
tion of  name  in  Diredory  5s.  ;  May  14,  fare  4<I.,  telegram  Td.,  new 
waste-paper  basket  2s.  6(<.  (debit  Fnmitnre  Aocoont  in  Ledger 
Column).— .rfnaioej-.  Balance  in  hand  £15  3b.  2d. 


CHAPTER  V 

e  Si. — From   the   following    partioulara  write   up    my 

Purchases  Book : — 1910.  Nov.  1,  bought  of  A.  Brown  1  doz.  pocket 
knives  at  lis.  6d.  each,  less  10  per  cent.  Trade  Discount ;  Nov.  2, 
bought  of  Wr^  ft  Co.  2  doz.  pocket  knivet  at  4s,  9d.  eBch,  net.  and 
1  doz.  ditto  at  ia.  6d.  each,  lesB  15  per  oent.  Trade  Discount ;  Nov.  3, 
bought  of  Hyne  k  Co.  1  doz,  cases  of  sciasors  at  Ids.  6d.  per  case 
net ;  Nov.  4,  bought  of  Williams  Bros.  2  doz.  "  Haba "  razors  at 
4s.  eat^  net,  and  1  doz.  ditto  at  3s.  Off.  each  ;  Nov.  S,  bought  of 
Knowle  ft  Sons  I  doz.  easee  of  scissors  at  I5j.  per  case,  less  10  per 
cent.  Trade  Discount,  and  1  doz.  razor  strops  at  2t.  di.  each  net. 
—AnsvKr.  Total  Purchases  £38  17s.  IOd. 

ZssrolM  6f,— From  the  following  particulars  write  tip  the 
Purchases  Book  of  Henry  Johns  :— 1910.  Nov.  1.  bought  of  A.  B. 
Baker  3  cwt.  shellac  at  £3  16s.  per  cwt. ,  and  1  cwt.  beeswax 
at  £1  16s.  per  cwt.,  both  less  5  per  cent.  Trade  Discount; 
bought  of  Ball  Bros,  ft  Co,  J  cwt.  Socotrine  aloes  at  £i  10s. 
per  owt.,    and    10   lb.    cardamoms  at  2a.   fid.   per   lb. :  Nor.   2, 
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bought  of  Banks  &  Barclay  1  cwt.  tameric  at  IS*.  6d.  per  cut.,  and 
2  cwt.  gum  olibanum  at  3^.  per  cwt.  ;  bought  of  Barhiun  &  Btirker 

1  cwt.  gum  myrrh  at  £2  129.  per  cwt.,  1  cwt.  ditto  at  £2  13s.  per 
cwt.,  and  2  cwt.  ditto  at  £3  per  cwt.,  all  iubject  to  6  per  cent. 
Trade  Ducoant ;  Not.  3,  bought  of  Barnett  It  Co.  12  lb.  isingUsa 
at  2>.  fid.  per  lb.  net,  and  1  cwt.  capeicums  at  2EM.  per  cwt.  n«(  ; 
Kov.  4,  bought  of  Baum  ft  Sons,  Ltd.,  10  cwt.  gum  arable  at  27>.  (U. 
per  cwt.,  leaa  6  per  cent.  Trade  Discount. — Anmer.  Total  Pur- 
chosei  £52  5<.  id. 

Bxondie  So.^From  the  following  partionlara  write  up  my 
Purchasea  Book,  including  anal jais columns  for  " Cutlery, "  "Electro 
Plikte,"  and  "Leather"  Departments: — 1910.  Nov.  1,  bought  of 
J.  Pollock  1  doz.  pain  of  aciBsota  at  2i.  per  pair,  and  1  electro- 

flated  breakfast  dish  at  £i  23.  Od.  ;  bought  of  C.  Jordan 
electro-plated  egg  steamer  at  21i.,  2  ditto  at  23f.,  1  doz.  cases  of 
scissors  at  12i.  dd.  per  case,  and  1  doz.  razors  at  %.  id.  each ; 
Nov.  2,  bought  of  Webb  ft  Co.  3  ladies'  morocco  leather  handbags 
at  129,  6<i.  each,  6  cases  of  razors  (2  in  a  case)  at  lOi.  per  case,  4  cases 
ditto  (i  in  a  cose)  at  16s.  per  cose,  and  1  set  of  entr^  dishes,  electro- 

eaWd,  at  £9  ISj.  per  set;  Nov.  4,  bought  of  FnUer  Bros.  3 
[lies'  leather  mustc  bags  at  ISs.  each,  ^  doz.  pocket  knives  at 
6i,  6if.  each,  1  electro- plated  hot-water  jug  at  355.,  and  1  lady's 
crocodile  leather  handbag  at  IBs.  tk^, — Aiawer,  Total  Purchasea 
£43  3s. 

Eierclss  Bh.  — C.  Wyatt  is  a  dealer  in  clocks  and  watehea.  From 
the  following  particulars  write  up  his  Purchases  Book,  including 
Mialysia  columns  for  his  "Clock"  and  "Watch"  Deportmento 
respectively  : — 1910.  Dec.  5,  bought  of  Byheg  1  mahogany- case  clock 
at  £5  5*.,  1  ditto  at  £i  4s.,  and  3  gentlemen's  Swiss  ailvS' 
watches  at  46s.  each  ;  bonght  of  R.  W^a  ft  Co,  2  mahogany- 
case  clocks  at  £3  13s.  Qd.  each,  and  one  oak  ditto,  at  £2  123.  ; 
Dec  7,  bought  of  J.  Wyon  1  Buhl  clock  (niarqueterie)  at  £2  IDs. ; 

2  ditto  wlUi  gilt  mounts  at  £2  Ha.  M.  each,  and  1  IS  ct 
gentleman's  semi-hunter  watch  at  £7  10s.  M.  ;  Dec  9,  bonght 
of   E.    Wright    3   ladies'   Swiss    watches    (silver)    at   SOa.    each, 

3  gentlemen^  ditto  at  32s.  each,  and  2  round  dial  clocks  (walnut) 
at  62s.  each  ;  Dec  16,  boucht  of  M.  Wortley  1  cuckoo  clock  at 
13s.  M.,  1  8-day  nickel  c1{<ck  at  9s.  M.,  and  1  lady's  18  ct.  Swiss 
lever  watch  at  £3  13s.  61;.  \  Deo.  21,  bonght  of  B.  Vine  &  Co.  1 
marble  clock  with  bronze  piUars  and  ornaments  to  match  £6  10s. 
and  3  gentlemen's  Swiss  watches,  silver,  at  £1  15s.  each, — Anmeer, 
Totab,Turchase8 :  Clocks  £40  19a.  3ii  ;  Watches  £32  13;.  ;  Qrand 
Total  £73  12s.  3i. 

ExerolM  Bl — From  the  following  particulars  make  out  the  Pur- 
chases Boot  of  Robert  Bird,  silversmith  ; — 1911.  May  2.  Bought  of 
Rice  Bros.  5  electro- plated  crumb  scoops  at  17s.  each ;  May  6, 
bought  of  theEverwear  Plate  and  Cutlery  Co^,  Birminghani,  5  ^g 
frames,  plated,  6  cups,  at  3&,  each ;  3  egg  frames,  plated,  4  cups  at 
263.  each;  May  U,  bought  of  Wearman  Bros.,  1  silver-mounted 
claret  jug  at  £2  15s.  ;  1  plated  mounted  claret  jug  at  £1  Ts.  6fi.  ;  3 
silver-mounted  out-g!a™  biscuit  boxes  at  £3  2B.6d.  each;  1  E.P.N.a 
S-inch  waiter  (engraved),  at  23«.  &d.  ;  May  21,  bonght  of  Rice  Bros., 
1  presentation  silver  tea-set  (to  order)  oigraved.  Order  G  295,  £16 
Za.  M.  ;  May  28,  bought  of  S.  W.  Murphy,  1  F..P.N.S.  chafing-dish 
at  £2  12!.  9ii  ;  1  plated  egg-st«aroer,  plain,  at  16s.  6({.  i  1  ^t«d 
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muffin  dish  at  19s.  6d.  ;  May  31,  bought  of  R.  Holmesa,  1  eet  of  4 
entr^  dUbetP,  plated,  chased  edges,  second  quality,  at  £S  17^.  Qd. 
per  set.— ^nnwr.  Total  of  Purchaaea  Book,  £67  6s.  3d. 

ExereiM  ii. — From  the  followiug  particulars  write  ap  the  Pur- 
chases Book  of  the  luternatioQal  Fur  Association,  Ltd.  : — 1911. 
March  7.  Bought  of  Strelaki  k  ZoitofT,  St.  Petersburg,  6a£trachan 
mufls  at  £1  10s.  each  and  3  fox  mufb  at  £3  59.  each  ;  bought  of 
Lewis  Charles  k,  Co.  2  dyed  musqaoeh  coats  at  £12  each,  less  5  per 
cent,  trade  discount ;  March  8,  bonght  of  Harrison  Bros.  6  mmk 
Btolea  at  £5  eoch;  March  10,  bought  of  Jacobsen  k,  Weil  12  marmot 
muffs  at  £1  2s.  each,  less  5  per  cent,  trade  discount ;  12  moleskin 
muffs  at  £2  each,  tees  d  per  cent,  trade  discount ;  12  bear  muffs 
at  £3  6a.  each,  leas  5  per  cent,  trade  discount ;  March  15,  bought 
of  Hearst  &  Co.  3  grey  squirrel  ties  at  42i.  each,  and  3  grey  squirrel 
muffs  at  45s.  each  ;  Marclt  16,  bought  of  B.  Lewisohu  2  fur-lined 
tweed  coats  at  £5  each  ;  2  fur-lined  cloth  coats  at  £7  6s.  eacb  ; 
March  23,  bought  of  Rosoff  k  Meer.  1  bear  stole  at  45s.,  and  1 
bear  muff  at  £2;  March  29,  bought  of  MWcourtFr^res,  Paris,  1  sable 
stole  at  £15  and  1  sable  mnff  at  £10,  both  subject  to  6'  per  cent, 
trade  discount;  March  3),  bought  of  Bielski,  Drammen  &  Co., 
Moscow,  3  caracul  coats  at  £7  5s.  each ;  1  moleskic  tie  at  229.  ; 
bought  of  Gebruder  Strohl  1  astrachao  muff  at  32s.,  and  1  skunk 
stole  at  £2.— Answer.  Total  of  Purohofles  Book,  £224  10s.  lOd, 
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hook-hnndle  ladies'  umbrellas,  twill  silk  covers,  at  24s.  id.  each, 
and  2  chased  silver  swan-handle  ladies'  umbrellas,  silk,  at  27s.  Zd. 
each ;  sold  B.  Morris  1  doz.  23-in.  ladies'  umbrellas,  Gloria 
covers,  natural  handles,  at  3s.  id.  each,  and  I  doz.  gentlemen's 
ditto,  Union  covers,  at  4s.  3d.  each ;  sold  C.  Capper  9  steel  tube 

OLtlemen's  umbrellas,  twill  silt  and  malooea,  at  15s.  fid.  each, 
loz.  boys'  school  umbrellas.  Union,  at  2s.  6(j.  each,  and  1  iloz. 
iea'  steel  tube*^  umbrellas,  partridce  and  twill  silk,  at  13s.  M. 
each,  all  subject  to  6  per  cent.  Trade  Discount)  sold  D.  Donkea 
1  artist's  sketching  umbrella,  28  in.,  spiral  ferrule,  at  12s.  id. — 
AnvtBer.     Total  Sales  £28  3s.  6(£. 

Exerolse  flr. — From  the  following  particulars  prepat«  C.  Mayor's 
Bales  Journal  in  analysed  form,  containing  analysis  columns  for 
the  "  Leather  Goods  "  and  "  Silver  "  Department  sales  respsctivelj-. 
Transactions  belonging  to  the  "Leather  Goods"  Department  are 
marked  L,  and  those  Belonging  to  the  "Silver"  Department  are 
marked  S : — 1910,  April  7,  sold  M.  Beck  1  doz.  leather  photograph 
frames  (No.  38]  at  13s.  id.  per  doz.  (L).  and  \  doz.  30-hr.  clocks, 
silver  in  leather  case,  at  7s.  id.  each  (S) ;  sold  R.  Bourne  3  doz. 
Empire  design  silver  calendars  at  95).  per  doz.  (S),  2  doa.  glass 
matchboxes,' silver  mount,  at  72s.  per  doz.  (S),  and  1  doz.  plated 
taper  stands  at  2s.  id.  each  (S]  ;  April  8,  sold  C.  Hollingsworth 
6  assorted  designs  silver  photo  frames,  c.-de-v.  size,  at  6s.  id.  each 
(S),  6  ditto  cabinet  size,  at  10s.  id.  each  (S).  and  3  ditto,  imperial 
size,  at  17s.  Qd.  each  (S) ;  sold  M,  Swann  1  doz.  leather  wriling- 
caoes  (No.  8Sc),  at  12s.  each  (L),  1   doz.  ditto  (No.   SSrf),  at  ISs; 
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each  (L),  ari'l  \  doz.  ditto  (No.  8g«)  at  £1  eacli  (L),  aU  subject 
to  5  per  cent.  Trade  DUcount ;  bUo  1  doz.  silver- monnted  perfume 
sprays  At  4i.  Od.  each  mt.~Jtuv>er.  Total  Sales  £07  7^    lOd. 

Ezsrsiae  6o. — On  Oct.  1,  L,  Marley  cold  to  P.  Newton  the 
followiag  goods  to  be  paid  far  in  one  month,  less  2}  per  cent. 
Ducoant : — 1  gross  pocket  knives  at  ISi.  per  doz.,  less  33|  per  cent.; 
4  doz.  pearl  penknives  at  48«.  per  doz.,  leea  33^  per  cent. ;  3  doz. 

ivory  penknives  at  43j.  per  doz.    '—  ""' '   -  "  ■"—  ' '-" 

table  knives  at  24i.  per  doz., 
dessert  knives  at  18>.  per  doz.,  leas  25  per  cent.  ;  3  cases  carvers 
(5  pieces)  at  24i,  per  case,  less  25  per  cent.  In  what  book  of  first 
entry  would  L.  Marley  record  these  transactions!  Rule  the  form 
of  book  and  make  the  entries  therein  as  they  ought  to  appear. 
Make  out  also  an  invoice  in  proper  form  for  delivery  to  the 
purchaser.  {InstUiUe  of  Chartered  Accouatmits ;  luUr.,  Not,  IMS,) — 
Aiisioer.     Invoice  Total  £30  6s. 

EzsreUa  6h.— Enter  the  following  transaction  in  its  proper  book 
of  first  entry,  and  show  the  transaction  also  in  the  Purchaser* 
Ledger  Account  :—19il.  Jan.  3,  sold  Wrightson,  Wild  ft  Co.,  for 
export,  1  doz,  gents'  steel  tube  umbrellas  at  £1  la.  each,  less 
331  per  cent.  ;  2  dos.  ditto  at  25s.  each,  lees  40  per  cent. ;  2  doz. 
ladies'  umbrellas  at  2Sf,  each,  less  30  per  cent. — Answer.  Total 
£47  Ss. 

Exereiie  6i. — Enter  the  following  sales  in  mv  Sales  Book  : — 1911. 
Jane  1,  Sold  to  S.  Boorman  b,  Co.  2  dozen  table  knives  at  25s.  per 
dozen ;  June  3,  sold  to  A-  Barrow  12  gold  bracelets  at  26s.  each ; 
June  6,  sold  to  J.  Steward  3  clocks  at  80s.  ea<:h  ;  June  7,  sold  to 
B.  Basball  10  watches  at  S&t.  each  ;  June  3,  sold  to  B.  Olney  20 
alarm  clocks  at  3s.  9d.  each  ;  Jnne  9,  sold  to  H.  Hope  &:  Co.  10 
dozen  dessert  knives  at  GOa.  per  dozen, — Aiav>tr.  Total  of  Salea 
Journal  £70  17s. 

Ssereiie  6J. — Enter  the  following  transactions  in  the  Soles  Book 
ot  the  Calif ornian  Preserved  Fruit  Supply  Co.,  Ltd.  ; — 1811.  March?, 
Sold  Haysome  i;  Co.  50  cases  of  preserved  apricots  in  tins,  "Gloria" 
brand,  at  lis.  per  case,  and  10  coses  of  preserved  Bartlett  pears, 
"  Luxtra"  brand,  at  los.  per  case  ;  sold  J.  W.  Hbwarth  40  cases  of 
lemon  cling  peaches  in  tins,  "Anra"  brand,  at  14s.  per  case,  and 
20  cases  apricots  (peeled)  in  tins,  "Superba"  brand,  ot  21s.  per 
case  ;  both  less  5  per  cent,  trade  discount ;  March  S,  sold  Collins  ft 
Colman  50  cases  assorted  preserved  fruits  in  tins  (each  case  contain- 
ing 1  dozen  tins  apricots,  J  dozen  tins  pears,  and  4  dozen  tins 
peacJies)  at  229.  per  case,  less  5  per  cent,  trade  discount ;  and  1 
■ample  case  of  pineapple  (chunks)  at  17s.  6(f.  per  case ;  March  10, 
sold  Klenck's  Stores,  \XA. ,  5  dozen  bottles  French  cherries  in 
symp  at  10s.  3d.  per  dozen  bottles,  10  dozen  bottles  English  Straw- 
berries in  syrup  at  6s,  6d.  per  dozen  bottles,  and  10  dozen  bottles 
(large)  raspberries  in  syrup  at  22s.  per  dozen  bottles ;  March  11, 
sold  Elaton,  Sons  k  Co.  5  cases  extra  quality  apricots  in  tins  at 
24s.  Qd,  per  case,  and  1  dozen  bottles  English  plums  at  Ss.  per  dozen 
bottles;  March  12,  sold  W.  Kimber  3  cases  of  peeled  apricots  in 
tins,  "Capitada"  brand,  at  25s.  per  case,  less  2}  per  cent,  trade 
discount,  and  12  cases  lemon  cling  peaches,  sliced,  at  24s.  6d.  per 
case,  less  5  per  cent,  trade  discount. — Answer.  Total  of  Siha 
Journal  £175  12s.  Sd. 
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CHAPTER  Vn 

ExereiH  7«. — On  the  Irt  January,  1907,  AB  decided  to  keep 
hU  books  by  double  entry.  HU  poaitioD  on  tliat  daCe  was  a» 
followa :— Ciub  at  bonk  £300,  stock -in -trade  £100,  due  from 
castomers  £500,  due  to  trade  creditOTa  £200,  bills  payable  out' 
standing  £250.  Show  the  Journal  entriea  neceeary  to  open  thS 
books.  {Chartered  IjtstUtite  Iff  Stcretariea  ;  Inttrmcdiate,  Jvm,  IB07.) 
— Answer.     Capital  £750. 

ExereiaB  Tr. — On  lit  Jonimry,  19)1, 1  decided  to  keep  my  books 


£125,    loan    < 
Jonraal  e 
£1495. 

ExeiaUe  7o. — Enter  the  foHoviDa  transactions  in  a  Jounal, 
ruling  the  necessary  form  : — 1910.  Feb.  17,  exchanged  2  horses 
worth  £20  each,  and  a  cart  worth  £15,  receiving  against  them  11 
sheep  worth  £6  each  ;  June  16,  exchanged  a  motor  bicycle  worth 
£20  with  Henry  Jones,  he  giving  me  a  tricycle  worth  £12  and  » 
camera  worth  £8  ia  exchange  for  it ;  Sept.  16,  parted  with  a  set 
of  hamees  (new)  worth  £6,  receiving  in  exchange  2  second-hand 
Mta  of  harness  worth  £2  lOi.  apiece.  Also  enter,  nnder  date  the 
3Ist  Dec.,  1910,  the  Journal  entries  neceasary  to  rectify  the  follow- 
ing !— I  receivel  £60  on  the  24th  Sept.,  IBIO,  from  J.  Jonea ;  my 
book-keeper  credited  it  in  error  to  W.  Jones  k  Co.  Ltd. ,  with  whom 
also  I  have  had  dealings, — It.  Masters  paid  me  a  fee  of  £5  Ss.  for 
valuing  some  property  belonging  to  him  ;  my  book-keeper  baa 
credited  it  erroneonsly  to  "Cash  Sales"  Account. — Aii^ntr- 
Jonnud  Totals  £145  5s. 

Exeroiss  7h. — JoumaUze  the  followii^  trausaotions,  ruling  the 
necessary  form,  and  inserting  dates : — Started  business  with  £100 
cash,  £200  goods  on  hand,  and  owing  C.  Miles  £50 ;  made  Hoars 
&  Co,  a  special  allowance  of  £3  in  respect  of  certain  goods  sold  to 
them ;  I  find  that  my  book-keeper  on  August  3lst  credited  £20 
received  from  O.  Jones  to  O.  Jonee  &  Son's  aocoant  instead  of  to  C. 
Jones' ;  write  £50  off  Fumitnre  and  Fixtnrea  and  £20  off  Plant  and 
Machinery ;  transfer  the  following  balances  to  the  Profit  and  Loss 
Account,  viz.  :  — ~  General  expenses  (Dr, )  £120  ;  discount  received 
(Cr.)  £35  f  rent,  rates,  and  taxes  (Dr.)  £250  ;  salariea  (Dr.)  £655.— 
Aiitwtr.     Journal  Totals  £1525. 

Bxerelse  1x. — What  transootions  do  the  following  Journal  entriea 
represent!  £     s.    d.       £     ,.  d. 

Feb.  1,    BUI  Receivable  .        .Dr.       160    0    0 

Cash ,  11    0    0 

Discount   .         .        .        •      ti  0    7    5 

To  Frant  &  Co.  .         .  161    7    5 

„    3.  Roberta  &  Co.    .        .       .Dr.      100    0    0 

To  Bills  Pajkble  ' "     "    " 


ToCaah 


Dr.      «X»    0    0 
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£     $.    d.       £     I.    d. 


Feb.  7.  Cash 
„         Bad  IVbts 

To  J.  Rupert 
„    9.  Private  BxpeoBei 
To  Bank 

(College  qf  Preceplori ;  Junior,  Midswrnmer,  I907-) 
— Ataaer.  Feb.   I,  Bill  and  Cash  received   nnder  discount   from 
Frant  ft  Ca  ;  Feb.  3,  Acceptance  given  Roberts  ft  Co.  ;  Feb.   5, 
Quh  paid  to  bank  ;  Fel).  7,  lOi.  in  the  £  received  on  J.  Rupert's 
debt,  rest  writt«n  off ;  Feb.  9,  cheque  drawn  for  private  expeaBes. 

Exercise  7 J- — The  books  of  Messn.  Wm.  Jones  ft  Co.  were 
balanced  on  Slat  Dec.,  1903,  and  a  Profit  and  Lobs  Account  and 
Balance  Sheet  prepared.  The  profit  for  the  year,  as  Bhown  bj 
these  accounts,  amounted  to  £2,481  6s.  id.  The  following  mistakes 
had  been  made  by  the  book-keeper  daring  the  year  : — 
(a)  A  an  engine  costing  £450  had  been  debited    to   "  Purchases 

Account"  instead  of  to  "  Machinery  and  Plant." 
(A)  Ad  amount  of  £15  12*.  Si.  received  as  a  final  dividend  in  the 
estate  of  G.  Smith,  the  balance  of  whose  acoount  had,  in  a 
previous  year,  been  written  off  as  a  bad  debt,  was  standing 
to  the  credit  of  a  newly.opened  account  under  the  same 
name,  and  was  included  amongst  the  "  Snndry  Creditors  " 
in  the  Balance  Sheet. 
(c)  A  cheque  amounting  to  £10  As.  %d.,  which  had  been  retnmed 
dishonoured,    waa    posted   to   the  debit  of   "Ailowsncea 
Account"  instead  of  to  the  account  of  B.   Brown,  from 
whom  it  was  received, 
(i)  Goods  amounting  to  £52  If.   id.  hod  been  returned  by  R. 
Robinson,  on  Dec  30th,  1903,  and  were  taken  into  stock, 
but   the  entries   recording  the   return   were  not  passed 
through  the  firm's  books  until  Jan.  4th,  1904. 
What  adjustments  would  be  necewary  to  rectify  these  errors, 
and  how  would  tbey  affect  the  above-mentioned  profit  T     {Londoa 
Chamber  of   Cominene ;    Senior,    1904.) — Aiawtr.  Adjusted   Profit 
£2905  25.  U. 

Exereiie  Ts. — Make  the  following  Journal  entries,  posting  the 
same  in  the  Ledger  Accounts  and  showing  both  the  Journal  entries 
as  also  the  postings  in  such  Ledger  Accounts :— (a)  Debit  William* 
Brown  I  year's  interest  at  5  %  on  £1,000  loan  to  him,  say  £50. 
{b)  Credit  William  Brown  with  Income  Tax  on  this  £50  interest  at 
1».  in  the  £,  say  £2  lOs.  (c)  Transfer  the  following  totals  to  the 
debit  of  Profit  and  Loss  Account :  Rent  £100,  salaries  £600, 
postages  £5  lOf.,  say  £60S  lOi.  (d)  Transfer  the  following  totals 
to  the  credit  of  Profit  and  Loss  Account:  Commissions  £1,210, 
agencies£705,  intereatonloan£47  10^.— say  £1962  lOi.  {InMUutt 
of  Batiken;  Frdiminary,  April,  1906.) — Answer.  Joomal  Totals 
£2820  lOn. 

XxenuH  Tl. — Prepare  the  Journal  Entries  which  are  necessary 
in  order  to  correct  the  following  errors,  mling  the  necessary  forms. 
DaU  the  entries  May  19,  1911 :— £60  was  received  from  A.  Day  on 
March  4,  1911,  and  waa  credited  to  his  account.  It  now  appears 
that  he  remitted  the  money,  not  on  his  own  behalf,  but  on  behalf 
of  his  father,  Bichard  Day,  with  whom  I  have  had  dealings.  Mj 
Ledser-keeper  made,  on  Jan.  10,  1911,  the  following  entries  on 
the  debit  side  of  his  Cash  Book :  (a)  To  Commimon  Acemint,  cheque 
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tromC.  Way  £27  2s.  «i.  ;  (6)  To  Barsti  Accatmt,  procaudi  of  one 
horaa  sold  to  0.  Way  £25 ;  (c)  To  C.  tFas,  cheque  for  credit  of  hii 
account  £17  2a.  Qd.  :  he  posted  the  entriea  accordingly.  It  now 
appeals  that  the  £17  2a.  dd.  was  the  purchase-price  of  the  horae 
sold  by  roe  for  cash  to  0.  Way,  that  the  £27  &.  Sit  was  a  cheque 
remitted  by  C.  Way  for  credit  of  hia  account  aa  one  of  my  trade 
cuetomera,  and  that  Che  £25  was  for  cominiBsion  remitted  bv  C.  Way 
to  me  for  letting  one  of  his  farms.  On  March  1,  I  paid  £25  by- 
cheque  to  R.  Lucien,  being  hia  fee  for  surveying  an  eatate  owned 
by  me  ;  it  should  therefore  have  been  debited  to  "Surveyor's  Fees  " 
Account.  My  Le<^er-keeper  has,  however,  debited  the  amount  to 
R.Lucien'sPBrHOQaTAocount.  I  paid  in  cash  £3105.  to  W.  Hughes, 
an  injured  workman,  as  compensation.  My  Ledger-keeper  lias 
debit^  this  sum  to  "Workmen's  Compensation"  Account;  this 
however,  paid  by  me,  nut  on  my  own  behalf,  but  on  behalf 


of  the  Insurance  Company  with  whom  I  am  insured  af 

kind  of  loss  ;  the  Crnnpany  later  on  sent  me  a  cheque  for  tne  xd  hm 

and  the  sum  should,   originally,   have  been   debited   to  them.- 


IxereiBe  Tm. — Prepare  Journal  Entries  to  correct  the  following 
errors :— Oct.  1,  Received  a  cheque  for  £15  which  was  poat^  to 
the  credit  of  M.  Brown,  although  it  really  came  from  W.  Brown  k 
Co. ;  October  3,  I  paid  a  solicitor  named  L.  Mauve  a  cheqae  for 
£10  IO5.  for  some  legal  work  he  had  done  for  me,  which  should  have 
been  posted  to  Legal  EzpenEea ;  my  book-keeper,  however,  opened 
aa  account  for  L.  Mauve  and  posted  it  to  that  account ;  Oct.  6, 
I  returned  some  unsatisfactory  goods  worth  £10  toG.  Chrome,  part 
of  a  lot  he  had  sent  me,  these  returns  were  entered  in  the  ftilea 
Book  ;  Oct.   10,  an  item  of  £50  Was  poat«d  to  the  "Furniture" 

Account  instead  of  to  the  "Premises"  Account Anawtr.     Journal 

Totals  £85  10s. 

Ixereii«  7h. — From  the  following  details  write  up  the  Journal 
Entry  necessary  ,to  open  the  books  of  B.  Scarlett  as  on  Oct.  1, 
1911,  showing  the  oommencing  "Capital" :— Cash  at  Bank 
£271  3s.  W.  i  Stock  £*75  Os.  83.  CtoIUots,  G.  Gray  £27  2s. ; 
S.  Madder  £47  Za.  Id.  ;  Premises  £800 ;  Plant  and  Machinery 
£247  6a.  3d.  Deblora,  G.  Bice.  £73  fo.  9i.  ;  M.  Bteyne,  £32  4s.  2i 
—An»Ber.    Capital  £1,824  10s.  ed. 

70.' — From  the  f  ollowinsdetails  prepare  the  Journal  Eutry 

to  open  the  books  of  R.  Wagner  as  on  Jan.  1,  IBll  : — 

Leasehold  premises  £1,600;  furniture  and  fittiugs  £75;  stock 
£1,122  Is.  3d.  Deblora,  L.  Beethoven  £47  6s.  2i;.  ;  F.  MendelsBohn 
£«  Os.  2ii.  ;  F.  Schubert  £i7  9a.  9d.  ;  bill  receivable  £225 ;  cash  at 
Bank£620s.  4d.  CVafihn-s,  G.  H.Handel£9g4s.  7[^.  ;  A.  S.  SuUivaa 
£62  Os.  id.  ;  F.  Chopin  £30.  Cash  in  hand  £22  4s.  2d-.  Owing  to 
F.  Liszt  (money  lent  by  him  to  start  the  business)  £4,000. — Aiwner. 
Capital  debit  balance  £1,083 17s.  Id. 

ExMciie  le. — The  undermentioned  errors  were  discovered  in  tlia 
books  of  J.  Johnson  ft  Co.,  affecting  the  year  ended  June  30,  1910. 
1910. 

(1)  April  20.     A  cheque  received  from  W.  Brown  for  £11  waa 

posted  to  his  credit  as  11^. 

(2)  May   31.     A    Sale    of    £26    iOa.    was    ct«dit«d    correctly, 

but    debited    to    the    Custoroer's    Account   as 
£20    6s.  lOd. 


Googk 
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1910. 

<3j  June  20.  Goodi  were  retamed  hj  B.  Cmt  of  tbe  invoice 
vftlne  of  £27  10*.,  and  were  tsbtn  into  Stock  ^ 
£25,  but  the  retnms  were  not  entered  in  the 
■woks  until  tbe  following  month. 

(4)  June  29.  The  acceptance  of  Badsrt  Frires  U>  Johnson  b 
Co. 'a  draft  for  £220  peyable  in  Parii  and  which 
had  been  diaconnted,  was  dishoDoored.  The 
acceptaoce  was  worthless  and  the  Bankers 
delnt«d  Johnson  &  Co-'s  Account  on  July  1, 
1910. 

fjhow  how  tbe  adjusting  entries  should  be  made  in  J.  Johnson  & 
Co.'s  books  at  Jane  30,  1910  (I^iaUuU  of  CharUred  Javiatta-ata ; 
IntermtdiaU,  ym/rmbtr  1910). — Antirer. 

<1)  Credit  W.  Brown    £10  9 

(2)  Debit  the  Customer  £6  3 

(3)  June,  Debit  RetDms,  Credit  Carr  £Z1  lOi. 

(4)  Credit  Bankers,  Debit  Bad  Debts  £220. 

CHAPTER  Vin 

Zzerelae  is. — Heniy  Johnson,  provisioo  merchant,  holds  two 
Billa  Beceivable,  one  beinu  for  six  months  for  £100,  accepted  on 
Juue  30,  1904,  bv  George  Jenkins,  and  the  other  for  live  mouths, 
accepted  on  June  IS.  1904,  by  Alfred  Smith,  for  £90.  Give  a  sketch 
of  •  suitable  Bills  Beceivable  Book  for  Henry  Johnson  and  enter 
the  above  Bills  therein.  Alfred  Smith  failed  to  honour  the  Bill 
accepted  by  him :  What  entries  does  such  default  necessitate  in 
Henry  Johnson's  books?  (Socul]/  of  Artt;  Inlermediate,  190it). — 
AimmT.     B.E.  Book  Total  £190. 

BzNEise  Br.—Oa  Ist  February,  1909,  tbe  Welsh  Coal  Company, 
Xiimited,  owe  to  the  Birmingham  Steel  Company,  Limited,  £1,100, 
subject  to  a  rebate  of  3  per  cent.,  and  they  nave  a  contn  account 
against  the  Utter  Company  of  ;CT50,  subject  to  a  deduction  for 
^owances  and  short  weight  of  £1S.  It  was  agreed  to  settle  the 
balance  of  the  accounts  by  a  bill  at  three  month^  date,  and  the  bill 
is  discounted  one  month  before  maturity  at  3  per  cent,  per  annum. 
Show  tbe  form  in  wbicb  the  bill  would  be  drawn  and  signed, 
including  tbe  form  of  acceptance  and  of  endorBement ;  and  show  the 
tnuisactione  as  they  will  appear  in  the  books  of  the  second -named 
Company.  (Ijutitiik  of  C/iartend  AcctmntanCs;  I-ttter.,  Nov.  1909.) — 
A^iairer.     Amount  of  BUI  £335  ;  Discount  on  Bill  IBs.  1(W. 

ExsrciM  So.— Ebenezer  Scrooge  draiws  a  bill  for  £250  on  Jacob 
Marley  at  four  months  from  March  1.  On  May  1  he  finds  it  con- 
venient and  discounts  the  bill  with  his  bankers,  who  charge  bim 
0  per  cent.  Instance  the  necessary  entries  in  Scrooge's  books  to 
brmg  these  transactions  to  account,  (Society  of  Arxounlajiis  and 
Avditers ;  IniermeduUe,  June,  1901.) — Aiiswer.  Discount,  64  days, 
£2  3s.  lOrf. 

Eseteite  tH. — From  tbe  following  particulars  write  up  my 
Returns  Outwards  Book  : — 1910.  Nov.  1,  returned  to  Brown  k  Co., 
London,  1  plated  crumb-scoop,  ivory  handle  at  22>.  6d.,  ivory 
stained;  returned  to  Jones  i  Co.,  Birmingham,  1  glass  and 
electro-plated  biscuit  boxal  13i.  9d.,  cracked;  Nov.  2,  returned  to 


t:oo;,lc 
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B.  Williams,  ShefBeM.  1  case  of  cake  serrere,  silver,  at  £2  2s.  &/., 
wrong  pattern,  and  2  silver  napkin  rings  at  lOa.  6d.  each,  0  oniered, 

8  sent;  Nov.  6,  returned  to  M.  Hayes,  London,  3  E.P,N.S- 
woiters,  chased,  at  £i  la.  each,  leas  10  per  cent.  Trade  Discount, 
wrong  size  sent ;  Nov.  7,  returned  to  C.  Jay,  London,  3  cases  tea- 
apooDS  and  tonga,  silver,  at  SCi.  per  case,  less  5  par  cent.  Trade 
Disconnt.  and  2  sets  silver  muffineers  in  case  at  35].  per  set  net, 
both  wrong  pattern. —.^TtsiOTT.  Retama  Outwards  Book  Total  £19  Si; 

ExerclM  8i. — From  the  following  particulars  prepare  the  Returns 
Outwards  Book  of  C.  R^J,  carpet  dealer,  assuming  that  all  goods 
returned  are  allowed  for  at  full  invoice  prices :  1910.  Sept.  1, 
returned  to  Hays  k  Co.,  3  Axminster carpet  squares  12  ft.  by  10  ft., 
wrong  size,  invoiced  at  £3  lOs.  each  ;  Sept.  ft,  returned  to  Byle  & 
Sons  1  Roman  bordered  carpet  12  ft.  hy  15  ft.,  wrong  colour, 
invoiced  at  £3  5s.,  less  6  per  sent.  Trade  Discount,  and  2  bedroom 
art  carpets  6  ft.  by  1 5  ft. ,  stained  with  grease,  invoiced  at  £2  each 
net ;  Sept.  12,  returned  to  R.  Home  3  hearth  rugs  72  in,  by  36  in., 
stained,  invoiced  at  9s.  Qd.  each,  and  6  Axminster  corridor  rugs 

9  ft,  by  3  ft.,  wrong  colonr,  invoiced  at  ISs.  Od.  each  ;  Sept.  13, 
returned  to  Maynes,  Ltd, ,  6  goat-skin  hearth  rugs,  invoiced  at 
\7s.  6d,  each,  skin  faulty,  1  mottled  hearth  mg.  No.  38,  wrong 
colour,  invoiced  at  3*.  6rf.,  and  5  Brussels  squares  12  ft.  by  9  It,, 
inferior  quality  to  those  ordered,  invoiced  at  £2  2s.  each. — Ansjixr. 
Returns  Outwards  Book  Total  £38  19s.  9if. 

ExsreiM  8j.  —From  tlie  following  partiouWs  prepare  the  Returns 
Inwards  Book  of  M.  Wise  &  Co.,  photographic  dealers  :  all  returns 
are  allowed  for  at  full  invoice  prices  : — 1910.  Oct.  12,  Brown  k  Co. 
returned  1  No.  6S  j-pUte  stand  camera,  lena  cracked,  invoiced  at 
£3  3l.,  and  t  No.  32b  {-plate  shutter  invoiced  at  lOi.  6d.,  faulty. 
Oct.  12,  M.  Hays  returned  3  "  Midget "  wateh  camera  outfits 
invoiced  at  £1  each  leas  5  per  cent.  Trade  Discount,  arrived 
damaged,  and  1  "  Prena"  ^-plate  film  caraerainvoiced  at  32».  6d., 
shutter  faulty  ;  Oct.  13,  B.  Hedges  returned  1  "  Dutour  "  {-plate 
box  hand  camera.  No.  3S,  invoiced  at  £3  3s. ,  lens  defective  i  Oct.  1^ 

C.  Hubert  retnmed  2  telescopic  aluminium  camera  stantk  invoiced 
at  £1  Is.  each,  not  as  ordered,  and  1  waterproof  canvas  camera  case 
invoiced  at  8s.  6d.,  soiled  ;  Oct.  17,  E.  Bradbury  returned  1  X.R.A. 
{ -plate  lena  invoiced  at  £5,  less  5  per  cent.  Trade  Discount,  not 
n^ed,  2youtha'  "Guinea"  hand  cameras  invoiced  at  12s.  6d.  each 
net,  damaged,  and  1  "  Grander  "  daylight  enlarger,  size  K,  invoiced 
at  25».,  not  as  ordered, — AimBtr.  Returns  Inwards  Book  Total 
£21  l5.  6<^ 

Ezeniia  Bk. — Front  the  following  particulars  write  up  my  Returns 
Inwards  Book  in  analyzed  form,  including  columns  for  "  Plate  "  and 
"Cutlery"  Departmenlfl  ;— 1910.  Dec.  6,  Church  Bros,  returned  1 
E.P.N.S.  waiter  (12  inch)  at  £1  I7a.  6d.,  and  1  doz.  ivory-handled 
knives  at  37s.  M.  per  doz.,  both  wrong  patterns;  Dec.  7,  Child 
k  Co.  retnmed  3  dozen  ivory-handled  knives  at  35s.  per  dozen, 
ivory  inferior,  and  1  plated  mount  claret  jug  at  2&i..  plating 
imperfect ;  Dec.  9,  J.  Harrison  returned  2  electro- plated  biscoit 
boxes  at  £1  10s.  each,  and  1  case  electro- plated  fish  knives  and 
forks  at  £4,  both  not  as  ordered,  ^.^nsiocr.  Returna  Inwards 
Book  Total  £15  IOj. 

Essrelse  Si.. — Henry  Barris,  an  iron  and  steel  merchant,  bought 
from  a  Railway  Company  on  Sept.  1,   1896,   245  tons  of  old  steel 
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raili  »t  35».  par  too,  paying  for  the  suns  before  deliTBTj  by  a 
cheque  on  his  biuikeiis  for  the  full  amount.  The  rails  were  delivered 
on  Sept.  3,  when  five  tons  proved  to  be  iron  rails  and  were  retnmed 
to  the  Railway  Company.  The  remainder  were  sold  aa  follows  : — 
Sept.  6,  100  tflnfl  to  X  Wilson  k.  Sons  at  45s.  per  ton  on  monthly 
account,  for  which  Hanii  drew  a  bill  on  them  at  3  months  and 
diBOOonted*  it  at  4  per  cent,  per  annum ;  Sept.  7,  120  tons  to 
Thomas  Frith  at  40$.  per  ton  onmontblv  account.  Tbia  wo*  duly 
paid  for  on  Oct.  10  by  eheque  for  the  lull  amount ;  Sept.  2  to  8, 
20  tons  to  sundry  persons  at  an  average  price  of  42*.  per  ton  for 
cash.  Write  ap  the  books  of  Henry  HamB  in  accordance  with  the 
Mrticnlars  given  above  and  post  U>  the  vsjiona  ledger  account*. 
Dmw  the  three  months  bill  above  mentioned  accepted  payable  at 
the  City  and  County  Bank,  and  enter  the  particulars  in  Henry 
Harris's  Bill  Book  ;  {InatiiuU  of  Chartered  AeeoujUantt ;  Interiaediale, 
DeixviheT,lSm.)~ Answer,  lot^:  Purehases  £428  15». ;  Sales  £507  ; 
Betnrns  Outwards  £8  Ids. 

Bsereise  8h.— A  sold  ooods  to  the  value  of  £600  to  B  on 
Jan.  2,  1908.  On  Feb.  2  B  sent  A  a  bill,  dated  that  day,  for  £000 
at  4  months.  On  March  5  A  discounted  the  bill  with  bis  bankers 
at  6  per  cent,  per  annum.f  On  May  28  B  wrote  to  A  and  informed 
him  that  he  was  unable  to  meet  the  bill,  and  requested  A  to  retire 
it,  which  A  did.  At  the  same  time  B  sent  A  a  cheque  for  £200 
(which  was  duly  met)  and  »  bill  at  three  months  dated  Jane  2  for 
£400  and  interest  at  6  per  cent,  per  annum.t 

Make  the  entries  in  A's  boohs  recording  the  above  transactions, 
opening  and  posting  up  in  the  Ledger  the  accounts  which  are 
affected.  {Institute  of  Chartertd Accountants ;  Final,  Ninemb<>r,lW6.) 
— Answer.     Dtsconnt  £9,  amount  of  Second  Bill  £405. 

Xxaroiae  Sn. — From  the  following  particulars  prepare  the  Pur- 
chases Betnms  Book  of  Hubert  Smith,  leil.  March2I,  returned 
to  Pannell  Bros.  2  tables,  top  20  in.  sq.,  "  not  as  ordered,"  invoiced 
at  16s.  each.  £1  IDs.  ;  March  22,  returned  to  Hare  k  Co.  1  olGce 
arm-chair,  invoiced  at  I2s.,  "one  leg  Iffohen,"  I2j.  ;  1  smajl  table, 
invoiced  at  Ss.,  "top  badly  scratobra,"  Us.  ;  March  24,  returned  to 
Mr.  Chase  1  lady's  rocking-chair,  cane,  invoiced  at  12jr. ,  ordered 
"upholstered  pliiah,"  129.  ;  March  29,  returned  to  Wharton  k  Co. 
I  bath-chair,  wicker,  invoiced  at  £1  ISs.,  mediam  size  ordered, 
small  size  received  ;  March  31,  returned  to  Hare  k  Co.  1  japanned 
and  decorated  dressing-chest,  "gloss  cracked,"  invoiced  at  £1  29.  ; 
1  mahogany  occasional  table,  "top  cracked,"  invoiced  at  IBs.  M. 
1  cretonne-covered  Bofa,  "cretonne  wrong  patt«m,"  invoiced  at 
£1  I5s.— Answer.  ToUl  of  Purchases  Returns  Book  =  £S  13s.  &(<. 

Zxarelsa  to. — From  the  following  particulars  write  up  the  Sales 
Returns  Book  of  the  Eustoo  Carpet  Supply  Co.  :— Iflll.  May  17, 
received  from  J.  Brown,  2  seamless  Ajcminster  carpet  squares, 
12  ft.  X  10  ft.  6  in.,  "wrong  size,"  invoiced  at  £4  each,  £8; 
May  18,  received  from  D.  Mackenzie  10  Brussels  bedroom  carpet 
squares  I2ft.  x  9ft.,  assorted  colours,  "inferior  quality  to  those 
ordered,"  invoiced  at  £2  15s,  each,  less  10  per  cent,  tntde  discount ; 
May  19,  received  from  O'Connor  and  Long  1  heavy  Roman  bordered 
bedroom  artoarpet,12ft.X  16ft.,  "wrong  colour,"  in  voiced  at£32t.  61; 
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2  Coron*  bordorod  bedroom  art  larpeta,  9  ft.  x  16  ft.,  "wrong 
pattern,"  iovoioed  at  £2 ;  1  hoarth-rng,  72  in.  x  36  in.,  W.C.  992, 
''  stained  with  grease,"  invoiced  at  9a  61^.  ;  Maj  2i,  received  from 
G.  Llojd  &  Cecil,  Ltd.,  2  AimwBter  corridor  rugs,  9  ft.  x  3  ft., 
"wrong  size,"  ioToicedat  lOs.  each,  £1  12s.  ;  Oo«t-sktn  bearth-rng, 
grey,  invoiced  at  18s.  M.,  "Bkin  fanlty  "  ;  May  26,  received  from 
tbeStreathamStoresCo.,Ltd.,  1  mottled  heaith-rog,  64 in.  X  27 in., 
"stained,  "invoiced  at  3s. — Aiawer.  Total  of  Salee  Returns  Book  => 
£41  Os.  ^. 


— PiM  the  following  transactions  through  the  proper 
boots  (inclnding  a  Bills  Receivable  Book  to  be  ruled  oy  you),  and 
make  all  the  entries  which  are  necessary  to  comply  with  the  double- 
entry  syitem  ; — ISll.  Jan.  6,  received  from  Hubert  &  Co.  their 
acceptance  (No.  1),  drawn  by  me  in  my  own  favour,  payable  three 
months  from  to-day,  at  394,  Lime  Street,  KC,  for  £200;  Jan.  18, 
received  from  Miles  Bros,  a  Bill  of  Exchange  (No.  2),  drawn  by  me 
on  them  in  my  favour,  payable  two  months  after  date  at  the  Bank 
of  England.  London,  dated  Jan.  18,  1911,  for  £250;  Jan.  21, 
received  from  Wrilding  &  Co.,  a  Bill  of  Exchange  (No.  3),  drawn 
by  myself  on  them  in  my  favour,  payable  ten  days  after  date  at 
222.  Little  Mill  Street,  Leeds,  dated  Jan.  21,  1911,  for  £600; 
Feb.  3,  Bill  Receivable  (No.  3),  due  to-day,  was  prenented  by 
.my  bankers,  and  was  duly  paid  to  them  for  my  account ;  Marcli  9, 
I  discounted  Bill  (No.  I)  with  my  bankers,  being  charged  discount 
Ids.  ;  March  21,  BiU  Receivable  (No.  2),  due  to-day,  was  paid  by 
me  into  my  Bank  Account  for  collection,  but  was  returned  dis- 
honoured, the  Ban^  having  charged  me  la.  6ij.  for  "noting 
eipenaas"  in  connection  with  the  Bill;  March  22,  received  from 
O,  Jones  bis  acceptance,  drawn  by  me  in  my  favour,  payable  one 
month  after  date,  dated  March  22,  1911  (No.  4),  for  £.W*i.—Aiawtr. 
Total  of  Bills  Receivable  Book  =  £1,250. 

EseroUe  8g. — -Pass  the  following  transactions  through  my  books 
in  double-entry  form,  including  a  properly  ruled  Billa  Payable 
Book.  All  bills  are  made  payable  at  my  bankers.  The  to^  of 
the  Bills  Payable  Aoooant  is  to  be  posted  in  its  prcnwr  place ; — 
1910.  June  2,  accepted  J.  Jonea's  draft  three  months  from  date,  in 
his  own  favour,  dated  June  2,  1910  (bill  payable  No.  36),  for  £300  ; 
June  3,  W.  Brown  drew  on  me,  in  his  own  favour,  at  ten  days 
after  date,  dated  June  3,  1910— accepted  (bis  drsft  (No.  37),  £2E0 ; 
June  9,  handed  to  C.  Miles  my  acceptance,  in  his  favour,  due 
June  25-28,  1910  (No.  38),  for  £100 ;  June  16,  accepted  Warren  k 
Sons'  draft,  in  their  own  favour,  dated  June  16,  payable  one  month 
after  date  (No,  39),  for  £200 ;  June  16,  biU  payable  (No.  37)  was 
paid  by  the  Bank,  £250;  June  28.  bill  payable  (No.  3B)  was  paid 
by  the  bank,  £100  j  July  IS,  bill  payable  (No.  39]  was  paid  by  the 
Bank,  £200 ;  Sept.  5,  bill  payable  (No.  36)  was  paid  by  the  Bank, 
£.300 ;  Sept.  7,  gave  C.  Drew  my  acceptance,  in  bis  favour,  dated 
to-day.  payable  three  months  sfler  date,  drawn  by  him  (No.  40), 
for  £100.— ^nsuwr.  Total  of  Bills  Payable  Book  =  £B50. 

EzBTOite  Sit. — From  the  following  particulars  prepare  the  Returns 
Outwards  Book  of  T.  Summers,  Gentlemen's  Outfitter : — 1910. 
Sept.  9,  returned  to  the  Premier  Outfit  Co.,  Ltd.,  1  chauffer's 
jacket,  wrong  size  sent,  24s.  61I,  ;  Sept.  11,  returned  to  B.  Hall 
k  Co. ,  1  doz.  pairs  boys'  boots  at  54s.  the  doz. ,  inferior  quality, 
i  doz.  slippers  at  24«.   the  doz.,   wrong  colour  sent;    S^L   18, 
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returned  to  th«  WmI  End  Co.,  Ltd.,  3  doz.  gestlemen'e  collars  at 
5t.  Od,  per  doz.  aent  in  excess  of  order. — Answer.  Total  £5  !«. 

Exwdiie  8s.— From  the  following  particulars  prepare  the  Pnr- 
chasea  Returno  Boot  of  H,  Brown,  Furniture  Dealer:— 19ia 
March  17,  returned  to  Turner  k  Co.  3  atm-cliairs,  "not  aa 
ordered,"  invoiced  at  373.  id.  each  less  5  per  cent,  trade  discount ; 
March  24,  returned  to  Carpenter  Bros.  1  overmantel,  warped,  in- 
voiced at  42s.  net;  March  26,  retnmed  to  8.  Joiner,  1  aet  of  fire- 
irona,  invoiced  at  \2>.  6d.  less  10  per  cent,  trade  discount;  March 
81,  returned  to  L.  Carver,  1  bracket,  broken  in  traneit,  lis.  6ij.  net. 
—Answer.  Total  £8  17».  1^. 

XzeToiie  8t.^ — From  the  following  nrticulars  write  np  the  Sales 
Eetnma  Book  of  Mewrs.  Sillicker  &  Co.,  Glasa  Merchants  :— 1910. 
Oct,  3,  Messrs.  T.  Quart  &  Co.  retamed  1  doz.  and  4  tumblers, 
broken  in  truisit,  charged  at  id,  each,  less  trade  diaconnt  of 
26  per  cent.  ;  Oct.  4,  Messrs.  Flint  ft  Co.  retnmed  one  packing.ca8e, 
charged  at  4a.  M. ;  Oct.  6,  J.  Taylor  returned  1  quart  decanter, 
badl;  engraved,  charged  at  21s.  the  pair,  less  10  per  cent.  Trade 
Discoant ;  Oct.  7,  Messrs.  Tantalus  k  Co.  returned  3  ont-glsss 
iugs,  wrong  colonr  sent,  charged  at  2s.  6d.  each  net. — Ansuxr. 
Total  £1  53.  BJd. 

CHAPTER  DC 
Xzeroise  9b.— Write  op  tbe  fotlowine  transaetions  of  Joseph 
Granby  in  his  Caah  Book  and  Sold  and  Bought  Day  Books  ;  post 
to  his  Ledger,  and  make  out  a  Trial  Balance  as  on  June  30,  1900. 
1900.  Jan,  1,  cash  in  hand  £17  ISa.  3^  ;  cash  at  bank  £186  173. 9d. ; 
goods  in  stock  ^£349  13s,  Ud.  ;  Jan.  8,  sold  to  Wells  &  Son  good* 
^19  Ida.  Zd.  ;  Jan.  12,  bought  of  Brown  Bros,  goods  £24  19t.  Ii'.  ; 
Feb.  12,  Wells  &  Son  pay  £19  lOs. —allowed  them  discount  6f.  Sd.  ; 
Feb.  13,  paid  to  bank  £10 ;  March  6,  drew  cheque  for  Brown 
Bros.  £12  ;  March  13,  sold  to  Chas.  Carr  gooda  £34  ISs.  1^.  ; 
Mareh  31,  received  cash  for  goods  £2  10s.  ;  April  4,  bonght  goods 
of  D.  Dixon,  £86  2».  id.  ;  April  18,  Joseph  Granby  withdraws  oaah 
£20*  ;  April  28,  ree^ved  from  Carr,  and  paid  to  bank,  £33,  dia- 
oount  £1  15s.  li.  ;  May  0,  Wells  k  Son  buy  goods  £06  I4s.  Zd.  ; 
May  25,  Wdls  &  Son  pay  cash  £40  ;  June  6,  paid  Brown  Bros,  oash 
£12  lOs.,  discount  9s.  1'/.  ;  June  14,  paid  Dixon  cash  £10,  and 
cheque  on  bank  £30  ;  June  23,  drew  obequfl  for  rent  £26 ;  cash 

Bid  for  snndrj'  expeosea  £14  Xlt.  3d.     (  Wat  Biding  Cowity  Cotimeil, 
90.)— ^nstMT.  Trial  Balance  Totals  £731  53.  Zd. 
Ezergiie  8f,— Xhomas  Flint  bought,  on  Jan.   1,   1901,  from  the 
trustee  of  Samuel  Chrystal,  a.  bankmpt,  his  buainese  as  haberdasher, 

faying  him  immediately  £400  for  the  stock  and  £60  16».  6d.  for 
imitare  and  fixtures  (taken  at  a  valuation),  but  nothing  for  good' 
will,  while  the  trustee  kept  and  collected  the  book  debts.  Flint 
brought  in  as  working  capital  £549  33.  &d.  He  opened  the  aaaaX 
books,  using  bis  Cash  Book  to  record  all  receipts  and  poymenta 
which  were  through  his  Bankers,  while  he  kept  a  Petty  Cash  Book 
to  record  the  payment  of  w^;ea  and  sundry  expenses  connected 
with  the  business.  Pass  the  above  and  the  following  transactions 
through  the  proper  books  to  the  Ledger,  and  eitroct  a  Trial 
Balance  as  on  Jan.  31  : — Jan.  1,  drew  and  cashed  cheque  for  petty 
cash  £10  i  Jon.  3,  bought  of  Abel  Smith  456  yds.  velvet  at  9i.  M. 
*  IMtlt  J.  Gnubj'*  Capital  AcMunt. 
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6  per  cent,  per  anniun  for  the  oocommod&tioD  ;  Jan.  4,  bought  6 
■eats  for  bis  &Bustanti  a.t  lOf.  each,  and  *  new  ooaotor  coBting  £27, 
and  paid  for  gaiDe  net ;  Jan.  6,  bought  ol  Adam  Jcaes  9  pieces,  of 
64  yofl.  each,  IrUh  Iidbd  at  2i.  2(j.  a  jd.,  2}  per  cent,  cash  disoouDl; 
being  allowed  for  payment  within  14  days ;  Jan.  7,  paid  hia 
accountant  £2i33.&d.  foe  examining  the  books  of  S.  Chrystal  and 
negotiating  purchase  with  troetce  ;  Jan.  S,  received  from  his  prin- 


Victoria  felt  underskirts  at  Wa.  6d.  each,  12  yds.  black  silk  a 
fo.  &f.  a  yd.,  and  6  yds.  purple  silk  at  M.  a  yd.  The  total  purchase 
was  to  be  paid  for  not  later  than  Feb.  6,  5  per  cent,  per  annum 
being  charged  on  the  account  if  overdue,  while  IJ  per  cent,  dia- 
' ---i  be  allowed  if  paid  within  7  days  ;  Jan.   11,  paid  his 


lawyer  for  expenaes  connected  with  the  purchase  of  the  bus 
£10  6s.  SiJ.  ;  Jan.  12,  paid  from  petty  cash  poetage  of  circular! 
and  sundry  shop  expenses   £2   12s.  6i^.  ;   Jan.   13,  received  from 


Mrs.  Whit«  payment  of  goods  invoiced  IDth  ;  Jan.  10,  pud  Adam 
Jones  as  per  invoice  of  the  6th  inst.  ;  Jan.  22,  sold  Mrs.  White 
a  repeat  of  the  onier  of  the  10th  inst.,  but  for  half  the  q^uantit^  of 
each  item,  and  upfm  the  same  terms  ;  Jan.  22,  sold  Mrs.  White  a 
repeat  of  the  order  of  the  10th,  bnt  the  goods  being  soiled  or 
imperfect,  a  trade  disconnt  of  16  per  cent,  was  allowed  ;  Jan.  3t, 
drew  and  cashed  cheque  for  wages  for  the  mooth  £20  9*.  9d.,  drew 
cheque  £20  (as  against  proGts)  for  private  pnrpoHes,  received  for 
the  month  (as  per  till  book)  £103  \2s.  &i.,  being  cash  sales  (paid  to 
bank).  {Royal  Society  of  Artt;  InUrmtdiaU,  \mi.)—Aitswrr.  TrUl 
Balance  Totals  £1668  9s.  100. 

ExereiBe  9g. — The  Trial  Balance  below  contains  three  errors 
which  you  should  be  able  to  detect,  and  no  others.  Make  any 
alterations  which  yon  think  necessary,  state  why  you  make  them, 
and  show  by  adding  the  columns  that  the  Dr.  and  Cr.  totals  then 
agree. 

£.        3.     d.  £       !.     d. 

49    3    4                     B.  Leslie  86  14  1 

847    3  11                       Goods  219    4  4 

F.  Fairfax  53  14  6 

275    3    0                        Bank  ISO    7  10 

420    0    0               Bills  Receivable  029  10  0 

70  10    0  K.  Longhurst 

2»    3    «                     Discount  35  11  9 
103  14    4            Salaries  and  Wages 

Trade  Expenses  30  19  6 

200    0    0                  BUIs  Payable  375    0  0 
S46  15    7                       Capital 

£2.849  14    2  £1,698    2    0 

Note :  Kedraw  the  Trial  Balance,  showing  the  balance  of  each 
account  instead  of  the  total  on  either  side  of  the  account.  {Uni- 
terfity  of  Camimdge  Local  Examinaiion ;  Jimior,  Dec.  19(KI. } — 
A-nswer.  Capital  and  Trade  Expenses  on  wrong  sides  j  B.  B.  £629  1(X'. 
sbouhi  be  £269  10».;  I.B.  Totals  £1117  9j.  l£ 
B  B  2 
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ExsrdM  ftu. — A  merchimt  has  in  stock  at  the  end  of  his  financial 
year  144  yards  o£  cloth  which  coat  him  3s.  id.  per  yard  less  5  per 
cent,  discount.  The  selling  price  is  it.  2d.  per  vard  less  2^  per 
cent,  discount.  12  yards  of  the  cloth  have  b^n  damaged  and  can 
be  sold  for  la.  per  yard.  At  what  sam  should  he  value  this  cloth 
in  his  stock-tt^lng  T  (fFtst  Siding  Caaniy  Council ;  Firtt  Stage, 
May,  1906.)— ^fUKw.  £21  10s. 

Bxerolie  Si. — From  the  followiog  particulars  prepare  C.  Hay'i 
Trading  Account  for  the  year  1910  :^-Stock  Jan.  1,  1910, 
£2050  2!.  2d.  ;  sales  £',  1S4  2a.  &I.  ;  returns  outwards  £30 ;  pur- 
cbiaes  £5,222  61.  M.  ;  stock  Bee.  31,  1910,  £950 ;  return*  inwarda 
£65  llii.~AnsweT.  Gross  Profit  £826  3».  8rf. 

ExeruiM  9J. — From  the  following  particulars  prepare  0.  Robinson'a 
Manufacturing  Account  for  the  year  1910 :— Stock  Jan.  1,  1910, 
£1000;  purohases  of  materials  £9000;  returns  outwards  £400; 
wages  £6,850 ;  sales  £17,000  ;  cost  of  lighting  and  heating  factory 
and  electrical  power  (manufacturing)  £700 ;  carriage  of  raw 
materiaU  to  factory  £126  ;  stock  iu  hand  Dec.  31,  IQIO,  £2525.— 
Answer.  Gross  Profit  £2250. 

Exeitin  9e. — Draw  out  a  ProfitaadLotsAccount :— Jan.  1,  1906, 
capital  £2675 ;  Jan.  31,  gross  profit  £425 ;  sundry  eipensee 
£35;  rent  £70;  wages  £80;  bad  debts  £20;  discounts  received 
£25;  discounts  allowed  £30.  {Autiioneer^  IntiUiUe  of  the  U.K.; 
FrdimiTiary,  1907.)— ^iwuwr.     Net  Profit  £215. 

EieTsiis  9l.  —From  the  following  particulars  prepare  C.  Wray'a 
Trading  aud  FroSt  and  Loss  Accounts  for  the  year  1910  :— Pur- 
chases £3,311  It.  3d.  ;  sales  £5,131  lis.  3d.  ;  stock  Jan.  1,  1910, 
£1,101  U.  Ud.  ;  stock  Dec  31,  1910,  £1,313  I3i.  Hi. ;  salaries, 
£711  13s.  lOd.  ;  rent,  rat«s,  and  taxes  £231  1>.  lOi^  ;  postage, 
stationery,  and  telegrams  £113  Is.  Id.  ;  discounts  alloi^ 
£31  lis.  I''.  ;  discounts  received  £13  Is.  llii.. ;  interest  paid  on 
mortgages  £136  6t.  \d,  ;  interest  received  on  deposit  account  at 
bank  £31  U.  lOd.  ;  returns  inwards  £13  13s.  Id.  ;  returns  out- 
wards £311  lis.  Zd.  ;  depreciation  £100.— .^luuwr.  Net  profit 
£1051  10s. 


Stock  Jan.  1,  1910,  £13,882  i%.  M.  ;  stock  Dec.  31,  1910, 
£12,118  4s.  U.  ;  sales  £100, 121  lii.M.  ;  purchases  £66,^2  Is.  Sd.  ; 
returns  outwards  £834  9s.  2d.  ;  returns  inwards  £1221  Os.  id.  ; 
general  expenses  £1884  9s.  6d.  ;  commission  received  £21 ;  interest 
paid  £3308  I5«.  9d.  ;  discount  received  £111  4s.  9d.  ;  discount 
allowed  £1,200  4s.  6d, ;  rent,  rates,  and  taxes  £3321  9s.  2d.  ; 
salaries  and  wages  £4,486  Is.  9d.  ;  stationery  and  printing 
£599  2s.  id.  ;  carriage  on  goods  sold  £244  Ss.  2d.  ;  postages,  tele- 
grams, and  telephone  £388  4s.  9d.  ;  depreciatioa  of  office  farnitur* 
and  fittings  £111  2>.  2d.  ;  amount  written  oQ'  preliminary  expenses 
£1000;  bad  and  doubtful  debts,  provision  for,  £9300.~AnsiBer. 
Gross  Profit  £31,799  Is.  8d.;  Net  Profit  £13,127  8s. 
Ixsrclse  9n. — On  Dec.  31,  1899,  J.  Harris  found  that  his  gross 

Srofit  on  trading  for  the  year  1399  amounted  to  £760.  He  also 
iscovered  that  his  gross  sates  during  the  year  had  exceeded  his  pur- 
chases by  £631  Ot.  6d.,  but  that  £132  worth  of  goods  thus  sold  had 
been  returned  to  him.  His  stockonDec.  31,  1899,  consisted  of  3  tons 
2  owt.  of  copper  at  £71  per  ton,  and  194  tons  7i  owt.  pig  iron  at 
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6Al.  8d.  per  ton.  Asauming  for  tha  purposes  of  thia  question 
that  the  prices  o£  copper  and  pig  iron  have  not  varied  doring  the 
year,  what  was  the  value  of  his  stock  on  Jan.  1,  1899?  (Cii^ 
Serviee  Commissionera  [AasiataTlt  Surveyor  of  Taxei\,  Jan.  1901.) — 
AmuKT.  iXOl  Is. 

Exeniia  9o. — Henry  Radford  keeps  his  books  by  double  entry, 
and  refjueatB  you  to  prepare  his  Trading  Account  for  the. year  1910. 
He  gives  you  the  following  information  ; — Stock  Jan.  1, 1910.  £500  ; 
stock  Dec.  31,  1910,  £1,500;  returns  inwards  £40;  salea  £3.050; 
returns  outwards,  nil.  He  is  unable  to  tell  yon  the  total  of  his 
purchases  for  1910  owing  to  the  fact  that  the  Purchases  Account 
has  been  torn  out  of  hia  Ledger.  He  tells  you,  however,  that  at 
Jan.  1,  1910,  he  owihI  £1,550  to  hia  trade  creditors  for  goods 
bought,  that  he  has  paid  them  £2,600  in  aasYt  during  the  year,  and 
has  accepted  their  bills  for  £1,250  during  the  year,  also  that  he 
owes  them  £1,200  at  the  end  of  the  year.  Ascertain  his  purchases 
tor  the  year,  and  then  prepare  his  Trading  Account. — AnsJCST. 
Purchases  £3500  ;  Gross  Profit  £510. 

Zxereiie  Op. — In  closing  the  books  of  Robert  Sawyer  you  find 
the  undermentioned  items.  How  would  you  deal  with  these  trans- 
actions when  preparing  tha  Annua!  Accounts  for  the  year  ended 
Dec.  31,  1904!  (i)  Pire  insurance  premium  (£50]  paid  on  June  30, 
1904,  covering  the  twelve  months  to  June  30,  1905.  (ii)  Salaries 
(£125)  accrued  due  to  A,  B,  C,  but  not  yet  drawn  by  them,  (iii)  R. 
Robinson  paid  £100  in  advance  in  full  settlement  for  work  which 
was  being  executed  for  him  under  a  contract.  The  cost  of  the 
work  completed  up  to  Dec.  31,  1904,  amounted  to  £39,  when  it 
was  estimated  that  half  the  contract  hod  been  completed,  (iv) 
Patents  Account  showed  a  debit  balance  of  £557  Is.  This  amount 
consisted  of  Patent  rishta  (6  years  to  run)  purchased  for  £650, 
and  renewal  fees  for  tha  year  1904,  £7  Ts.  (v.)  Three  years  ago 
Robert  Sawyer  bought  a  milling  machine  for  £200,  and  depreci- 
ation at  the  rate  of  10  per  cent,  upon  the  diminishing  balance 
has  been  written  off  each  year ;  the  same  machine,  however,  can 
now  be  bought  for  £120  owing  to  improvements  in  manufacture. 
{ZiMiifon  Cham,bfr  of  Commerrx;  Senior,  1905.)— ^luiusr.  (i)  Carry 
£25  forward  as  an  asset.  (11)  Reserve  £125  as  owing,  (iii)  £11  esti- 
mated profit  may  be  taken  credit  for,  but  it  is  often  safer  to  leave 
matters  over  until  completion,  (iv)  Write  off  £7  7^.  plus  (say)  |th 
of  £550,     (v)  Depreciate  as  usnal  and  ignore  external  fluctuations. 

Exerciie  9q.— Sometimea  provision  is  made  for  depreciation  of 
plant  by  writing  off  a  fixed  proportion  of  the  original  cost  in  each 
year,  and  somettmes  by  writing  off  in  each  year  a  fixed  percentage 
of  the  balance  of  the  account  as  it  stood  at  the  commencement  of 
the  period.  Supposing  that  it  is  desired  to  write  machinery  which 
cost  £1,000  down  to,  say,  £600  at  the  end  of  the  fifth  year,  state 
tha  amount  that  would  be  charged  against  each  year's  profits  under 
each  of  these  t*o  systems.  {CharUred  hmtitiite  of  Secretaries  ;  Inter- 
mediate  and  Final,  1906,)— .^iiswer.  Fixed  percentile  of  original 
cost  8%;  fixed  percentage  of  diminishing  balance  9'71  %. 

Exeroiie  9r, — The  following  is  a  Trial  Balance  extracted  from 
the  books  of  Charles  Weeks  by  his  book-keeper.  The  latter  has 
evidently  made  several  mistakes  in  preparing  it.  You  are  requeated 
to  re-draw  it  in  proper  form  so  that  the  Trial  Balance  shall  show 
totals  which  agree. 
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Trial  BAIuiNOB,  June  30,  1911 


- 

cr. 

C.  Week!,  Capital  iecoimt  (Credit  Balauee) 

Prp^old  IbdJ  and  balldliigi. 

8.1art« r. 

£           1. 

d. 

Ml 
3.1(10 

ID 

■    5 

e 

d. 

Disoounta  allowMU 

12 

0 

a 

PurehluB _ „.... 

a 

IHbtor:  W.  Hutu 

iin  1  n 

£1.B1S  1  16 

0 

1    £3.668 

16 

• 

=  £2,690  I9g. 
leraiu  93.  — FroDi  the  following  nirtiuulars,  extracted  from  the 
a  of  0.  Lawrence,  prepare  his  Trading  Account  for  the  year 
ended  Dec.  31,  1910:— Stock  of  goods  in  hand,  Jan.  1,  1910, 
£ll,2ie  9b.  ad.  ;  sales  for  the  year,  £6S,109  11>.  3d.  ;  parcbase* 
for  the  veor,  £86,242  12i.  9d.  ;  returns  outwards  for  the  year, 
£l,S421Ss.  Bd.  ;  stflckof  goods  in  hand  Bee  31,  1910,  £12,H99  If.  Zd. 
Show  also  the  Journal  Entries  wbicb  are  necessary  in  order  to  deal 
with  the  Stock,  Sales,  Purchases,  and  RetnmH  Outwsjda  Account* 
JQ  0.  Lawrence's  Ledger.— Anauier.  Gross  Profit  £5,362  9s.  9d. 

EzeTsise  9t. — From  the  following  partionlBrs,  extracted  from  the 
books  of  C  Cooper,  prepare  a  Trading  Aoconnt  for  the  year  ended 
December  31,  1910 :— Purchsaes  on  credit  for  year,  £7,219  8s.  4d.  ; 
porobaaes  for  cash  for  year,  £10S  149.  Sd.  ;  at«ck,  Jan.  1,  1910, 
£8,6^  llj.  Id.  ;  stoc^  Deo.  31,  1910,  £3,056  Or.  lOd.  ;  salea 
returns  for  year,  £133  4s.  6d,  ;  sales  on  credit  for  year, 
£13,866  48.  9d.  ;  cash  sales  for  year,  £1,029  8a.  3d.  ;  returns 
outwards  for  the  year,  £521  4s.  2d. — Answer.  Gross  Profit  = 
£2,367  19s.  Id. 

EzeroiM  9v. — From  the  following  partionlars  prepare  the  Trading 
Account,  and  the  Profit  and  Loss  Account  of  C.  Willis,  for  the  year 
ended  December  31,  1911 1— Stock  of  goods  in  hand,  Jan.  1,  1911, 
£3,096  10s.  1  sales  £35,932  ISir.  1>^  ;  purchases  £34,364  3s.  9d.  ; 
returns  inward  £3,921  0).  3d.  ;  retnms  outward  £2,091  17s.  lOd. 
wages  £425  16s.  4d.  ;  salaries  £394  12s.  Id. ;  postages  £38  17s.  9fl. 
discounts  received  £365  23.  Sd.  ;  discount*  allowed  £39  4t.  2(t 
rent,  rates,  and  taxes  £274  9s.  Si^  ;  general  expensea  £214  0>.  Ud. 
telephone  subscription  £36  lOs. ;  stock  of  goods  on  hand  Dec.  31, 
1011,  £4,114  2a.  6d.—AnmasT.  Gross  Profit  =°£75T  Is.  5d.  ;  Net 
Loss  =  £301  6s.  lOd. 
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iVofe.— Value  of  slock  of  gCMjda  in  hand  December  31,  1811 
»  £1,212  83.  &i.— ^iMUM^.  Oroes  Profit  =  £910  4s.  m.  ;  Net 
FroSt  =  £280  14c   1^. 

EsaroiH0w.— The  following  is  tb«  Tradine  Aceonnt  of  Arthur 
Eaooe,  &  merchant,  aa  prepared  by  his  boolt-keeper.  The  latter'a 
knowledge  of  book  .keeping  is  elight,  and  the  amount  of  the  grosa 
profit  arrived  at  is  evidently  inoorpect.  You  are  requeatcd  to 
correct  the  mistakM  appearing  in  the  statement,  and  to  withdraw 
it  in  proper  form. 

Abtbub  Ranob. 

Tbadins  AccotTHT  for  the  year  ended  December  31,  1910. 


Gross  Profit  =  £330  lOo.  3d. 
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Sztrdw  ftx. — The  following  is  a  Trial  Bolanoe  extracted  from 
the  books  of  H.  Wood.  Several  itema,  however,  are  entered  on 
the  wrong  side.  Correct  the  Trial  Balance  HO  that  the  totals 
agree. 

Tbiai,  Balance,  SepUmber  30,  1910. 


H.  Wood,  Capital  Account 
Freehold  Land  and  Buildings 

Bat«8  and  Taxes 
Disconnts  allowed 
Diaconnts  received    . 
Stock,  July  1,  1910   . 
Fnrchaaea  . 
Retnnu  Inwards 
Sales. 

Furniture  and  Fittings 
Printing  and  Stationery 
Cash  at  Office     . 
Cosh  at  Bank     . 
General  Expenses 
Sundry  Debtors 
Sundr;  Creditors 


Ansimr.  Correct  total  of  Trial  Balance  =  £3,930  15s, 
Ezereiie  dr.— The  following  is  the  Trading  Account  of  Balbam 
Brown,  a  trader,  as  prepared  by  his  book-keeper.  The  latter  has 
evidently  no  proper  knowledge  of  book-keeping,  and  there  are 
several  errors  in  the  account.  You  are  required  te  draw  up  the 
acoount  correctly. 


11  16    3 

22    0    4 

492    6    3 

347    9    4 

£2,532  14    0 

£5,328  16    0 

BAIiHAM  BRC 

WN, 

Trading  i 

ccount  for  the  Year  Ended 

Sept.  30,  1910. 

1910.                          £ 

d.     1909. 

Sept.  To  Purchases  699 
30     Add  Betnni» 

0    7   Oct.  1  By  Stock 

1910 

inwards    .     14 

7    0    Sept.    Sales 

Add  Stock  at 

30              £83}  7s.  2d. 

30/6/10      .  517 

6    3                 Less 

Betums 

Outwards 

£17  OS.  3d. 

Difference- 

being 

Balance  of 

Gross  Profit 

£1,230  13  10 
Antwrr.     Gross  Profit  =  £^0  19*  lid. 


r  0   9 
9  13 'lO 
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IxereiM  9z. — From  the  followinsparticiilara  prepare  the  Trailing 
and  Profit  and  Loaa  Accoonta  of  H.  Rsinbow  for  the  six  montliB 
ended  Dec.  30,  1909  :— Stock,  July  1,  1809,  £1,473  6».  2rf.  j  lalea 
£1,763  Qs.  Sif.  ;  purcboseg  £3,631  ITs.  ;  returns  inwards  £127  Oa.  Bil.  ; 
returns  outwardB  £47  9s.  M.  ;  wages  £322  Oj.  Id.  ;  salaries 
£207  6a.  3rf.  ;  postaaes  £69  0».  3ti.  ;  rents,  ratea,  and  taies 
£473  6s.  M.  ;  generalexpensea  £221  4s.  \d.  ;  stock,  Deo.  31,  1909, 
£81>7  63.  ^tL—Aiufwcr.  Gross  Pni6C  =  £64  U  '2d.;  Net  Loss 
=  £906  153.  Si. 

CHAPTER  X 
EzeroUe  10>. — 1.  Enter  the  following  Statements  and  Traiis- 
ectiona  in  Invoice  Book  (Purchases  Book),  Sales  Book,  Cash  Book 
(liftving  Bank  and  .  Office  columng) ;  or  joumaliKe.  (N.B.— All 
clieqnea  to  be  treated  as  bank  tranaactions).  2.  Post  these  entries 
into  the  Ledger.  3.  Balance  the  acconnts.  Ascertain  how  much  cash 
I  have  both  at  the  office  and  in  the  bank  ;  also  how  much  is  owing 
to  Die  and  hy  me.  Find  the  gain  or  loss  in  trading  by  means  of  a 
Goods  Account  (Trading  Account),  the  net  gain  or  loss  bj  a  Profit 
and  Loss  Account ;  the  net  capital  by  means  of  a  Balance  Sheet. 

iN.B. — A  Trial  Balance  is  not  desired,  as  the  time  is  limited.)  On 
uly  1,  1905,  my  books  showed  the  following :— Liabilities— 1  owe 
Finch  ft  Son  £72  10s.  Assets— I  have  cash  at  bank  £765  ;  I  have 
cash  at  office  £56  10s.  ;  goods  valued  at  £567  15s. ;  L.  Martin  owes 
me£4S5s. 

Tkansaotions.— 1905.  July  3,  sold  goods  to  Wren  &  Rooke 
ie96  ISs.  ;  bouaht  goods  and  paid  by  cheque  £124  12s.  ;  July  5, 

Slid  Finch  &  Son  by  cheque  £72  10s.  ;  aold  goods  to  B.  Swan  £S5 ; 
aly  8,  L.  Martin  paid  me  in  cosh  £2S  6s.  ;  sold  goods  to  Wren 
&  Rooke  £73  15s. ;  bou^  goods  of  Drake  &  Co.  £136  12s.  M.  ; 
July  12,  received  from^Vren  k,  Rooke,  cash  £26  5s.,  by  cheque 
£120  (discount  allowed  £3  ISs.),  £150;  July  15,  sold  goods  to 
L.  Martin  £67  7s.  6ii.  ;  sold  goods  for  cash  up  to  this  date  £149  8«.  ; 
sent  cash  to  bank  £175  ;  July  18,  sold  goods  to  R.  Swan  £54 ; 
received  from  R.  Swan,  cash  i&9,  and  his  acceptance  at  3  months 
for  £100,*  £139 ;  Jaly  20,  paid  Drake  &  Co.,  by  cheque  £114,  and 
was  allowed  as  discount  £6,  £120;  July  24,  bought  goods  of 
Finch  4  Son  £217  ;  sold  goods  to  Wren  and  B«oke  £105  ;  July  28, 
paid  Finch  ft  Son,  by  cheque  £152,  and  was  allowed  discoimt  £S, 
£160  ;  Wren  ft  Rooke  paid  to  my  bank  acconnt,  £97  10».  {discount 
allowed  £2  tOs.),  £100;  July  31,  sold  goods  for  cash  up  to  this 
date  £132  16s.  ;  sent  cash  to  bank  £150 ;  paid  wages,  etc.,  in  cash 
during  the  month  £48  15s.  ;  estimated  value  of  goods  on  hand 
£356.  {College  of  Preceptors;  Junior,  ChHatmas,  1906.)— A^tsteer. 
Gross  Profit  £74  2«. ;  Net  Profit  £33  2s. ;  Final  Capital  £1398  2s. 

Zzsroisa  1(If,-~(N.B. — The  dates  and  the  initials  of  names  should 
be  given. )  1 .  Enter  the  following  statements  and  transactions  in 
Invoice  Book  (Purchases  Book),  Sales  Book,  dsh  Book  (having 
Bank  and  Office  columns) ;  or  journalize.  (N.B. — All  cheques  to 
be  treated  as  bank  transactions.)  2.  Post  these  entries  into  the 
Ledger.  3.  Balance  the  accounts.  Aacerlain  how  much  cash  I 
hive  both  at  the  office  and  In  the  bank  ;  also  bow  mnch  is  owing 
ia  me  and  by  me.  Find  the  gain  or  loss  in  trading  by  means  of  a 
■  Debit  tbl9  £100  to  u  us«t  aoeonat  entitled  ■'  Bills  RecetTsUe,"  and  credit  s 
like  aiuouat  to  &.  Sksd. 
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Goods  Aceonnt  (Trading  Acconnt) ;  the  net  gain  or  loss  bja  Profit 
and  Low  Account ;  the  net  c»piUll  by  means  of  a  Balance  Sheet. 
(N.B. — A  Trial  Balanoe  is  not  desired,  as  the  time  is  limited.)  On 
jnly  1,  1908,  my  books  showed  the  following  resnlts  ;  Liabilitiea — 
I  owe  Field  &  Co,  £.95  15a.  Assets—I  have  cash  at  bank  £345 ; 
I  have  cash  at  office  £27  lOs. ;  goods  valued  at  £864 ;  C.  Dale  owes 
me  £36  hs. 

Trass* OTioNS. ^1908,  Joly  2,  sold  goods  to  G.  Heath  £48  10s.  ; 
iold  "goods  for  cheque  (sent  to  bank)  £56  15s. ;  July  4,  paid  Field 
h  Co.,  by  cheque  £91  (discount  allowed  £4  15s,),  £95  15<.  ;  sold 
goods  to  C.  Dale  £67  lOs,  ;  Julv  7,  bought  good^  and  paid  by 
cheque  £125;  sold  goods  to  K. 'Lea  £72  8i.  ;  July  10,  received 
from  C.  Dale  cash  £53  15s.  :  paid  rates  and  taies  in  cash  £22  lOs.  ; 
Jnly  14,  sold  goads  for  casli  up  to  this  date  £132  5s.  ;  sent  cash  to 
bank  £150 ;  July  16,  sold  goods  to  G.  Heatli  £S4  12>,  ;  received 
from  G.  Heath,  cash  £97  10s.  (discount  allowed  £2  10s,).  £100; 
July  a>,  sold  goods  and  was  paid  by  cheque  £45  6s.  ;  bought  goods 
of  Field  k.  Co.  £146  10s.  ;  sold  goods  to  K.  Lea  £37  16s,  ;  July  24, 
bougbt  goods  for  oash  £52  10s.  ;  July  28,  K.  Lea  paid  me  \>y 
cheque  £65 ;  paid  Field  &  Co.  by  cheque  £75  ;  July  31,  sold  gpoOa 
for  cash  up  to  this  date  £115;  sent  cash  to  bank  £136;  paid 
wages,  etc,  in  cssh  during  the  month  £33  15^.  ;  estimated  value 
of  goods  on  hand  £612.  {College  of  Freeg/loTa;  junior,  Ckrialmia, 
1906.)— -^Micer.  Groaa  Profit  £84  2s.;  Net  Profit  £30  2s.;  Final 
Capital  £1207  2s. 

Extrola*  lOa.^From  the  followii^  Trial  Baliuioe  prepare  Henry 
Brown's  Trading  and  Profit  and  Loss  Account  for  the  half  year 
ended  Dec  31,  1910,  and  his  Balance  Sheet  as  on  that  date. 


Dr. 


Cr, 
£3,350 


Seles 

Freehold  Fremises  . 

Bills  Receivable 

Sund^  Creditora     . 

Bills  Parable  . 

Sundry  Debtors 

Stock  July  1,  1910  , 

Returns  Inwards 

Salaries    . 

I^inting  and  Stationery  . 

Rent,  Rates  and  Taxes    . 

Electric  Light 
Tele[ihone  Subscription 
Furniture  and  Fittings    , 
Cash  at  Bank  . 
Cash  in  Hand  , 


£15,100      £16,100 


1,  mo,  £1200,     Write  £1«  aff  Fun 
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Exerciw  10b. — Walter  Bobinson  started  buainesBon  Jan.  1, 1S93, 
vith  £500caBh  capital.  During  the  next  three  months  hepurcliased 
goods  costing  £6S2,  tatA  sold  fivG-aiithB  of  theso  for  £700  cash  ;  OD 
March  31,  of  the  goods  purchased  £S2  worth  had  not  been  paid  for, 
the  remainder  having  been  paid  for  as  follows  :  bill  pajable,  due 
Anril  20,  £400,  cosh  £200.  Hia  expenses  during  the  three  montha 
(all  of  which  had  been  paid  for  in  cash)  had  amounted  to  £142. 
Enter  the  above  transactions  in  Robinson's  Cash  Book  and  Ledger 
only,  and  draw  Profit  and  Loss  Account  and  Balance  Sheet  OS  on 
March  31,  1898.  (Civil  Service  Commiaekmers  ;  Asiiitant  Surveyor  of 
Taxes,  Janjiary,  IWl.j-^nswsr.  Gross  Profit  £131  13s.  4d.;  Net 
Loaa  £10  6s.  &d. ;  Final  Capital  £469  13s.  4d. 

EzerolM  lOi. — John  Smytti  carries  on  business  as  a  cigar  manu- 
bcturer.  Prepare  his  Profit  and  Loss  Account  and  Baluioe  Sheet 
from  the  following  Trial  Balance  at  December  31,  1685, 


Capital  (January  1895)    . 

1.000 

Salea        .... 

Tobacco  (bought)    . 

2,000 

Loan  on  Mortgage  . 

Machinery  and  Plant      . 

1,600 

2,000 

Creditors 

Wi^es     .         .  "      . 

5,000 

Debtors  .... 

1,500 

Boxes,  lAbols,  etc.  . 

500 

EatcB  and  Taxes      . 

10 

Bills  Keceivi^le      . 

300 

Insurance 

10 

Carriage. 

150 

Incidental  Eipensea 

200 

Stock  Dec.  31,  1894 

2,000 

Cash  at  Bank  . 

i;25o 

Cash  in  Hand . 

60 

Charge  depredoitkiit  Land  and  Btiildings  2(  per  cent. 

„  „  Machinery  and  Plant         5        „ 

Interest  to  be  allowed  on  Capital  *    .        .         6        „ 

„  on  Loui  (one  year)  .  .  .  5  „ 
Provision  for  Bod  DebU  and  Discounts      .         5        „ 

Stock  Dec  31,  1895 £1,600. 

{In^ituU  of  Chwrtered  AeamnUinta ;  Intermediate,  June,  ISOS.) 

Ansioer.     Net  Profit  £1050;  Final  Capital  £6350. 

Exsrciw  Ittr. — From  the  following  Trial  Balance  prepare  Trading 
Account,  Profit  and  LoBa  Account,  and  Balance  Sheet  as  at  Man^Sl, 
1907. 


■  Dsblt  Profit  and  Lou  Aocoont  uid  Credit  Cqiltia  Aoeoimt  Hi 
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Trial  Balance.  UarA  SI,  1907. 

£  £ 

Stock  Apiil  I,  1906 
C&pital    . 
Porohaws 
CommUaioii    . 
SaUriea  . 

Beat,  Rates  and  Taxes  . 
Bad  Debts 
Office  Expenses 
Sales       . 

Fomitnre  and  Fittings  . 
SiuidrT  Debtors 
Bank 

Cash  in  Hand. 
Drawings 


Creditors 


£52,600       £52,600 


Provide 


Ths  valne  of  ths  Stoeb  on  March  31,  1907,  was  £^00. 
for  Depreciation  of  Fnrnitare,  etc.,  at  10  per  cent,  per  annum. 

{ChariertdliutittUeitfSecretariet;  IniernKdiaie,  June,  1907. )— j<m»«WT. 
GcoBB  Profit  £3600  ;  Net  Profit  £600  ;  Final  Capital  £14,700. 

ExereiM  10k. — A.  From  the  following  Trial  Balance,  etc.,  prepare 
Trading  Account,  Profit  and  Loaa  Account,  and  Balance  Sheet  of 
Jtunes  BobinaoQ,  nuumfaclnrer. 

Trial  Balartea,  DtttmUr  SI,  1906. 

£  £ 

Capital  Account 

Plant  and  Machinery 

Debtors  . 

Creditors 

Drawings 

Purchases  of  Raw  Materials    . 

Wages  (productive) 

Bank 

Stock  on  Jan.  1,  1906  : 

Materials 

Finished  Goods    . 
Rent 


1,000 

10.000 
5,000 
1,000 


Warehouse  and  0 
Bad  Debts 
Carriage  . 
BUls  Payable 


£27,700       £27.700 


On  Dec.  31,  190S,  the  stock  of  raw  materials  was  valued  at 
£600,  and  the  slock  of  finished  goods  at  £850.  Provide  for 
depreciation  of  plant  and  mochineiy  at  10  per  cent,  per  aanuni. 
Reserve  an  additional  £200  for  bad  and  doubtful  debts. 

B.  What  is  a  reserve  fund  I    When  ia  it  decdrable  that  it  shonld 
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be  represented  hj  inveetmeatB  outside  the  bnsiaesB,  anil  when  (if 
ever)  is  it  permissible  that  it  should  be  invested  in  Che  business  ! 

Whftt  entries  must  be  made  in  Cbe  books  of  a  company  (a)  to 
transfer  £l,OOOprofits  to  Reserve  Fund,  (4)  to  invest  a  Reserve  Fund 
ot  £1,000  in  Consols  at  86^!  {Chartered  InitUmU  of  Secrelariu ; 
PiTial,  June,  1907.)^Antwer.  A.  Oross  Loss  £350;  Nat  Loss 
£2,450;  Final  Capital,  £6,550.  B.  (a)  Debit  Profit  and  Loss 
Acconnt ;  Credit  Reserve  Accoont.  (i)  Debit  Consols  Account; 
Credit  C^h  Account. 

Sxeroiaa  IOl. — Prepare  Final  Acconnts  of  John  Combine,  steel 
merchant,  on  Dec.  31,  1903.  Stock,  at  Dec.  31,  1903,  i-alued  at 
£3,600.  Write  off  £400  Bad  Debts,  and  maintain  a  Reserve  of 
6  per  cent,  on  the  remaining  debtors'  boloncee  to  allow  for  doubtful 
debta  Depreciate  Plant  10  per  cent.  Allow  interest  on  Capital 
at  5  per  cent,  per  annum.  Combine  introduced  a 
ipital  on  Dec.  1. 


a  £500 


Trial  Balana,  December  31,  1903. 


Ck. 

J.  Combine,  CapiUl.     £i 
-  Bills  Payable    . 
The  Consolidated  Bank 
Sales  .         .        .     2£ 

Reserve  for  Bad  Debts 
Discount  on  Purchases 
Sundry  Creditors     .      i 


Stock 

WMeB(P.  d:L.  Jfa). 
Eaiway  Charges,  c ' 
Purchases  . 
Interest  on  Overdraft 
Bills  Beoeivable. 
Bents,  Bates,  etc. 
Float  and  Moohiuery . 
Travelling  Expenses  . 
Repairs  to  Plant 
Cash  . 

Discount  on  Sales 
Betnms 

Sundry  Debtors . 
Office  Expenses  . 
Income  Tax 
Drawings   as    against 
ProBtfl     , 

£34,130 

{NalifixaZ  Om<m  of  Ttackeri ;  Advanced,  1901.) 
Ansieer.  Groea  Profit  £8,800;  Net  Profit  £1,087  183.  W.-j  Final 
Capital,  £5,815. 

XxaroiM  IOh.— John  Robinson's  Balance  Sheet  at  Dec.  31,  1905, 
gives  bis  cajjital  as  standing  at  on^dit  £10,000,  while  his  Drawing 
Account,  owing  mainly  to  neavy  losaes  and  bad  trade,  shows  an 
accumulated  debit  balance  of  £4,206  59.  &I.  In  addition  to  this  bis 
stock  is  overvalued  to  the  extent  of  £3,050  6«.  6<^..  and  he  has 
omitted  to  provide  a  reserve  (or  bad  and  doubtful  debts  of  3^  per 
cent,  on  £10,750,  say  £288  15».  on  debtors  on  Open  Account,  and 
which  the  pceition  of  them  certainly  requires.  He  baa,  further, 
given  his  name  to  Accommodation  Bills  to  the  extent  of  £8,500,  on 
which  he  stands  to  be  called  upon  to  pay  5^.  in  the  £,  say,  £3,125. 
State  whether,  on  these  figures,  you  consider  John  Robinson  to  be 
solvent,  and,  if  so,  to  what  extent.  (InttituU  of  Baniera;  Final, 
April,  \mb.)—Anaeer.  Solvent  by  £349  13«. 
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Excrdie  lOv. — From  Uie  following  balanoes,  which  ir««<ixtract«d 
from  the  hooka  at  Charles  Martin  on  Jane  30.  1910,  prepare  (1) 
a  Trial  Balance  aa  at  that  date  ;  (2)  a  Trading  and  IVofit  Uid  Losa 
Account  for  the  half-year,  and  (3)  a  Balance  Sheet  as  on  June  30, 

1910.  Cash  at  the  Bank  £100  14^  8rf.  Debtors— W.  "Brown  k 
Bona  £113  8^.  M.  Creditors— A.  Child  £10 ;  C.  Rowe  £60  12k.  Oi. 
purchases  £1,488  ll«.  Od.  :  stock -in-trade,  Jan.  1,  1910,  £200; 
salariee  and  wages  £214  129.  Sd.  ;  general  expensea  £86 ;  freehold 
land  and  buildinga  £650 ;  rates  and  taxes  £23  4s.  2d,  ;  satos 
£2,004  23.  M.  ;  capital  (credit  balance)  £800  16«.  6d.  Jfolc:  The 
stock-in- trade  as  on  June  30,  1910,  was  valued  at  £100  23-  Sd. 
—Ansicer.  (1)  Trial  BaUnce  totals  =  £2,875  lis.  9d.  ;  (2)  Gross 
Profit=£415  138,  Sd.,  Net  Profit  =  £92  16».  9rf.  ;  (3)  Capital 
=  £693  138.  3<f. 

ExereiM  lOu. — From  the  following  particulars  prepare  the 
Balance  Sheet  of  John  Hall  as  on  June  30,  1910,  showing  therein 
theamonntofhia  capital  at  that  date  :  Stock-in-trade  £1,222  8s.  10<1. 
Debtors  (I)  0.  Brown  £122  2s.  M,  ;  (2)  H.  Brougham  £112  Ss.  2d.  ; 
(3)1  M.  Wild  &  Co.  £12  ISs.  Srf.  CreditOTS— (1)  C.  Wray 
£121  28-  8rf.  ;  (2)  Daphne,  Ltd.  £188  12s.  2d.  ;  (3)  The  Pericles 
Process  Co.  £188  Sa.  2d.  ;  freehold  bud  and  buildings  £880 ; 
plant  and  machinery  £280  2>.  lOd.  ;  fixtures  and  furniture  (at 
cost)  £600 ;  stock  of  loose  tools  and  patterns  £80  lOs.  ;  patent 
rights  (at  cost)  £300  10s.  6d.  ;  loan  from  the  Bank  £1,000 ;  cash 
at  the  Bank  £323  48.  4d.  ;  cosh  in  hands  of  cashier  £12  28.  2d. 
—AmuKr.  Capital  =  £3,447  58.  2d.  ;  Balance  Sheet  totals  = 
£3,9*5  8s.  2d. 

ExereiM  IOp.— From  the  followingparticularsprepare  the  Trading 
and  Profit  and  Loaa  Accounts  for  the  half-year  ended  June  30, 191 1, 
and  a  Balance  Sheet  as  on  that  date.     Tba  stock  as  on  Jane  30, 

1911,  was  valued  at  £612  13s.  4d. 
C.  Leslie. 

Trial  Balakck,  June  3 


Dr. 


Ct. 
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CHAPTER  XI 

XxerelH  11a. — John  Borteycom  bought  the  Holly  Tree  Ian  free- 
hold with  the  furmtnre,  fittings,  wioaB  and  ipirits,  proviaions,  etc., 
and  began  busineBs  Dec.  I,  l5c^,  as  hotel  proprietor.  His  izapiul 
coneisted  of  £8,000  at  the  Town  Bank,  Ltd.  Pass  Uie  following 
transactiona  through  the  proper  booka  to  the  Ledger  ;  t>alaDca  the 
accounts  and  make  out  a  Trial  Balance.  All  receipts  and  paymenti 
are  made  through  theBank,  eiceptwhere  stated  otherwise.  Dec.  1, 
executed  conveyance  of  the  freehold  property,  for  which  he  paid 
£4,000  ;  drew  and  cashed  cheque  (for  petty  cash)  £50;  Dec.  3,  paid 
£950  for  furniture  and  fitting,  £600  for  atoct  of  wines  and  apirita, 
and  £80  for  stock  of  provisions,  as  per  agreed  valuation  ;  Deo.  i, 
bought  provisions  from  James  Bacon  (on  credit)  for  £121  Sv. ; 
Dec.  5,  bought  groceries  for  £3  B».  6rf.  (petty  cash} ;  Dec,8,  bought 
cigars  from  John  Wilkinson  (on  credit)  for  £48  lOs.;  paid  servants' 
wages  £10  lOs.  fid.  (petty  cash) ;  Dec.  10,  banked  £29  la.  6(1.  received 
from  visitors,  and  £38  I*.  9d.  Bar  and  Billiard  Room  receipts  ; 
Dec.  15,  paid  servants'  wages  £10  I0«.  6rf.  (petty  cash) ;  Dec.  17, 
sent  J.  Bacon  cheque  in  settlement  of  account,  less  5%  discount 
allowed  ;  banked  £41  8s.  id.  received  from  visitors,  and  £49  10s. 
from  Bar  and  Billiard  Boom  ;  Dec.  18,  paid  Poor  Rate  £12  3«.; 
Dec.  IB,  chonged  a  visitor's  £10  cheque  and  paid  same  into  Bank  j 
Dec  22,  boughtoncredittwocarpetsof  Turkey  &  Co.  for£24;  paid 
servanta'  wages  £10  10».  6d.  (petty  cash) ;  Dee.  23,  gave  J.  Wilktn- 
son  cheque  in  aettlemeDt,  less  10%  diacuunt ;  drey  and  cashed  cheque 
(for  petty  cash]  £25 ;  withdrew  £25  from  Bank  for  private  purposes  j 
distributed  £10  (petty  cash)  as  Chrietmas  boxes  ;  Dec,  24,  bnked 
£33  29.  M.  received  from  visitors,  and  £65  2i.  6d.  from  Bar  and 
Billiard  Room  ;  bought  from  Phiz  A  Co.  a  case  of  3  doz,  champagne  at 
70s.  per  doz.  (on  credit) ;  sold  on  credit  wines  and  cigars  to  G«o^e 
Ash  for  £10  10s, ;  Dec.  29,  paid  servants'  wages  £10  lOs.  M.  (petty 
caab)  ;  Dec.  30,  received  cheque  from  O.  Ash  in  settlement,  less  S% 
discount;  Dec.  31,  banked  £45  3s.  received  from  visitors,  and 
£70  is.  2d.  from  Bar  and  Billiard  Room  ;  returned  one  carpet  (£10) 
to  Turkey  Jt  Co.,  not  in  order;  paid  manager's  salary  £10. 
(Boyal  Society  of  Arti,  1903. }— ^hsimt.  Trial  Balance  Totals, 
f  8,447  Is.  Sd. 

Xxemiie  11b. — John  Shaw  opened  an  account  with  The  Dales 
Bank,  Ltd.,  by  paying  in  £4200  on  Oct.  12th,  1903,  and  bought 
(by  cheque)  the  foUowiitg  day  the  Duchess  Slate  Quarry  from 
\\ .  Black,  the  price  (after  valuation)  being  ^—Freehold  Land  and 
Quarry  £2.350,  Stock  of  Slates  £200.  and  Machinery,  Plant, 
Tools,  ftc  £350.  All  receipts  are  paid  into  the  Bank,  and  (except 
where  stated)  all  payments  are  made  by  cheque.  Pass  the  above  and 
the  following  transactions  through  the  proper  books  to  the  Ledger  ; 
balance  the  accounts  ;  bring  down  the  baumcea  and  extract  a  Trial 
Balance.  Oct.  14,  drew  and  cashed  cheque  (for  petty  coah)  for  £20  ; 
Oct.  16,  bought  machinery  from  Gray  &  Co,  for  £45.  Gave  them  his 
acceptance  at  I  month,  which  was  honoured ;  Oct.  19,  sold  G.  Hill 
3,500  states  at  £7  Ss.  per  1,000  ;  bonght  2  cwt,  drills  from  Sheffiekl 
Steel  Co.  at  £20  ton ;  Oct.  21,  paid  Rates  £6  10s.  U. :  Oct.  23,  sold 
Parker  &  Co.  1,600  slates  at  £7  4s.  2rf.  per  1,000;  Get.  24.  drew 
cheque  £73  7s.  9t^  for  wages,  and  paid  the  same  ;  bonked  cash 
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received  for  cartage  £4  2i.  61^. ;  Oct.  27,  made  Q.  Hill  an  allowance 
for  250  broken  slatea  (invoiced  Oct.  19),  made  a  claim  upon  the 
Railway  Co.  for  amount ;  Oct.  28,  received  cbeque  from  G.  Hill  in 
settlement  of  account,  less  5%  discount ;  bonght  3  tons  rails  at  £5  a 
ton  from  Rotherham  Forge  Co.;  Oct.  20,  s^d  Parker  &  Co.  1,500 
slates  at  £7  4s.  per  1,000 ;  Oct.  31,  sold  D.  Green  4,200  slates  at 
£S  39.  U.  per  1,000 ;  drew  cheque  and  cashed  same  (for  Petty  Cash) 
for  £11  159.  id.,  the  Petty  Cash  being  kept  upon  the  *'  Imprest " 
system  ;  paid  manager's  salary  for  the  month  £30 ;  drew  cheijue  for 
£88  3s.  ^d.  for  wages,  and  paid  the  same  ;  Nov.  6,  received  oheqae 
£10  from  Parker  &  Co.  (on  account) ;  bought  oil  and  other  stores 
from  Slippery  &  Co.  for  £4  10«. ;  Nov.  6,  paid  Sharp  &  Co.  oheqae 
£21  for  legal  charges;  Nov.  7,  Parker  &  Co. 'a  cheque  for  £J0 
returned  by  th a  bankers,  dishonoured,  the  bank  charges  being  I3. ; 
drew  cheque  £70  8a.  id.  for  wages,  and  paid  the  same  ;  bankea  cash 
received  for  cartage  £7  14s.;  bought  10  cwt.  of  blasting  powder  at 
£5  a  ton  from  Dyaamite&  Cio.,  Ltd.;  Nov.  10,  received  cheque  from 
Parker  &  Co.  for  £10  (on  account);  Nov.  16,  bought  timber  from 
D.  Green  for  £16  ;  Nov.  19,  received  cheque  fcom  Railway  Co.  for 
full  claim  made  Oct.  37 ;  Nov.  21,  drew  cheque  for  self  for  private 
purposes  £20,  and  cashed  ;  drew  cheque  £62  17s.  6^.  for  wages  and 
paid  same.  {.Boyal  Soeieiy  of  Aria;  Intermediate,  1904.] — ^luiocr. 
Trial  Balance  Totals,  £4,318  7s.  2d. 

Exerelia  lie. — On  Jan.  1,  1906,  John  Smith's  position  is  as 
follows ;— Assets  :  Stock  £342  4s,  Id.  ;  Freehold  Property  £1000 ; 
Furniture  and  Fittings  £92  10s.  id.;  Cash  at  Bank  .£25  8s.  W.; 
in  hand  £19  5s.  2i.;  owing  by  John  lieU  £38  10s.;  E.  Walters 
£28  2s.  3d. ;  Black\  Co.  £169  10a. ;  Lubilitiks  :  To  A.  Brown  & 
Co.,  Ltd.,  £64  2s.;  W.  White  &  Son  £226  7s.  Id.;  Bills  payable  £60; 
Loan  due  to  6.  Robinson  £50.  Open  the  Ledger,  showing  the  posi- 
tion as  on  Jan.  1,  and  pass  to  it,  through  the  proper  books,  the 
following :— Jan.  2,  accepted  BUI  drawn  by  W.  White  &.  Son  for  the 
amount  of  their  account  at  3  months  ;  sold  to  John  Bell  one  electric- 
ally.heated  stewpan  £1  \9s.,  twoomelet  pans  at  £1  10s.  each,  three 
saucepans  at  £1  10s.  each,  three  hot-water  plates  at  £3  eoi^,  one 
hot- water  jug  £1  7l.  M.,  and  one  kettle  £4  5s.;  received  from 
Black  &  Co.   £50  on  account;  Jan.  3,  drew  a  cheque  for  £10  for 

Erivatc  purposes ;  Jan.  4,  John  Bell  returned  one  saucepan  and  one 
ot-wat«r  plate  sold  to  Mm  00  Jan.  2,  and  settled  his  account  as  on 
Jan.  1,  less  2\%  discount ;  Jan.  5,  sold  F.  Green  3  electrically  heated 
water  cans  at  50s.  each,  6  Sat  irons  at  199.  Oif.  each,  and  1  glue  pot 
27s.  6d. ;  bought  from  A .  Brown  &  Co, ,  Ltd. ,  five  eWtrically  heated 
Russian  coffee  machines  at  £1  17s.  6d.  each,  S  egg  boilers  at 
£1  159.  each ;  three  Bterili7,erB  at  £1  12s.  6d.  each,  and  one 
eonvector  at  £7  15s.;  Jan.  6,  bought  for  cash  two  office  stools 
at  £1  lOs.  each;  Jan.  7,  drew  cheque  for  petty  cash  and 
wages  £10  ;  paid  in  cash,  wages  £14  28.  %d.,  and  salaries  £3 ;  paid 
in  cash,  office  expenses  I4s.  lOi. ;  Jan.  9,  bill  payable  for  £60  (due 
this  day)  was  duly  hononred  on  John  Smith's  behalf  by  the  Bsmk  ; 
sundry  cash  sales  for  week  ended  Jan.  7,  amounting  to  £27  2s.  9d., 
paid  into  the  Bank  ;  Jan.  10,  bought  for  £3  a  carpet  for  the  private 
office  ;  returned  to  A.  Brown  &  Co.,  Ltd.,  two  egg  boilers  and  one 
sterilizer  bought  from  them  on  Jan,  5 ;  Jan,  11,  received  from  Black 
&  Co.  the  balance  of  their  account,  discount  at  2i%being  allowed  on 
the  whole  amount  due  from  them  on  Jan,  1 ;  Jan.  12,  returned 
carpet  purchased  on  Jan.  10  in  exchange  for  one  valued  £4,  the 
difterence  being  paid  for  in  cash  ;  Jan.  13,  paid  cash  for  repairs  to 
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office  desk  7i.  M. ;  Jan.  14,  drew  oheqae  for  petty  cash  £IG,  and  paid 
waeee  and  Balariee  aa  on  Jan.  T  ;  paid  in  cash,  office  expoosea 
£2  7s.  2d. ;  Jan.  14,  paid  into  Bank  cash  sales  for  week  £41  I5a.  Od. ; 
paid  A.  Brown  &  Ca,  Ltd.,  £12  on  account.  All  moneys  received 
were  at  once  paid  into  the  Bonk  ;  and  (unless  stated  otherwise)  all 
paynienta  were  by  cheque.  Balanoe  the  accouiit«  as  on  Jan.  14,  1906; 
bnng  down  the  balances  and  extract  a  Trial  Balance.  Note  that 
no  Profit  and  Loss  Account  or  Balance  Sheet  ia  to  be  prepared. 
(Eoyal  Society  of  Arts;  IntermtdiaU,  1906. }— ^Jtwer.  Trial  Balance 
TotaU  £1,781  15s.  id. 

Exenise  11d. — C.  Wiaj  started  business  aa  a  produce  dealer  on 
30th  November,  1910,  with  £500  cash  capital,  which  ha  paid  into  an 
account  with  Parr's  Bank,  Ltd.  Frcm  the  following  particulars 
write  up  his  books,  preparing  a  Profit  and  Loss  Account  and  Balance 
Sheet  upon  their  conclusion.  N.B. — All  cheques  received  and  paid 
are  paid  to  and  drawn  from  the  Bank.  1910.  Dec.  1,  bought  of 
Brown  &  Co.  on  credit  200  cwt.  shellac  at  £3  5i.  per  cwt. 
£650;  Dec  2,  drew  from  Bank  for  office  cash,  £10;  Dec 
3,  paid  by  cheque  for  office  furniture  bought  £15  29.  8>f.; 
Dec.  5,  sold  Holmes  Bros,  on  credit  100  cwt.  shellac  at  £3  10). 
£350  ;  Dec  10,  accepted  Brown  &  Co. 'a  draft  at  3  months  for  £500, 
paying  them  by  cheque  £145,  being  allowed  diacount  £5  ;  Dec  1(^ 
received  from  Holmes  Bros,  their  acceptance  (No,  I)  for  £300,  cash 
(paid  to  Bank)  £43,  allowed  them  discount  £4 ;  Dec.  14,  paid  from 
[^oe  cash,  salaries  to  date  £4  lOs.;  Dec.  16,  sold  Holmes  Bros,  on 
credit  100  cwt.  shellac  at  £3  15f.,  £375  ;  Dec.  17,  bought  of  Brown 
&  Co.  on  credit  200  cwt.  shellac  at  £3  15i.,  £750;  Dec  19, 
ibscovwted  with  the  Bank  Holmes  Bros,'  acceptance  (No.  1)  for 
£300,  being  charged  discount  £3 ;  Dec  20,  sold  to  Rowe  &  Co.  on 
credit  10  cwt.  shellac  at  £4,  £40 ;  received  cheque  from  Rowe  A 
Co.  on  account  £25 ;  Dec  23,  paid  Brown  &  Co,  by  oheqoe  on 
account  £300,  bein^  allowed  discount  £3 ;  Dec  27,  paid  from 
office  cash  for  salaries  to  date  £4  10a.  ;  Dec.  30,  paid  oy  cheque 
sundry  general  expenses  to  date  £3  8s.  9:f . ;  Dec  31,  Rowe  k,  Co. 
Buspended  payment,  write  aS  the  £15  owing  by  them  as  wholly 
irrecoverable,  Value  of  Stock  on  hand  31st  Dec,  1910,  £750.— 
Anmer.  iiroae  Profit  £116 ;  Net  Profit  £88  lis.  Sd.  ;  Final  Capital 
£f>88  Us.  M. 

EzeieiM  111, — L.  Laurie,  shellac  and  beeswax  dealer,  found  that 
his  position  on  November  Ist,  1910,  was  as  follows :— Cash  at  Bank 
.  £1,062  12f.  M. ;  stock  in  hand :  beeswax  £164  8s.  9e;.,  shellac 
£628  9s.  id. ;  debtor  E.  Kay  £622  8s.  lOd.;  creditor  Bowe  k.  Sons 
£1,222  8s.  9(2.  His  transactions  for  November  1910  were  as 
follows :— Nov.  1,  drew  from  Bank  for  office  cash  £30  ;  Nov.  2, 
sold  R.  Kay  100  cwt.  "R.K."  shellac  at  £4  per  cwt.,  less  2i% 
trade  discount;  Nov.  3,  bought  of  Rowe  k  Sons  150 cwt.  button 
shellac  at  £4  per  cwt. ;  Nov.  4,  paid  R  Rowe  k.  Sons  by  cheque 
on  account  £500,  being  allowed  discount  £6;  Nov.  7,  sold  to  Hays  Bros. 
30  cwt.  button  sbellao  at  £4  10s.  per  cwt. ;  Nov.  8,  bought  of  Rowe 
ft  Sons  100  cwt.  bleached  beeswax  at  £7  per  cwt. ;  Nov.  9,  sold 
to  Meyer  A.  Co.  100  cwt.  bleached  beeswax  at  £8  10s.  per  cwt.; 
received  from  Hays  Bros,  acceptance  at  2  m/d  for  £100,  cheque 
(paid  to  Bank)  for  £20,  cash  (placed  in  office  cash)  £13,  allowed 
them  discount  £2;  Nov.  12,  sold  for  cash  by  auction  100  cwt.  button 
shellac  for  £445  10s. ,  and  paid  same  to  Bank  ;  Nov.  14,  paid  Bowe 
&  Sons  by  cheque  £706  6s.,  being  allowed  discount  £11  3s.  9(i; 
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Nov.  15,  diMonnted  with  the  Btuik  Hkva  Bros.'  tocvpUDOe  dn« 
Jul.  11th,  1911,  Itx  £100,  b«ing  charged  £>couDt  IS*.  M. ;  Nov.  17, 
paid  from  office  cash,  Balkriea  to  date  £10.  prioting  and  stationery 
£5  &■  S(£.  1  retnmed  to  Rowe  k,  Soua,  aa  not  up  to  sample,  2  cwt.  of 
the  boecwax  boDght  on  Nov.  Sth,  being  allowed  therefor  at  £7 
percwLiNov.  25,  sold  for  cash  10  cwt.  (grade  3}  shellac  for  £36  16s., 
received  cheque  for  this  amount,  and  paid  same  to  Bank  ;  Nov.  29, 
aoldtoReea  Broa.,  Ltd.,  10  cwt.  btwHwai  at  £3  per  cwt.;  Nov.  30, 
paid  by  cheque,  lalarieatodateflilO*.,  paid  from  office  caeh,  simdry 

Setty  expenses  to  date  £7  2>.  6(f. ,  paid  from  office  cash  £10  into  Bank. 
rom  the  foregoing  particulars  write  up  L.  Laurie's  books  for  the 
month  of  Novranber,  preparing  a  Trial  Balance,  Tradijig  and  Profit 
and  Loss  Accounts,  and  a  Balance  Sheet  at  their  conclusion.  The 
following  proviaions  are  to  be  made  under  date  November  30th  : — 
(a)  set  aside  £40  as  a  reserve  for  bad  and  doubtful  debts,  (b)  allow 
£12  10s.  for  sundry  eipenses  c™ing,  but  not  paid,  the  statements 
not  having  yet  come  in  from  the  various  creditors  concerned.  The 
Trading  Account  is  to  show  separately  the  gross  profit  made 
oa  beeawax  and  shellac,  and  the  various  books  subeidiary  to  th&t 
accoont  are  to  be  shown  with  analysis  columns  for  "  Beeswax"  and 
" Shellac"  respectively.  Value  of  Stocks  in  hands  at  Nov.  30th, 
Shellac  £220 ;  Beeawax  £10. — Ansicer.  Oroea  Profit ;  Beeswax 
£99  119.  3<f.;  Shelhw  £07  16s.  8i.  Net  I^ofit  £121  lis.  6>;.  Final 
Capital  £1,267  2s.  4d. 

ExsndM  IlF.—From  the  following  particulars  prepare  my  Trading 
Account  for  1910,  showing  the  gross  profit  made  on  each  oS  the  two 
classes  of  goods  dealt  in.  Stock,  Jan.  1,  1010:  Baeswax  £1000, 
Shellac  £2000 ;  S^es :  Beeswax  £6100,  Sbellaa  £3700  ;  Retoma 
Inwards :  Beeswax  £500,  Shellac  £100  ;  Returns  Ontwards :  Bees- 
wax £100,  Shellac  £200 ;  Purchases :  Beeswax  £6000,  Shellac 
£3000 ;  Stock,  Dec.  31,  1910 :  Beeswax  £1800,  Shellac  £2000.— 
Ansiccr.     Grost  Profit  :  Beeewsi  £2500 ;  Shellac  £800. 

Exerelie  llo. — Charles  Rivers  is  the  sole  proprietor  of  a  colliery  ; 
from  the  fallowing  particulars  prepare  lits  Drawing  and  Capital 
Accounts  as  they  appear  in  his  Lodger  for  the  year  1910.  The 
total  of  his  Drawings  is  to  be  transferred  to  hia  Capital  Accouht  at 
the  end  of  the  year,  profits  being  credited  direct  to  the  same 
account:— Balance  of  Capital  Account,  Jan.  1,  1910,  £3000;  Draw- 
ings; March  31,  £100;  April  30,  £200;  July  29,  £200;  Sept.  13, 
£400 ;  Dec  8,  £300 ;  Profit  for  1910  (after  charging  interest  on 
Capital),  £850 ;  Interest  on  Capital,  1  year  on  £3000  at  6  per 
cent.£150;  ignore  interest  on  Drawings. — Atawtr.  Credit  Balance, 
Dec.  31,  1910,  £2800. 

BuroiM  llH.— From  the  following  particnlars  show  my  Capital 
Account  aa  it  would  appear  in  my  Ledger  for  the  year  1910 ; 
Credit  Balance  on  Capital  Account,  Jan.  1,  1010,  £500  ;  Drawioaa  : 
Jime  30.  1910,  £250  ;  Sept.  80, 1910,  £100  ;  Net  profit  on  trading  for 
1010,  £3Wi.— Answer.     Credit  Balance  Dec.  31,  1910,  £450. 

EzerclM  lli.^From  the  following  particulars  show  my  Capital 
Account  as  it  would  appear  in  my  Ledger  for  the  year  1010  :  Credit 
Bobace  on  Capital  Account,  Jon,  1,  1910,  £1500 ;  Drawings :  June 
30,  1910,  £300  ;  Sept.  30,  1910,  £400  ;  Net  Loss  on  trading  for  1910 
(ait&e  allowing  for  interest  on  Capital  and  Drawings),  £1309.  Allow 
interest  on  Capital  eX(i%  per  annum  and  charge  interest  at  the  same 
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r(it«  on  Drawings,  working  interest  in  month*. — AiutBer.  Debit 
Bftlmce  Dec.  31,  1910,  £425. 

ExcnlM  llJ.— On  June  1,  1910,  S.  Dawes  commenced  basioes* 
with  the  follnwing  property  tuid  debts :  C&ah  at  Book  £300  ;  cash 
in  hand £7  14s.  2rf.  ;  stock  £693  15a.  7rf.  :  premise»£800.  Debtors— 
R.  Hills  £272  16s.  Id.  ;  W.  Johmon  £33  6g.  3d.  Creditora— The 
Lincolnshire  Laoe  Co.,  £75  7s.  2d.  ;  A.  Seard  £330  I9s.  Id.  ; 
E.  Eggleafield  £63  9s.  8rf.  S.  Dawea'  transaotioiiB  for  the  month 
of  June  were  as  follows :  June  3,  bought  on  credit  from  A.  Scaj^d, 
silk  £69  193.  2d.,  and  lace  £47  3s.  4fi.  ;  June  i,  sold  to  W.  Johnaon, 
lace  £363,  less  5  per  cent,  trade  discount ;  June  9,  received  cheque 
from  W.  Johnson  for  the  amount  of  his  account,  leu  2|  per  cent. 
cash  discount;  June  14.  paid  trade  expeuBesby  cheque £14  19s.  Id. ; 
June  23,  sold  to  L.  B^es,  silk  £57  9s.  2d.,  less  5  per  cent,  trade 
dUcouat ;  June  29,  bou^t  from  M.  Pinnett,  velvet  £33  178.  od., 
*nd  paid  for  same  by  cheque,  leas  5  per  cent,  cash  discount ;  June 
80,  paid  wagei  by  cheque  £15  16s.  (kl.  Open  the  neoeesary  books 
to  record  the  above  entries,  post  them  into  the  Ledger,  and  balance 
the  accounts  as  on  Jane  3D,  1910. — Anateer.  Initial  Capital 
£1,537  15s.  2d. 

CHAPTER   Xn 

ZstniM  ISb. — (a)  ABill of  Exchange  isdrawnbjA.B.npon  M.N. 
in  favour  of  XV,  It  is  duly  aeceptfS  by  M.N.  On  receipt  of  the 
bill  XY.  endorses  it  in  favour  of  Z.Z.,  to  whom  he  sends  it. 
Explain  the  liabilities  of  each  of  these  four  parties  in  connection 
with  the  bill  (b)  What  is  meant  by  dishonouring  a  Bill  of  Exchange  t 
{c)  I  receive  a  bill  from  George  Hawkins  in  discharge  of  a  debt  he 
owes  me.  Explain  the  entries  which  I  must  make  in  my  books 
(i)  when  I  receive  the  bill,  (ii)  when  it  falls  dne  and  is  paid. 
{d)  1  accept  a  Bill  of  Exchange  for  £70  drawn  on  me  by  W.  Hill, 
to  whom  I  owe  that  amount.  Explain  the  entries  which  I  must 
make  in  mv  bwks  (i)  when  I  accept  the  hill,  (ii)  when  it  falls  dne 
and  is  paid  by  me.  (e)  Being  in  need  of  ready  money,  I  disoonnt, 
with  my  Bankers,  a  bill  for  £200  due  two  months  hence.  They 
charge  me  £1  13s.  4d.  for  this.  Explain  the  entries  which  I  mnst 
make  in  mj  books  in  order  Ui  record  this  transaetion. 

Ezenise  12f.— Pc 
books  (including  a  B: 

and  m^e  the  complete  entries  which  are  necessary  tj  ^ 

the  Donble-entry  sj^tem.  Oct.  1,  1910,  received  from  A.  Bishop 
ti  Co.  their  acceptance  No.  1  drawn  by  me  in  my  own  favour  payable 
two  months  from  to-day,  at  27,  Cheapside,  E.G.,  for  £150.  Oct.  4, 
received  from  Geo.  Thomas  a.  BtU  of  Exchange,  No.  2,  drawn  by 
myself  on  him  in  my  own  favonr,  payable  ten  days  after  date  at 
17,  Piccadilly,  Manchester,  dated  Oct.  4,  1910,  for  £300.  Oct.  6, 
received  from  R.  Sim]»an,  Bill  No.  3  drawn  by  me  on  him  in  my 
own  favotirpayable  three  months  afterdate  at  the  Bank  of  Englanci, 
London,  dated  Sept.  20,  1910,  for  £176.  Oct.  7,  I  discounted 
Bill  No.  3  with  my  Bankers,  being  charged  £2  3s.  M.  discount. 
Oct.  14,  Bill  No.  2  due  to4ay,  was  paid  by  me  into  ray  Bank, 
but  was  returned  dishonoured,  the  Bank  charging  me  2s.  iar  noting 
expenses. — Anmccr.  Bills  Receivable  Book  total  £626.  ' 

Ezereiie  12o. — Pass  the  following  transactions  through  my  books 
inl>oable-entryfonn,incliidiuga  properly  ruled  Bills  Payable  Book. 
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All  billa  are  niadc  payable  at  my  Bankara.  The  total  of  the  Bills 
Payable  Account  is  to  be  poat«d  in  its  proper  plnce.  Oct,  2. 
1910,  accepted  F.  Williams'  draft  two  monthB  from  date  in  hia  own 
favour,  doted  Oct.  2,  1910  (BiU  Payable  No.  48)  tor  £200.  Oct.  3, 
H.  Coliner  drew  on  me  in  hia  awn  favour  at  ten  days  after  date, 
dated  Oct.  3,  1910.  for  £250,  and  I  accepted  the  same  (No.  47). 
Oat.  7,  accrapt«d  F.  Martin  k  Son's  draft  in  their  own  favour, 
dated  Oct.  6,  ISIO.  payable  one  month  after  date  (No.  4S)  for 
£1.000.  Oct.  1.1,  bill  payable  No.  47  wa»  paid  by  the  Bank.— 
Aiaieer.  Billi  Payable  Book  total  £\,4Sa. 

CHAPTER  Xra 

EzeieiM  ISe. — From  the  books  of  James  BeU,  which  have  bean 
kept  by  single  lentry,  and  from  other  Bonrcea,  it  appears  that  bia 
poution  on  Dec.  31,  1904,  was  as  follows  :— Book  Debts  £7,000 : 
Cash  in  hand  £10 ;  Stock-in-trade  £3,000 ;  Furniture,  fiitnres  and 
fittings  £500 ;  Trade  Crediters  £2,500 ;  Bank  overdraft  £1,000. 
Bell  commenced  baaineBB  on  Jan.  1,  1B04,  with  a  capital  of 
£3,000,  and  during  the  twelve  months  had  drawn  out  £600.  Prepare 
a  statement  showing  Bell's  profit  for  the  year  1904,  after  allowing 
(or  depreciation,  etc,  at  10  per  cent,  per  annum.  {Chartered  Indi- 
tuie  of  Sceretariet ;  IniermaiiaU  and  Fijial,  June,  1905. } — Ansmer, 
ftofit  £4,660. 

EzaniM  18f. — The  books  of  a  manufacturer,  D,  ore  kept  br 
single  entry,  and  you  aro  aupplied  with  the  following  figures,  which 
have  been  verified  :— Capital  Dec.  31,  1004,  £9,200 ;  Book  DebU 
Dec.  31,  1905,  £8,750;  Creditors  on  open  account  Dec.  31,  1905, 
£4,200;  Bills  Payable  Dec.  31,  1905,  £470  ;  Cash  at  bankers  £440  ; 
Cash  in  hand  £28 ;  Stock  £3,272  ;  Plant,  fiitnres,  etc.  £2,400  ; 
D's  drawings  froni  Jan.  1  to  Dec  31,  1905,  £920.  Moke  up  the 
Balance  Sheet  at  Dec.  31,  1905,  showing  the  profit  made  in  the 
year.  {Inttiiute  of  CharUrtd Acanmianii ;  IntermediaU,  May,  1906.) — 
Anaoer.  Profit  £1,940. 

EzAroiaa  13o. — X,  Y,  and  Z  carried  on  baainesa  in  the  name  of 
X  k  Co.,  and  their  books  only  contained  single  entry  account*.  On 
March  31, 1904,  a  statement  of  their  affurs  showed  their  respective 
shares  in  the  Capital  to  be  X  £8,600,  ¥  £5,800  and  Z  £3,000.  On 
March  31,  1905,  their  total  Assets  were  valued  at  £52,581,  and 
tbeir  liabilities  amounted  to  £31,127.  Profits  and  losses  after 
crediting  interest  at  5  per  cant,  on  Capital  were  divisible  in  the 
proportions  of  9,  7,  and  4  respectively,  and  their  drawings  during 
the  year  hod  been  X  £675,  Y  £525,  and  Z  £300.  Make  ont  a  sUte- 
ment  showing  the  Capital,  Interest,  and  share  of  I^fits  of  each 
partner  on  March  31,  1900.  {Imiitute  of  ChaTtered  AeeounlanU; 
laUrmediatc,  December,  lSOS.)—Anfiaer.  Copital  Balances  March  31, 
1905:  X  £10,407  los.;  Y£7,243  5s.;  Z  £3,8r- 


Ezeroise  18h. — Raise  the  necessary  accounts,  and  prepare  Trading 
and  Profit  and  Loss  Accounts,  and  a  Balance  Sheet  on  Dec.  31,  1908, 


at  Jan.  1,  1908 :  Creditor— J.  Smith  £1,000.  Transactions  d 
the  year  1908  ;  Goods  bought  of  J.  Smith  £13,000  ;  Goods  (old 
to  HUl  a:  Co.  £16,000;  Cash  received  from  Hill  4,  Co.  £13,000; 
Cash  paid  to  J.  Smith  £10,000;  Partnera' drawings  £1,000;  Cash 
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paid  for  rent  £200 ;  Solariea  £500 ;  Office  expenses  £100.  The 
Stock.in-trade  on  D«c.  31,  1908,  amouatad  to  £3,000.  [iTidihOe  of 
Chartered  Acarantanti ;  IntermedvUf,  A'ovember,  1909.) — Answer.  Nat 
Profit  £3,200,  Final  Capital  £5,700. 


debtors  £0,000 ;  Paid  in  on  Capital  Account  £600.  Credit  Side : 
Ihie  to  Bank  Jan.  1,  1909,  £740  ;  Paymanta  to  sundry  creditors 
£2,500;  Genaral  eipcusea  of  business  £1,000;  Wages  £1,550; 
DiawLDgB  £300  ;  Balance  at  Bank  Deo.  31,  1909,  £400 ;  Balance  in 
band  £10.  Debtors  at  Jan.  1,  1900,  were  £5,300,  and  at  Dec.  31 
were £S,800; Creditors £1,500 and £1, 950  jStookf  1,700 and £1,900! 
Plant  and  machinery  £2,000  and  £2,000 ;  Furniture  and  (ittings 
£110  and  £140.  From  the  above  material  prepare  a  Profit  and  Loss 
Account  for  the  year  ended  Deo.  31,  1909,  and  a  Balance  Sheet  at 
that  date,  after  providing  5  per  cent.  Interest  on  Capital  (ignoring 
payments  in  and  drawings),  10  per  cent.  Depreciation  on  Aant,  5 
per  cent.  Depreciation  on  Furniture,  and  a  Reserve  of  5  per  cent,  on 
Sundry  Debtors.  {Iitatilute  of  ChaHered  Aaxnmianis  ;  Mermediaie, 
May,  1910.) — Atiswer.  Net  Profit,  after  charging  Interest  on 
Capital,  £3,208. 

CHAPTER  XIV 

>t£21  IOj. 


Freight  cost  ma  £4  ISt.  lOd.,  dock  dues  £1  19s.  Zd.,  insurance 
£2  I5s.,  and  cartage  15s.  (id.  On  June  23 1  receired  from  Messrs. 
Train  and  Sons  Account  Sales  with  cheque  for  £240  13s.  ^,,  the 
balance  due  to  me  after  deducting  their  eipensea  and  commission. 
Make  the  Joomal  entries  necessary  to  record  these  transactions  and 
to  show  the  resulting  profit  or  loss.  (UnweraUy  of  Cambridge  Local 
Examination  :  Junior,  July,  1909.)— j^iwww.  ftofit  £208  19s.  9rf. " 

Exeroiia  14?.— Joumaliie  the  following  items;  (a)  New  engine 
bought  tor  cash  £200,  allowed  for  old  engine  £60.  (6)  8.  W..  a 
debtor,  gives  a  three  months'  bill  for  bis  account  £100  ;  one  month 
later  he  retires  his  bill  for  cash  £50,  less  two  months  at  5  per 
cent.,  and  gives  a  fresh  bill  at  (wo  months  for  the  remainder,  (e) 
Consignment  to  India  chained  at  £S0  ;  remitted  for :  t  Cash 
£69  Os.  id.,  difference  of  exchange  16>.  &d.,  commission  £10. 
(4)  Dividend  received  upon  a  debt  written  off  last  year  as  bad 
£143s.  (W.     [Society  0/ AixouniaTils  Oitui  Audilors  ;  Final,  Dee.  1901.) 

ExsToisa  14o. — (i]  A  received  from  B  on  consignment  GOO  bturels 
of  flour  at  20j.  per  barrel.  He  paid  freight  £25,  insurance  £5,  and 
storage  £5.  He  sold  300  barrels  at  %s.  and  the  remainder  at  25!., 
and  charged  B  a  conunisgion  of  21  per  cent,  on  such  sales.  Yon  are 
required  to  show  how  the  above  transactions  would  appear  in  the 
books  of  A.  (ii)  Taking  the  facts  stated  in  the  preceding  question,  you 
arc  required  to  show  how  the  transactions  would  appear  in  the  books 
of  B,  assuming  that  the  account  is  settled  by  A  forwarding  to  B  a 
bill  drawn  on  C  at  three  months  which  is  duly  accepted  and  met 
at  maturity.  (CharUred  JiutOtUe  qf  Secretaries  ;  IviemudicUe  and 
Final,  June,  l9(».)~AnsvKr.  {i)  Remittance  to  B,  £710  17».  ftrf.; 
(ii)  Profit  on  B's  books  taking  invoice  price  as  cost  £110  178.  6d. 
■  Th!i  la  so  eitrsordinary  pndton  lb*  turnover  I 
t  Qrosa  pnweeda  £79  lU. 
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EzereiH  14h. — On  October  1,  1910,  Brown  k,  Co.,  of  Ltmdon, 
shipped  to  ViBcaya  Hermano*,  of  BuenOB  Ayres,  per  S.S.  Peixete,  & 
consignment  of  electro-plated  articles  invoiced  at  £400,  the  cost 
price  of  the  goods  consigned,  as  shown  in  Brown  It  Ctx'i  books, 
being  £335.  Brown  &  Co.  paid  on  October  1,  1910,  for  freight 
j£ll  10s.,  insurance  £7,  and  packing  and  sniidry  charges  £1  5t, 
Viscaya  Hermanoa  received  advice  of  the  consignment  on  Nov. 
10th,  1910,  and  the  same  day  took  delivery  of  the  goods  from  the 
Steamer,  paying  for  Government  import  duty  gold  pesos  175,  and 
for  landing  charges  gold  pesos  10.  The  goods  forming  the  con- 
Bignment  were  sold  as  lollowi :  Nov.  15,  to  Saenz  FenaJb  Co., for  cash, 

?^dpe3us  1,000;  Nov.  16,  to  l>ugano  Brothers,  on  credit,  525;  Nov. 
S,  to  Bolivar  e  Hijo,  for  cash,  960  ;  total  proceeds,  gold  pesos  2,4S5. 
Viscaya  Hennanos  are  entitled  to  a  oommission  of  5  %  on  sales,  plus 
a  del  credere  of  1  per  cent.  They  made  out  their  Account  Sales  on 
Nov.  26,  1910,  remitting  to  Brown  kGo.  a.  cheqtie  on  London  foe 
the  sterling  equivalent  of  the  net  proceeds  of  the  consignment. 
Dngano  Bros,  paid  thein  for  the  goods  bought  by  them  on  Nov.  25. 
From  the  foregoing  particulars,  (i)  show  the  entries  relating  to  the 
consignment  in  Brown  &  Co.'s  books  (in  sterling).  (2)  Show  the 
entries  relating  to  the  conaignment  in  Viscaya  Hermanos'  books  (in 
gold  pesos).  [3]  Prepare  the  Account  Sales  rendered  to  Brown  k 
Co.  by  Viscaya  Herraanos  (in  gold  pesos).  Assume  throughout 
that  the  Argentine  gold  peso  is  the  equivalent  of  ^.  sterling, 
and  that  the  remittance  to  Brown  and  Co.  by  cheque  was  effected 
at  that  TaXe.—A«3Wcr.  Profit  on  Brown  &  Co.'s  books  £75  Si.  7d.  j 
Remittance  fiom  Viscaya  Hermanos  $2160-90  =  £430  3s.  id. 
Hon.— A  gold  peso  (*!)  la  dlvUed  into  100  canls. 

ExeieiM  14i. — Make  out  to  John  Jones  &  Co.,  Livenool,  an 
Account  Sales  of  SO  kegs  of  butter  marked  "  C,  D."  and  aold  at 
S4(.  per  owt,  ;  gross  weight  125  cwt.,  tare  6  cwt.  2  qrs.  The 
butter  was  sent  by  Anskels  b  Co.,  Denmark,  per  s.s.  Jeune.  The 
following  charges  are  made  :  Insurance  £3  ;  rates  £7  lOi.;  CuHtoms 
and  stiunps  15«.  ;  sale  expenses  £1  10*.  3d.  ;  brokerage  10  %  t 
commission  2^  %.  {SacUtg  of  AecovtUanla  and  Audiion;  InUr., 
June,  1902.)— AmmT.  Net  Proceeds  £422  14>.  Gd. 

ExereiH  14j. — The  following  transactions  are  stated  as  they 
appear  in  the  books  of  Tomkinson  k  Co.  From  them  prepare  a  state- 
ment of  account  current  to  be  rendered  by  Tomkinson  4  Co,  to  B. 
Heaps,  otCapeTown,  brought  down  to  July  18,  1010,  with  interest  at 
6  %  per  annum  ; — 1910.  Jan,  28,  sold  R.  Heaps  goods  shipped  per 
B.S.  Apn-es  £6,019  16s.  3d. ;  Jan,  31,  paid  R.  Heaps'  drafts  at  sight  Ott 
oureelves  in  favour  of  May  Bros,  &  Co.  £3,217  3j.  9d.  ;  Feb.  23, 
nold  R.  Heaps  goods  shipped  per  s.s,  Algarvs  £2,054  4<,  2d.  ; 
April  2,  received  from  R.  Heaps  by  draft  on  the  Standard  Bank  of 
South  Africa  £1,265  8s.  2d.  ;  May  2,  received  from  gamuelson  & 
Co.  for  account  of  E.  Heaps  £2,084  4a.  2d.  ;  May  4,  received 
from  the  Bank  of  Africa.  London,  for  accoant  of  R.  Heaps  £4,849 
8s.  Id.  ;  June  13,  credited  to  R.  Heaps'  account  proceeds  received 
this  da;  of  a  consignment  of  goods  sold  by  us  for  his  acconut  £151 
3s.  ;  June  27,  reoj  ived  from  R,  Heaps  for  his  credit  by  draft  on  the 
African  Banking  '  Corporation,  Ltd.,  £1,176  Is.  Sd.—Answ!T.  July 
18,  I>r.  baUnce  :  IMncipal  £1,794  19*.  Id.,  interest  £163  14s.  7cL 
=  £1,958  13s.  fid. 
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XzerdM  14k. — Prepare  from  the  following  details  an  acoonot 
cnrrent  to  be  rendared  to  the  ciist<Hner.     A  shipa  to  B  on  two 

months'  t«rms  from  date  <A  invoice  (interest  at  6  per  cent,  ftocouat 
curreDt)  the  following  goods,  viz.:— 1901.  Jan.  2,  £140  ;  March  18, 
£312  ;  June  4,  £285  ;  Sept.  23,  £B8 ;  Nov.  8,  £176 ;  total  £1,011. 
Payment  is  made  by  B  as  follows:  1901,  Feb.  20,  £100  ;  May  5, 
£76 ;  July  31,  £200 ;  Oct.  3,  £350  -,  and  the  balance  on  Jan.  2, 
1902.  (  Soeidy  of  Acayuidantt  and  Aiutitori;  Intermediate,  Jifae,  1902.) 
—JnataeT,  Jan.  2,  Balance  of  Account  paid  £292  1 U.  id.  (including 
£6  lis.  4d.  interest). 

Exeroiie  14l. — The  Midland  Steel  Company,  Ltd.,  consigned  to 
its  Australian  Asente-~Murray  k  Co.,  of  Sydney— 125  tons  of  steel 
bars  per  s.s.  ^lUallon  Cattle.  Murray  k  Co.  paid  for  landing 
chaises  £IS,  carting  £10,  warehousing  £6,  insurance,  £1,  and 
odveTtiBing  £5.  On  July  1,  ISIO,  they  sold  the  steel  t^  auction, 
as  follows : — 


40       „        9    0    0       ,. 

They  charged  commission  at  G  per  cent.  Make  out  in  proper 
form  the  Account  Sales  rendered  by  Murray  It  Co.  to  the  Midland 
Steel  Company,  Ltd.,  sbowing  the  balance  due,  for  wliich  Morray 
JE  Co.  sent  a  Bill  at  30  days  uteir  sight,  and  record  the  transactions 
in  the  books  of  Murray  k  Co.  {In^ituU  of  Chartered  AcanaUtaUt ; 
Intermediate,  \m.)—AiaiBer.  Net  Proceeds  remitted  by  Bill, 
£1,07S  lit.  Od. 


CHAPTER  XV 

«  Ifi?.— A  and  B  as  partners  pOBsess  £20,000  and  £5,000 
respectively  in  a  £rm.  Their  gross  trading  profit  is  £3,250.  By 
their  partnership  agreement  they  divide  prints  in  proportion  to 
their  holding  after  giving  B  £500  as  manager  and  allowing  5  per 
cent,  interest  on  capital.'  A's  drawings  were  £700  and  B's  £100. 
DrawnpaProfit  ana  Loes  Account  and  separate  Partners' Accounts. 
Avju!^.  Capital  Accounts:  (A)  £20,000;  (6)  £6,000.  Current 
Accounts:  (A)  £1,500;  (B)  £950. 

Szareiss  ISo. — Samuel  Smith  and  Bobert  Brown  are  partners  in  a 
manufacturing  businesB.  After  providing  5  per  cent,  per  annum 
interest  upon  their  respective  Capital  Accounts,  profits  or  lossea  are 
to  be  sh^ed  equally.  Adjustmenta  are  to  be  made  as  follows — 
(1)  Plant  and  Machinery  Account  is  to  be  depreciated  by  10  per 
cent,  per  annum.  (2)  Furniture  and  Fittings  Account  5  per  cent. 
(3)  Provision  of  5  per  cent,  on  the  debtors^  balances  for  bad  and 
doubtful  debts.  (4)  Only  three  quarters'  rent  have  been  paid ;  the 
quarter's  rent  due  on  Dec.  25,  1906,  not  having  been  naid  or  passed 
through  the  books.  Stock  on  Dec  31,  1906,  was  valued  at 
£800.  The  Trial  Balance  extracted  on  Dec.  31,  1005,  is  set  out 
below.  Prepare  Trading  and  ProBt  and  Loss  Accounts  and  a 
Balance  Sheet,  in  which  latter  show  the  Partners'  Accounta  in  detail. 
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Cr.  Balanoee- 

Smith's    DrawingB    (in 

S.       Smith      (Capital 

eluding  interert) 

£450 

Jan.  1,  1905)  . 

£2,000 

Brown's   Drawings  (in 

R.      Brown     (Capital 

eluding  interest) 

400 

Jan.  1,  1905)  . 

1,500 

Stock  (Jan.  1,1905)      . 

750 

Sales  .... 

5,400 

Furniture  and  Fittings 

800 

Purchases  Returns      . 

aw 

Plant  and  Machinery 

500 

Rent     to     date     for 

Goodwill 

1,000 

premises  sub- let      . 

20 

PurcbaMB      . 

2,300 

Reserve  for  Bad  and 

Manufacturing  Wages  . 

520 

Doubtful  Debts       . 

150 

Carriage 

100 

Discount      . 

10 

Salari^          .         . 

360 

Sundry  Creditors 

72fl 

Eent      . 

120 

Bate*  and  Taxes   . 

20 

Gob  and  Water 

30 

General  Expenses  . 

270 

8ales  Returns 

150 

BadDebU     . 

80 

Cash  at  Bank         .        . 

500 

Cash  in  Hand        .         . 

20 

Sundry  Debtors     . 

2,140 

—Jnmcer.  Gross  Profit  £2,680;  Net  Profit  £1,503.'  Capital  Ac- 
counts; Smith  £2,000;  Brown  £1,500.  Current  AecounUi  Smith 
£401  105.  ;  Brown  £426  10). 

Exemiie  ISh. — A,  B,  and  C  are  in  partDership.  A's  capital  is 
£5,000,  B's  £3,000,  C's  £2,000.  Profits  are  to  be  divided  as  follows : 
A  one-half,  B  one-third,  C  one-sixth,  after  charging  interest  upon 
capital  at  5  per  cent,  per  annum  and  allowing  tabries  of  £400  a 
year  to  eaeh  partner.  The  profits  of  the  year  avulabla  for  division 
as  above  amount  to  £3,600.  Show  the  division  and  adjust  the 
Capital  Accounts,  taking  into  account  that  tbo  drawings  of  each 
partner  amounted  to  £300.  (JnstUuU  of  Chartered  Atxmmtantt; 
laUrmtduite,  Jma,  1901.)  NoU:  Ignore  interest  on  drawings. — 
Anvwer.  Capital  AeeonnU :  (A)  £5,000 ;  (B)  £3,000 ;  (C)  £2,00a 
Current  Accounts  ^  (A)  £1,300  ;  (B)  £883  6f.  id.  ;  (C)  £516  13*.  id. 

Ezeralse  ISi.— C.  Child  and  D.  Dark  were  trading  in  partnership 
on  Dec  31,  1909,  under  the  firm  name  of  Child  k,  Dark.  Child'* 
Capital  Account  then  showed  a  credit  balance  of  £3,500,  and  Dark's 
Capital  Account  showed  a  credit  balance  of  £1,000.  Eacli  partner 
was  entitled  to  interest  at  6  per  cent,  per  annum  on  the  balance  ot 
his  Capital  Account  as  staled  at  the  beginning  of  each  half-vear. 
Dark  was  entitled  to  a  salary  of  £200  per  annum,  and  the  balance 
of  profits  was  to  be  shared  equally  between  the  partners,  [a)  For 
the  half-year  ended  Jane  30,  1910,  the  firm's  Profit  and  Loss  Account, 
before  allcwiugfor  any  of  the  provisions  set  forth  above,  showed  a 
lossof  £505.  EachpartnerwithdrewfSOOon  Jane30,1910;  apart 
from  this  no  withdrawals  took  place.  Show  Ibe  Partners'  Capital 
Accounts  for  the  half-year  ended  June  30,  1910,  giving  effect  to  the 
above  directions,  {b)  The  Profit  and  Loss  Account  for  the  half-year 
ended  Dec.  31,  ISIO,  showed  a  bss  of  £1,500,  before  allowint;  for 
any  of  the  provisions  to  be  made  under  tho  partnecship  antuige- 
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menta.  Show  the  Pirtneni'  Capital  Accounts  for  th*t  hall-yc»r 
alBO,  giving  effect  to  the  direotioiu  stoted  above.  No  withdrawola 
took  place  during  thU  half-year. — Aitmcer.  (a)  Balances,  June  30, 
IBIO:  Child,  Cr.  £2,735;  Dark,  Cr.  £260;  (6)  Balances,  Dec.  31, 
1910:  Child.  Cr.  £1,972 2s.  6<i.;  Dark,  Dr.£4772j.6((.  (See .y., p. 756.) 
XzBraiis  1(J. — Jones  and  Robinson  have  been  carryinz  oa  busineu 
in  partnership  during  the  year  ended  Deo.  31,  1904,  No  partner- 
ibip  deed  was,  however,  executed.  Capital  was  introduced  into  the 
business  as  follows;  Jones  £5,000,  Kobinaon  £1,000.  Jones,  iu 
addition,  advanced  £1,000  to  the  firm  as  a,  loan,  but  no  sfFeemeot 
was  come  to  between  the  partners  as  to  the  payment  of  interest 
upon  this  loan.  The  profits  for  the  year  ended  Dec.  31,  1904, 
amounted  to  £3,000,  prior  to  provision  for  interest,  if  any,  either 
upon  Capital  Or  Loan  Accounts.  The  partners  cannot  agree,  either 
as  to  the  proportion  in  which  the  profits  are  to  be  divided,  or  upon 
the  question  of  interest.  They  refer  the  matter  to  you,  and  agree 
to  abide  by  the  accounte  prepared  by  you.  How  would  you  divide 
the  profits  for  the  year  !  (InatituU  of  Chartered  AcamtUania ;  Inter- 
tiiedialt.  May,  1905. ]— .^n«iMr.  Division  of  Profits:  Jones  £50 
interest  and  £1,475  profits  ;  Robinson  £1,475  profits. 

EzeiolH  IKK.^The  following  is  the  Trial  Balance  of  A.  Jnnble 
and  T.  Sale  on  Dec.  31,  1907  :— 

Da.  Cr. 

A  Jumble,  Capital  Jan.  I      .         .         .  £12,000 

T.  Sale,  „  „       .         .        .  9,000 

Machinery  and  Plant £10,000 

Stock  Jan.  1 5,500 

Pnrchases 22,000 

Salaries 1,000 

Wages 4,500 

8ale« 35,000 

Debton 9,000 

Creditors i,000 

Carriage 470 

Rents,  Rates,  Taxes,  and  InsQTanca  1,200 

Discount 30 

A.  Jumble,  Salary         ....  600 

T.  Sale,  „  ....  400 

Cash  at  Bankers 4,300 

Bepairs 250 

CoalandCoke 1,100 

Bills  payable 7S0 

Bills  receivable 376 

Cash  ID  hand 25     

£60,750    £60,750 

The  Stock  at  the  end  of  the  year  amounted  to  £6,000.  Pr«pare 
Trading,  Profit  and  Loss,  and  Partners'  Accounts,  and  Balance 
Sheets  Each  partner  is  to  have  5  per  cent,  iuterest  on  his  Capital ; 
the  profits  and  losses  are  to  be  divided,  two-thirds  to  A.  Jumble 
and  one-third  to  T.  Sale  ;  TJ  per  cent,  depreciation  is  to  be  written 
off  Machinery  and  Plant ;  2^  per  cent,  fordiscounts  is  to  be  allowed 
off  Debtors  and  Creditors  ;  £350  is  to  be  reaer\-ed  for  Bad  Debts; 
and  Rates,  amounting  to  £300,  paid  for  the  year  ending  Manih  31, 
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1308,  tut.vB  to  be  apportioned.  (/luWute  of  Chartered  AceaanlatUt ; 
Final,  May,  190a  )~^nflMr.  Nat  Profit  £1,750;  Balanoo  Sheet 
Totals  £28,450. 

ExMclis  1E[> — Richard  Black  aod  Williani  White  eater  into 
partaeTBhip,  upon  equal  terms,  for  the  porposa  of  porchaoing  and 
continuing  the  old-eetabli^bed  buaineai  of  the  Ute  Robert  Hank. 
The  busineaa  was  taken  over  from  Blank's  ezecutora  as  on  Jan.  1, 
1905,  aa  a  going  (Mmcem,  upon  the  basis  of  the  laat  certified  BaWce 
Sheet,  which  was  as  followH  ; — 

R.   BLANK. 
BAI.AIICB  Sbbei,  Deeemier  31,  1904. 
ToCaptal.       .        .    £2fi,593 
„  Sandr;  Creditors  .         3,482 
„  Beserra      for    Bad 

Debts  ...  3S5 


By  Freehold  I 
„    Plant  Account 
„    Sundry  Debtors    . 
„    Stock  on  band 
„    Office  Furniture   . 


The  purcbaae  price  was  agreed  at  £38,000,  which  amouat  was 
foand,  m  equal  shares,  by  Blach  and  White  and  duly  paid  over  to 
Blank's  executors.  In  addition,  each  partner  paid  £1,000  into  the 
new  firm's  Banking  Account  to  provide  Working  Capital,  and  it 
was  agreed,  before  opening  the  new  books,  to  reduce  tlie  valuation 
of  the  Plant  (as  shown  above]  by  £500,  the  Stock  by  £4S0,  and  the 
Office  Furniture  by  £200^  Make  the  opening  entnes  nrrrnsnij  to 
record  the  above  transactions  in  the  boolca  of  the  new  firm,  and 
draw  np  a  Balance  Sheet  showing  the  position  of  Messrs.  Black  ft 
AVhite  at  the  commencement  of  the  new  partnership.  (InttUnU  <if 
Chartered  Accounlanta  i  Intcrnediate,  May,  1B05.) — A-nMcrr.  Blanco 
Sheet  Totals  £33,482. 

ExanlM  ISh. — X,  Y,  and  Z  ara  in  partaership,  and  on  Jan.  1, 
1009,  their  respective  capitals  were  £4,000,  £2,7S0,  and  £1,090. 
Y  ia  entitled  to  a  salary  of  £250  and  Z  to  one  of  £200  per  annum, 
payable  before  diviition  of  profits.  Interest  is  allowed  on  capital  at 
5  per  cent,  per  annum  and  is  not  charged  on  drawings.  Of  the  net 
divisible  profits  X  is  entitled  to  40  per  cent,  of  the  first  £1,000,  Y  to 
35  per  cent,  and  Z  to  25  per  cent, ;  over  that  amount  profits  are 
shared  equally.  The  profit  for  the  year  end^  Dec.  31,  IB09,  after 
debiting  partners'  salariea,  but  before  charging  interest  on  capital, 
was  £2,317,  and  the  partners  had  drawn  £S0O  each  on  account  of 
salaries,  interest  and  profits.  Prepare  the  closing  entries  of  the 
Profit  and  Loss  Account  and  the  Partners'  Accounts  for  the  year. 
ilTulitvle  qf  Charttred  AccovUarUs ;  Iidermtdials,  May,  1910.) — 
Anmvr.  Capital  Accounts;  (X)  £4,000;  (Y)  £2,780;  (Z)  £1,590. 
Current  Accounts ;  (X)  £99  10..;  (V)  £238  lOs.;  (Z)  £20, 

Exerslse  1Sh._E,  F,  and  (1  are  in  partnership,  and  at  Dec.  31, 
1898,  the  credit  balances  of  their  Capital  Accounts  are  £5,000, 
£t,SO0  and  £1,000  leipeatively.  After  allowing  4  per  cent,  interest 
on  their  capital,  profits  are  divisible  as  follows ;  E  |,  F  },  G  {.' 
Their  withdrawals  for  the  year  1899  have  been,  E  £900,  F  £230; 
O  £280.  {Charge  no  itdarat  on  drawing!).  The  Prtdt  and  Loss 
Account  for  the  year  ending  Deo.  31,  1899  (before  charging  interest 
on  aqiitnl]  shows  a  loss  of  £720.     Show  by  accounts  ths  adjustment 
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of  these  figures  and  the  ultimate  position  of  eaoh  partner. — A  tuuxr. 
Capital  Accounts:  (E)  £5,000:  (F)  £1,800;  (G)  £1,000.  Current 
Accounts :  Debit  BaUnces  (E)  £W5 ;  (F)  £4te ;  [Q]  £369. 

EzbmIm  ISO. — Messrs  Black  and  White  were  equal  partnsn  in 
a  retail  boot  shop.  Thej  decided  to  retire  and  diBpoae  of  their 
business  as  on  Dec.  31,  19U3.  At  the  close  of  the  year  their  BaUnoe 
Sheet  was  as  follows : — 

BALANCE   SHEET.  Dec.  31,  1»03. 


To  B.  Blaclc,  Capital  A/c  £3,050 
„   W.  White  „  960 

„  Sundry  Creditors     .         480 


„  Fixtures  . 

„  Sundry  Debtors  . 

„  Stock 

„  CMh  at  Bank    . 


£4.490  £4,490 

TtiB  lease  and  fixtures  were  disposed  of  for  £2,  TOO,  and  the  cash 
duly  received.  The  book  debts  were  collected,  and  realixed  £752. 
The  stock  was  sold  by  aactiou,  and  produced  £1,340  after  payment 
of  commiasion  and  expenses.  The  sundry  creditors  were  paid  off, 
£38  being  allowed  for  discount.  The  eipensea  of  realization 
amounted  to  £87.  As  book-keeper  to  the  firm,  prepare  whatever 
accounts  may  be  necessary  to  show  the  result  of  the  realization  and 
the  amount  received  by  each  partner.  {London  Chamber  ofCornmeree  ; 
Senior,  1904.)— ^nsuwr.  Final  Diattibntion:  Black  £3,236  lOi. 
White  £1,146101. 

EssrciM  15p. — A  and  B  agree  to  dissolve  partnership,  the  assets 
realize  £12,800,  and  balance  to  this  amount  stauda  to  credit  of  the 
6nn  at  their  bankers.  A's  capital  ia  £2,800  ;  B'b  capital  U  £2,100  ; 
B  has  also  lent  the  firm  £2,000.  The  amount  of  £3,900  is  owing  to 
trade  creditors.  A  is  entitled  to  j  of  the  net  profits  and  B  to  }. 
Show  the  usual  method  of  dividing  the  assets  and  the  position 
of  A  and  B  at  the  dIobb.  {Sonitty  qf  jiccouTitanli  atid  jtuditort; 
Jnlernudiate,  June  1901. ) — Atoukt.  Creditors  and  3's  Loan  are 
repaid,  after  which  A  receives  £4,300,  and  B  £2,600. 


CHAPTER  XTI 
Ezercue  16e.— The  prospectus  of  Messrs.  Black  b  Tan,  Ltd.,  was 
publicly  advertised  on  January  21,  1902,  with  the  following  loan 
and  share  issues  -.—DeberUarea  :  1,000  4  per  cent.  Debentures  of  £100 
each,  the  whole  of  which  were  offerMl  and  fully  subscribed  and 
paid  up  ;  PTc/erenee  Shares:  20,000  8  per  cent.  Preference  Shares 
'"''-  "'  —'-'-'- e  oiTered  and  fully  aubacribed 


of  £G  each,  the  whole  of  which  v 


in  part  payment  of  the  purchase  price  of  the  bosiness.  Of  the 
remaining  20,000  shares,  the  public  subscribed  for  15,000  shares, 
the  whole  of  which  were,  in  due  course,  fully  paid  up,  with  the 
exception  of  the  last  call  of  £2  per  share  on  500  shares,  which 
were  Bubsequently  forfeited  by  resolution  of  the  Directors.  Pass 
the  necessary  entries  through  the  Company's  books  to  record  these 
tranaactions,  and  state  how  they  should  appear  in  the  Balance 
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ShMt.  (Lffufffs  CluMbtr  ef  COwHium;  Senior,  1902.)— .4 wmr. 
l>ebei]tiires£100,00O;Pnifereae*Sbaie8 £100,000;  Ordiou; 8fau» 
£122,500  ;  Forfeited  Sharee  £1,500. 

EzsreUe  18r.  —The  biuiness  of  Bruce  Bros,  k  Cou,  wtu  r^iatored 
Ba  a  LimiUd  Comp&nj  in  1897  with  a  nominal  C^tital  oi  £400,000, 
divided  into  4,000  Hbuea  of  £100  each.  500  of  these  aharea  wera 
issued  aa  fuIK  paid  in  part  ^jment  of  th«  pnrohMe  price  of  tb« 
bueineSB.  3,200  of  the  temaining  shares  were  atlctted  to  the  public, 
and  fuUj  called  np.  25  4^  per  cent  Debentures  of  £1,000  eaoh 
were  alao  issued  and  taken  up.  On  Deo.  31,  1899,  the  foUowiac 
aoconnts  remained  opeo  in  the  Company's  boohs :— Share  Capitu 
Account  £320,000;  Fully  Paid  Shores  Account  £5&000 ;  Land 
and  Buildihss  £282,000 ;  Sundry  Creditors  £18,485  ;  Investments 
£8,450;  Cash  £6,200;  PreUminary  Eipeoses  Account  (balance) 
£1,260;  Goodwill  Account  £15,000;  Calla  in  arrear  £525;  De- 
benture Account  £25,000;  Stock  Account  (3lBt  Dec.,  1S99)  £9,000; 
Hstrt  Account  £78,580 ;  Sundry  Debtor*  £28,000  ;  Reserve  Fund 
£8,000 ;  Profit  and  Loss  Account  (undistributed  balance)  £7,5W. 
Prepare  a  Balance  Sheet  an  on  Dec.  31,  1899.  {London  Chamber  of 
Commenx;  Smier,  1900.y~ABSuier.   Balance  Sheet  Totals  £128,480. 


190^  the  Ledger  Balances  oE  the  Company  i 
Share  Ca^tal  Account  (iained  30,000  shares  of  £1  each  with  10a. 
per  share  called  up)  £16,000  ;  Unpaid  Calls  Aaoonnt  £160 ;  Cask 
in  band  £190 ;  Sundry  crediton  £1,960 ;  Sundry  debtors  £3,640 ; 
Caah  at  bank  £1,150  ;  Reserve  Fund  £4,000  ;  Machinery  and  PUnt 
Account  £6,000 ;  Mortgage  Debentures  Account  (46  debentures  of 
£100  eocb  at  5  per  cent,  intwest)  £4,600 ;  Freehold  prbmisea 
£11,500;  Stock  (Jon.  1,  1902)  £S,SO0;  Manofocturii^  wages 
£12,450  ;  Salaries  £1,230  ;  Discount  Account  (amount  allowed  by 
creditoi-B)  £48  ;  Carriage  and  cartage  £395 ;  Rates  and  taxes  £111 ; 
Insurance  £98 ;  Sales  £62,850 ;  Trade  eipeoBes  £382 ;  Repaira 
£174;  Purchases  £41,800;  Unpaid  Dividends  Account  £262; 
Bad  Debts  Account  £191 ;  OfBce  expenses  £124  ;  Interest  paid  on 
Debentures  £225.  Stock  waa  taken  as  on  Dec.  31,  1902,  and 
was  valued  at  £6,820.  Before  closing  the  accounts  the  foOowiug 
adjustments  are  necessary :  Make  a  provision  of  5  per  cent,  foe 
bad  and  doubtful  debts.  DapceciaUon  at  the  rate  of  10  per  cent. 
is  to  be  written  off  the  Machinery  and  Plant  Account.  PrepOK 
Trading  and  Profit  and  Loss  Accounts  for  the  year  ending  Dee.  31, 
1902.  Take  £1,000  to  the  Reserve  Fund,  and  prepare  a  Balanoa 
Sheet  as  on  that  date.  {London  Chatnbtr  of  Commerce  ;  Senior, 
lOOS.)—Ammr.  Net  Profit  £2^956 ;  Balance  Sheet  Totals  £28,618. 
Exarsiaa  1$h.— The  Weyside  Co.,  Ltd,,  was  formed  for  the 
purpooe  of  purchasing  the  old-established  busineu  of  Richard 
Blank,  and  waa  duly  registered  with  a  DOmiual  capital  trf  £200,000, 
in  200,000  shares  of  £1  each.  Thia  capital  waa  divided  into 
100,000  Ordiuuy  Shares  of  £1  each,  and  100,000  6  per  cent.  Prefer- 
ence sharea  of  £1  each.  The  whole  of  the  Preference  Sbarea  and 
62,000  of  the  Ordinary  Shores  were  offered  for  public  subscriptioo, 
payable,  in  both  classes  of  shores,  as  follows  ■.—23.  6d.  per  shaM 
on  application,  2i.  6d,  per  dure  on  ollolment,  5s.  per  shan 
Jan.  15,  1906  (1st  call),  6il  per  share  Feb.  15,  1906  (2od  call), 
tile  balance  aa  and  when  requited.     The  whole  of  the  shares  ofllered 
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to  the  pnblSo  were  tppUcd  for  and  allotted  in  das  course.  Tba 
baknce  oi  the  Ordinary  Sbare  Capital  waa  issued  as  fuU;  paid  to 
the  vendor  aa  part  purchase  price  of  bis  budnaaa.  600  ordLoary 
shares  apidied  for  bj  Jobn  ^mith,  upon  which  the  application 
money  only  had  been  paid,  were  aubaequentty  forfeited  in  accord' 


ance  with  the  Articles  of  Aflsociation.     ^saa  tbe  entries 


neceHBorj 


^  record  the  above  transactions  througb  the  books  oE  The  Weyside 
Co.,  Ltd.,  and  show  how  they  would  appear  in  the  Company's 
Glance  Sheet.  {Londnn  Ckamber  qf  ComvuTce ;  Senior,  1905.) — 
AMnoer.  Preference  Shares  £76,000;  Ordinary  Sharee  £H6,e2S  ; 
Forfeited  Shares  £62  ICb. 


Limited  Company  and  enter  therein  the  following  particulars : — 
John  Smith,  cork  merchant,  440  Austin  Friars,  B.C.,  amtlied,  on 
Jan.  S,  1902,  for  150  Ordinary  Shares  of  £1  each,  and  forwarded 


(.  per  share  with  his  application.  On  Jan.  12, 
1902,  John  Smith  forwarded  a  farther  2*.  ^d.  per  share  on  beina 
iotorraed  by  the  Company  that  150  Ordinary  Shares  (numbered 
I  to  150)  bad  been  allotted  to  him.  On  March  10,  1902,  a  call  of 
Si.  per  ahare  was  notified  by  the  Company,  and  waa  duly  paid  by 
John  Smith  on  his  holding  on  March  15,  1903.  On  April  3,  1903, 
John  Smith  sold  100  of  his  shares  (nnmbered  1  to  100)  to  WiDiam 
Brown,  hatter,  486  Bond  Street,  W.,  at  I2j.  0i;.  per  share,  the 
transfer  being  in  due  course  accepted  by  the  Company.  ( iMttdoti. 
Ckatiiber  of  ContTnerce;  Senior,  19(^)—A3weeT.  Balance  of  Shares 
held  SO  ;  lOs.  per  shore  paid. 

Exeroise  Iftr — On  March  1,  1907,  the  S  Y  Z  Company,  Ltd, 
purchased  from  X  his  business  as  a  going  concern,  as  from  the 
previous  Dec  31.  A  Balance  Sheet  prepared  upon  that  day 
showed  the  values  of  the  assets  acquired  as  follows : — Debtors 
£50,000  ;  Stock-in-trade  £25,000  ;  Buildings  £25,000  ;  PUnt, 
machinery,  and  furniture  £18,000,  The  Company  also  M[reed  to 
take  over  the  liabilities  of  X,  which  were  guacanteea  not  to 
exceed  £15,000.  The  purchase  eonsideration  wae  £120,000.  pay- 
able £20,000  in  cash,  £50,000  in  6  per  cent  Preference  Shares 
of  £1  each,  and  £50,000  in  Ordinary  Shares  of  £1  each.  The  shares 
were  allotted,  and  the  £20,000  paid  to  X  on  March  15,  1907,  on 
which  date  50,000  Ordinary  Shores  of  £1  each  ware  allotted  to  the 
public,  a  deposit  of  St.  per  share  having  been  received  thereon, 
while  a  further  5s.  per  share  became  due  oa  allotment.  Show 
the  Journal  entries  necessary  to  record  these  transactions,  and  the 
Bulancs  Sheet  of  the  Company  as  on  March  15,  1907.  {CharUrcd 
IntliiuU  qf  Secretaria  :  Final,  June  \W .)—Ait£ii!er.  Balance  Sheet 
Totals  £140.000. 

Bxereisa  18k. — The  M  Company,  Ltd.,  had  a  nominal  capital 
of  £26,000  in  shares  of  £1  each,  alt  issued  and  fully  called  up ; 
but  500  of  these  shares  had  on  Oct.  1,  1905,  been  forfeited  lor 
non-payment  of  a  final  call  of  5».  per  share.  On  May  1,  1907.  A 
agreed  to  take  these  500  shares  from  the  Company  and  to  pay  £300, 
in  consiil^ation  of  which  tbey  are  to  be  issued  to  him  as  fully 
poid.  The  shares  were  allotted  and  the  money  duly  paid.  You 
ore  required  to  show  the  Journal  entries  necosaary  to  record  the 
farioiture  and  re- issue  of  these  shares,  and  the  Ledger  AiiGoootB 
kfiMbed  thereby.    ipkarUTed  Institute  of  StcreUcrUt;  Final,  June, 
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1907-)— Aiuvmr.  Debit  Forfeited  Shares  £375;  Debit  A  £200; 
Credit  Share  Capital  £500 ;  Credit  Fremiunu  on  Shares  £7S  :  Debit 
Cash  £200 ;  Credit  A  £200. 

XxereiM  ISl. — Prepare  a  Balance  Sheet  of  the  DeroDBhire  Iron  Co., 
Ltd.,  at  Dec.  31,  1904,  from  the  following  particulats :— Antborized 
Oaoital  £200,000,  divided  ii>to  100,000  OrdiDacy  Shares  of  £1  each 
and  100,000  6  per  cent.  Gumnlative  Preference  Sbarea  of  £1  each. 
60,000  Preference  Shares  bave  been  iaeued  and  are  fully  called  up. 
50,000  OrdiDary  Shares  bave  been  issued  and  15s.  per  share  called  up. 
Tbe  AnthoTized  Debenture  issue  is  £100,000.  Preference  Share 
Capital  paid  np  £49,500;  Callaon  Preference  Shares  in  arrear  £600 ; 
Ordinary  Sliare  Capital  paid  up  £37,400  ;  Calls  on  Ordinary  Shares 
in  arrear  £100  ;  Debentures  issued— 100  Bonds  of  £100  each,  bearing  ' 
interest  at  44  per  cent,  per  annum  £10,000 ;  Ordinary  Shares — Calls 
paid  up  in  advaace  £300  ;  oash  at  bank  £1,650  ;  Cosh  in  hand  £90; 
Trade  creditors  £3,860  ;  Trade  debtors  £19,600  ;  Stock  in  Hand 
Dec.  31,  1904,  £12,350  ;  Fixed  plant  and  machinery  £33,200  ;  Free, 
hold  land  and  buildings  £27,500 ;  Loose  plant  and  tools  £9,600 ; 
Reserve  Fund  £6,000  j  Patterna  and  drawings  £o,000  ;  Investment* 
on  account  of  Reserve  Fund  £5,500  ;  Reserve  for  bad  and  donbtfot 
debts  £9S0;  Depreciation  Fund  for  plant  and  machinery  £1,600; 
Dividend  on  Preference  Shares  for  the  year  £2,970 ;  Interim 
Dividend  on  Ordinary  Shares  £1,870;  Profit  and  Loss  Account, 
balance  aft«r  paying  Interim  Dividend  on  Ordinary  Shares  and 
Dividend  on  Preference  Shares  £4,850.  {Inal.  o/Chart.  Acdt  ;  Inter., 
Mail  1905.)— ^luuvr.  Balance  Sheet  Totals  £113,510.  Xote.— It  is 
assumed  that  debenture  interest  (£450)  baa  ^ready  been  debited  to 
Profit  and  Loss  Account. 

ExereiM  IBM, — The  International  and  British  Trust,  Ltd.,  with 
a  paid-up  capital  of  £10,000  in  £1  Ordinary  Shares  and  £10,000  ill 
Preference  Shares  (preferential  both  as  regards  capital  and  income) 
decided  to  go  into  voluntary  liquidation  on  June  1,  1910.  First 
Mortgage  4%  Debentures  amounting  to  £15,000,  and  ordinary 
creditors'  olairaa  amounting  to  £12,066  2».  Sd.  were  then  out- 
standing. The  Assets,  as  set  out  below,  realized  tbe  snms  placed 
against  ibem: — Cash  at  bank  at  date  of  liquidation  £1,122  St.  9i.  ; 
Investments  sold:  £8,000  21  %  Consols  £8,480,  £1,000  Brazilian 
Government  5  %  Bonds  £1,030,  £5,000  Argentine  Government  4  % 
Bonds  £4,550,  £3,000  Costa  Rica  GovemmeotStock  £1,242  6f.  &!., 
£10,000  Great  Central  RaUway  Deferred  Ordinary  Stock  £1 ,  150  Ife. , 
£10,000  Greek  Government  4  %  Rentes  £3,900  ;  Freehold  building 
sites  at  various  places  sold  for  £9,S65  10s.  6<i. ;  Loans  to  Subsidiary 
Companies  recalled,  realized  £6,650 ;  Bank  deposits  withdrawn 
£3,600 ;  Bank  deposits,  interest  received  to  date  of  withdrawal 
£77  8s.  dd.  The  expenses  of  liquidation  amounted  to  £882  9s.  Sd. ; 
the  Debentures  were  repaid,  together  with  £719  12*.  Hd.  interest 
accrued  due  thereon  to  tbe  date  of  repayment ;  the  Preference 
Shares  were  paid  off,  and  the  balance  of  the  cash  in  bond  was 

Kid  to  the  ordinary  shareholders  as  a  first  and  final  dividend  on 
ic.  29,  1910.  Prepare  a  statement  for  submission  to  tbe  share- 
holders showing  the  process  of  liquidation,  and  state  what  dividend 
was  paid  to  the  ordinary  shareholders, — Aiuwer.  Return  h> 
Ordinary  Sbaroholders,  2>.  per  £1  share. 

Exstelse  ISn. — On  Jul^  1,  1910,  the  British  Aerodrome  Co.,  Ltd., 
issued  a  prospectus  offering  to  tbe  public  50,000  Ordinary  Shares  of 
the  Company  of  £1  each,  2s.  6d.  per  share  payable  on  application 
and  7i.  9d.  on  allotment ;  the  balance  to  be  ouled  up  as  required. 
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The  List  wu  cloMd  on  Jnly  4th,  and  on  th«  Sth  tlie  Directors 
met  tx>  allot  the  Bharea,  wbcn  it  was  found  that  applications  had 
been  received  for  61,000  shares  as  follows : — 

John  Jones,  I^Dndon    .        .         .       10,000  shores 
D.  0.  George,  FUnt     ,  .         1,000      „ 

Sir  William  Flyon,  Dublin  .  .  S,000  „ 
Henry  Wing,  Dover  .  ,  ,  5,000  „ 
Sundry  persons    ....      40,000      „ 

The  shares  were  allotted  as  follows :— John  Jones,  6,000;  D.  O, 
George,  none;  Sir  W.  Flyon,  1,000;  H.  Wing,  4,000;  and  aondry 
persons,  40,00a 

The  amounts  payable  on  allotment  were  all  received  on  or 
before  July  16. 

Rnle  a  suitable  form  of  Applications  and  Allotments  Book  and 
make  the  entries  therein  necessary  to  reoonl  the  above  transactions. 
{IvstUvit  of  Chartered  AocmaitaiUi ;  ImUrmtdi/Ut,  1911.) 

Exereise  16o. — Pr«kare  Journal  Entries  to  record  the  following 
transactions  in  the  boohs  of  a  limited  company: — 200  shares  (S 
£1  each,  ]5»,  called  up,  and  on  which  5».  per  share  had  been  pmd, 
were  forfeited  and  subseg^uently  sold  to  X  for  £130,  credited  with 
\5s.  per  share  paid  up.  {IndiliiU  of  Chartered  AceountaiUa ;  Inter- 
Til£diaU,  yovemier  1910.) — Answer.  Forfeiture  :  Debit  Share  Capital 
£150;  Credit  CoU  Account  £100;  Forfeited  Shares  £50.  Resale: 
Debit  X.  £130 ;  Forfeited  Sliares  Account  £50 ;  Credit  Share 
Capital  Account  £150 ;  Premium  on  Shares  Account  £30.  Debit 
Cash  £130  :  Credit  X  £130. 

XzBTcils  ISf. — Prepare  a  Balance  Sheet  at  June  30,  1910,  and 
Profit  and  Loss  Account  for  the  year  ended  that  date,  of  the  Shop 
Company,  Ltd.,  from  tbe  following  particulars,  via.  '.—The  Authorized 
Bhare  Capital  is  SO.OOO  6  per  cent.  Preference  Shares  of  £1  each, 
and  40,000  Ordinary  Shares  of  £1  each,  of  which  60,000  Preference 
and  the  whole  of  the  Ordinary  Shares  have  been  issued  and  fully 
paid  np.  Bills  receivable  £270;  bills  payable  £150;  Premises  De- 
preciation Account  £4,000;  cosh  at  Bank  and  in  office  £210; 
house  and  office  furniture  £400 ;  transfer  fees  £20 ;  directors' 
fees,  £600:  doubtful  debts  reserve  £300;  Bank  charges  and 
interest  £250 ;  stock  at  June  30,  1910,  £28,500 ;  Bank  loan  £3,000; 
law  costs  £21X1;  trade  debtors,  £13,000;  office  expenses,  rent, 
salaries,  audit  fee,  etc.  £2,970;  change  cash  at  shops  £250;  re- 
serve £1,200 ;  rents,  instironce,  etc.,  paid  in  advance  £ft60 ;  trade 
creditors  £12,500 ;  ProUt  and  Loss  Account,  credit  balance  at 
-  July  1,  1909,  £850 ;  freehold  and  leasehold  premises  £85,000 ; 
sundry  creditors  £280 ;  horses,  carta,  vans,  etc.  £2,000 ;  Trodmg 
Account  (Profit)  £12,000  ;  bills  receivable  under  discount  £270. 
Provide  10  per  cent,  depreciation  on  house  and  office  furniture  and 
on  horses,  carta,  vans,  etc.  Make  a  further  reserve  of  £300  for 
Doubtful  Debts  and  increase  Premises  Depreciation  Account  and 
Reserve  Account  by  £1,000  each.     What  will  be  the  balance  of 

C"t  to  carry  forward  after  providing  for  the  payment  of  the 
srence  Dividend  and  a  Mvidend  of  6}  per  cent,  on  the  Ordinary 
Shares!  {Institrule  qf  Chartered  Accomxianta;  IntermediaU,  November 
1910.]— Answer.  Profit  Balance  forward  £1,110;  Balance  Sheet 
Totals,  £129,440. 

Exordse  16q.— From  the  fotlotriog  items,  appearing  in  the  Trial 
Balance  of  the  books  of  a  Company  at  the  close  of  its  financial  year, 
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Directors'  Fees 
Rent    . 

Salariea 
Law  chargea 
0[«  sales 
Ad  vertising 
Interest 
Transfer  Pees 
Income  Tax 
Depreciation 
Audit  Fee    , 
Sundry  Enpenses 


The  Diret'tora  are  entitled,  under  the  Articles  of  AsBOcitttion,  t< 
appropriate  and  apply,  by  way  of  further  reuianeration,  in  any  year 


is  payable  (assume  the  payment  of  a  dividend) 
a  fltun  equal  to  5  per  cent,  upon  the  amount  of  the  profits  for  each 


in  which  a  dividend 


year.  (/nsiiYnfe  of  Chartered  AcermrUania ;  IjUermtdirc'e,  November 
19100 — Ansv.-er.  Balance  down,  after  paying  £1,841  fnrther  re- 
muneration to  directors,  £34,979. 

Ezanifs  ISii.— On  December  31,  1909,  the  Trial  Balance  of  the 
Motor  Engineering  Company,  Ltd.,  was  as  under  : — 

£       e.    d.       £       $.  d. 
S,000  Ontinary  Shares  of  £1  each       .  6,000    0    • 

100  5  per  cent.   Debentures   of  £10 

each 1,000    0    0 

Goodwill     ....         .        .       2,000    0    0 

Fre«hold  propartv       ....       1,500    4    0 

Machinary  and  tools  ....  100    0    0 

FUenres  and  fittings  ....  20    0    0 

Hire  cars 500    0    0 

Sundry  debtors 2,500    0    0 

Stock  of  accessories,  tyres,  petrol,  oil, 

etc.,  Deo.  31,  1909  .         .         .        .  250    0    0 

CashatBanlc 1,055    0    0 

Sundry  creditors        ....  153    0    0 

Reserve  for  Bad  Debts,  Dec.  31,  1906  SO    0    0 

AccessorieE,  including  tyres  and  tubes 

(used) 2,000    0    0 

Petrol,  oil.  etc  (used)         .         .        .  550    0    0 

Cost   of   repairing   cars  (wages   and 

materials) 750    0    0 

Charges   to   customers  for  repturing 

cart  .....        T  600    0    « 

EKpcDSea  of  hire  cars  .  .  200    0    0 

Wages  (yardman,  etc)        .         .        .  120    0    0 

Charges  to  customers  for  hire  cars      .  330    0    0 

Soles  of  aocessories,  incladiug  tyrea 

and  tubes 2,663    0    « 

Carried  forward   ....     11,545    0    0    10,013    0    0 
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BroDsht  forwkrd 

Cars  parcbaaed  for  resale    ■ 
SiJes  of  potrol,  oil,  eta 
SundtT  raoeipU  (washing  cars,  charg- 
ing batteries,  etc.)  .... 

Car  sales 

Management  expenses 

Garage  rents 

Repairs,  [dant,  etc 

Bad  debts  written  off  .  .  . 
Carriage  on  oara  sold  .... 
Debenture  Interest  to  Deo.  31,  1909  . 
Ordinary  Share  DiTidend  to  Deo.  31, 


10,013 

0 

0 

750 

0 

0 

12,000 

0 

0 

0 
0 

45 

0 

0 

Profit   and    Loss    Account   {Balance 
Dec  31,  IMS)  .... 


0    0  £23,693    0    0 


Depreciation  b  to  be  written  off  machinery  and  tools  at  the  rate 
of  20  per  cent.,  fixtures  and  fittings  10  per  cent.,  hire  cars  25  per 
cent.  The  Reserve  tor  Bad  Debts  is  to  be  increased  to  5  per  cent, 
on  the  sundry  debtors,  and  25  per  cent,  (rf  the  Net  Profit  for  the 
year  is  to  be  reserved  tor  commission  to  the  Manager. 

Prepare  complete  accounts  in  the  form  which,  in  your  opinion, 
is  calculated  to  give  the  greatest  amount  of  information  to  the 
Directors  as  to  the  working  results  of  the  business  at  a  glance. 
{Inditnleqf  Charttrtd  AcceutUafiiii ;  Final,  VccembcT  i9\f).)~Anavier. 
Net  profit  for  year  1909  £1,200 ;  Balance  Sheet  Totals  £7,653. 

Bzereiis    IBs. — Report    fully    in    what    respect    the    following 
Balance  Sheet  is  not  m  accordance  with  the  Companies'  Consolida- 
tion Act,   1908,  or  established  practice.     Illustrate  by  re-drafting 
same  in  proper  form. 
Dr.    Balance  Sheet  of  F.A.Q.  Co.  Ltd.,  as  on  April  1,  1908.    Or. 


Del-ta -. 

16,  SOI 

*LM9A/e.-.2«,H8 

up * 

uooellail,     lOf. 


„  Rsanrve  Pond,... 
"  Billip&fiibU 


I  have  eKftmined  the  abore  Balance  Sheet  and  find  same  OMreot, 
X.Y.Z.,  Auditor. 

(Society  of  Inei»jm-aUd  AccourUants  and  AvditoTS  ;  Iraermediate,  June 
1909.)  ^nOToer.— Sides  reversed,  mortgage  should  be  deducted  from 
property  charged,  bases  of  valuation  of  assets  not  stated,  afthority 


742        BOOK-KEEPING  AND  ACCOUNTS 

for  ctmoellation  of  aharei  (T  iarreoder)  not  given,  and  practice  of 
doubtful  legality,  auditor's  certificate  not  according  to  atatntorT 
form.     No  cash  balance  or  bank  overdraft  Bhown. 

BxereiM  16t.— From  the  following  Trial  Balance  of  the  A.  B. 
Engineering  Company  prepare  a  ftofit  and  Loss  Account  and 
Balance  Sheet  as  at  December  31,  IflOT.  The  Nominal  Capital  of 
the  Commny  ia  £20,000,  divided  into  4,000  ghareo  of  £5  each,  of 
which  2,000  eharea  have  been  allotted. 

£  £ 

Share  Capital  Aooount      ....  10,000 

"■     ■   ■   -Trade.  '  '    


i,  January  1,  1907 
Purchasea 


Wag( 
Calf 


13,964 


'Machinery  and  Plant  Account  .        .        .  4,500 

Fixtures  and  Utensils       ....  250 

Salaries 3,754 

Sales 38,568 

Loose  Tools 400 

Rent,  Rates,  Taxes  and  Insnrance  .  720 

Repairs  and  Benewals      ....  856 

Sundry  Creditors 2,430 

Bank  Overdraft 5,000 

Stationery,  Advertising  and  Travelling   .  210 

tFuel 229 

Stores  (Revenue  Account)         ...  180 

Oaa  and  Water 110 

Drawing  Materials  (B«venue  Account)  60 

Voetages  and  Telegrams    ....  380 

Discounts  and  AUowances                  .  1,030 

Bank  Charges   ......  19J 

Depreciation   of   Machinery  charged    on 

account 500 

Sundry  Debtors 3,800 

Cash  in  band 25 

Revenue  Account,  January  1,  1907  .        .  600 

Bad  Debts 40 

P»tti>rn>.  /Balance.  January  1, 1907,  £80\  „„„ 

*^'"^™\Additionstory^    .120/  ^ 

£55,998  £56,908 

lie  value  of  the  Stock-in-trade  at  Dec.  31,  1907,  was  £10,8( 

Before  ascertaining  the  net  profit,  allow  depreciation  as  follows— 

On  Patterns  bought  during  the  ye»r       .  60  per  cent 

ftiothOT  Patterns 10  per  cent!. 

On  Machinery  and  Plant  (on  £6.000)  "- 


On  Fixtures    . 
On  Loose  Tools 


5  per  cent. 

5  per  cent. 


Provide  Reserve  for  Discounts  on  Sales  at  the  rate  of  2  per  cent. 
on  the  ouUtanding  balances.  {Bociely  of  Incorporated  AcamtUmilt 
ajia  Avdibira;  JnUnnediati,  June  190S),—Ansu!tr.  Net  Profit  = 
*2,718  10a ;  Balance  Sheet  Totals  =  £19,548  10*  * 


M  .ftet  diUKlng  ofr,e«iO  on 


p:hy  Google 
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CHAPTER  XVn 

ZzwelM  1Tb. — From  the  following  particnlan  afaow  ChsrlM 
Brown'a  aasesament  for  income  tax  for  the  year  1911-12,  aod  et»t« 
the  rate  at  which  the  tax  will  be  due.     Charles  Brawn  ia  employed 

in  an  tnsnTance  office,  aad  hU  ealary  ha«  been  as  follows :  1908,  £200 ; 
1009,  £210  ;  1910,  £220.  He  pays  an  annual  life  insurance  premium 
of  £12  to  a,  British  office.  He  ia  not  married.— ^njru'«r.  On  £38  at 
m.  in  £. 

SzMnlia  ITf,— 'From  the  following  particulars  prepare  O  P  Q's 
income  tax  return  for  the  year  1911-12,  stating  the  rate  at  which 
tax  will  be  payable.  He  is  a  solicitor  ;  his  profeSBional  earnings 
have  been  aa  follows;  1908,  £260;  1909,  £360  ;  1910.  £380.  He  is 
married,  and  his  wife  owpb  £400  2}  per  cent.  Consols.  They  hava 
one  son  under  16  years  of  age. — Amieer.  On  £156  13^.  id.  at  9i^.  in 
£.     Interest  on  Conaola  already  taxed  by  d«diictioa. 

EzeteiM  17a.— From  the  following  particulars  prepare  X  Y  7.'^ 
income  tax  return  for  1911-12  and  super-tax  return  for  1912-13. 
X  ¥  Z  is  a  barrister,  unmarried ;  his  income  from  profnasioDal  fees 
has  been  as  follows :  1908  £500,  1900  £700,  1910  £1,500.  He  owns 
besides  £100,000  India  3i  per  cent.  Stock  and  £20,000  Japanese 
Government  4iper  cent.  Bonds.  He  pays  £25  a  year  life  insnranoe 
premium  to  a  British  of&ce.— Answer.  Iiicome  Tax  due  on  £S75  at 
1j.  2d.  in  £.,  invaatment  interest  being  already  taxed  by  deduction ; 
Super-tax  dae  on  £2.275  at  6d. 

EzsieiM  17h, — Joho  Thompson  has  a  business  the  profits  of 
which  for  the  three  years  1906,  1907,  and  1908  hia  books  showed 
to  be  £530,  £650,  and  £600  reai>ectively,  in  arriving  at  which  there 
had  been  charged  each  year  : — His  salary  £100  ;  interest  on  capital 
£50  (  interest  on  loan  £15  ;  depreciation  of  fittings,  etc.  £25  ;  bank 
interest  £5.  He  owns  hia  house,  asaeHsed  at  £35,  subject  to  a  mort- 
gage of  £300  at  4^  per  cent,  interest.  His  wife  has  an  income  derived 
from  £700  4  per  cent.  Debenture  Stock  of  the  Aaaured  Railway  Com- 
pany. Make  np  his  income  tax  return  tor  1908-10,  assuming  that 
there  is  no  change  in  the  present  tax,  and  show  the  amount  he  will 
have  to  pay,  {IndHtitt  of  Chartered  AeeouniaTita ;  Intermtdiale,  May 
1909.)— ^TWiper,      F^med  income  £735  ;  unearned  income  £15. 

Ezerelse  17t. — The  accounts  of  the  firm  of  A,  B,  and  C  show  the 
foUowing  annual  profits,  viz.  1908  £1.500,  1909  £1,800,  1910  £2,020, 
after  charging  depreciation  of  lease  (£300  in  each  year),  income  tax 
paid  (£60  in  1908,  £70  in  1909,  and  £85  in  1910),  and  charitable 
donations  (£21  each  year).  The  three  partners  A,  B,  and  C  share 
profits  in  the  following  proportions :  A  i.  B  J,  and  C  J.  C  pays 
£30  life  insurance  premium  to  a  British  office.  State  what  asseas- 
ment  will  be  made  on  the  firm  for  the  year  1911-12,  and  show 
the  partners  as  being  separately  treated.  The  partners  have  no 
income  apart  from  their  share  of  the  business  profits.  A  and  B 
ore  unmarried,  C  ia  married  and  haa  two  children  under  16  years 
of  age  ;  hia  wife  has  no  private  income,— .^iwwer.  Net  ABaesamenta 
(A)  £1,083;  (B)  £722  ;  (C)  £151,  all  at  9rf.  in  £. 
'  Zxareiie  IT  J. — The  following  are  the  figures  of  the  net  Profit  and 
Loss  Account  of  a  Trading  Company  for  the  year  1907  : — 

By  Gross  Profit  on  Tradipg £10,000 


C  C  2 


hyGoogle 
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To  Expenses — 

Rent  of  leasehold   pramuee  (auessed 

at  the  atune  ainoaDt)  £1,000 

Rent  of  freeliold  premises  (asaessed 

at  £1,000,   not  dealt  with   in  the 

Profit  and  Lohb  Account) 

Rates  and  Taxes,  including  Schedule  A,        400 

Salaries 2,325 

Office  expenses SOO 

Office  Furniture  depreciation ^ 

Interest    on    account   overdrawn    at 

Bankers  from  time  to  time  ...         175 

Income  tax  paid  during  the  Tear  at 

Is.  in  the  £      250 

Fire  insurance,  etc 150 

Interest  on  Debentures  675 

£6,500 

„    Balance,  net  Profit       4,500 

£10,000 

What  is  the  correct  figure  of  net  Profit  for  Income  Tax  porposes. 
Schedule  D,  in  respect  tJD  the  year  1907 1  {InaliliUe  of  Charterid 
AoeoutitnrUa !  ItUermtdiiae,  November,  WOi.)— Answer.     £4,600. 

Exereiw  ITk. — Henry  Jones  carries  on  business  as  a  tailor. 
His  profits  for  the  three  years  1907,  I90S  and  1900  were  £300,  £450. 
ond  £420  respectively.  He  lived  away  from  his  business,  in  his 
own  house,  which  was  assessed  under  Schedule  (A)at  £36  net.  He 
had  £1,000  Midland  Railway  i  per  cent.  Debenture  Stock.  He 
was  insured  for  £1.000,  the  annual  premium  being  £25.  He  had 
three  children,  aged  respectively  0,  12  and  17  years.  Make  out 
Henry  Jones'  return  for  Income  Tax  for  the  year  1910-11,  claiming 
such  sUowoncea  and  abatements  as  be  may  be  entitled  to. 
{InatUtUe  of  CharUred  AaxmiUavts ;  lidemudiate,  Maff,  1911.) — 
Aiawer.  Tax  payable  on  £195.     Earned  Income  at  lower  rate. 

IxerdM  ITi-^John  Jones'  profits  for  the  five  years  ended 
April  30,  1909,  properly  assessable  for  payment  of  Inoonie  Tax 

(after  allowance  of  £120  in  each  y««  for  Schedule  (A)  or ' -' 

his  basiness  premises)  were  as  under : — 

Year  ended  April  30,  1905 

Year  ended  April  30,  190« 

Year  ended  April  30,  1907 

Year  ended  April  30,  1908 

Year  ended  April  30,  1909  . 
As  a  director  of  a  Limited  Company  John  Jones  has  receivvd 
£150  in  each  of  the  five  yeare.  He  owns  bouse  pn^rty,  the 
gross  rentals  of  which  amount  to  £450,  which  are  affiesud  under 
Sohedttle  (A)  at  £300  net.  His  wife  has  a  private  income  (taxed  at 
ita  souroe)  of  £500  per  annum.  He  pays  Life  ISBorauce  pre- 
miums upon  his  own  life,  amountine  to  £250  per  annuni.  Stat* 
the  amount  of  John  Jones'  total  lisbtUty  for  Income  Tax  onAex 
the  various  Schedules  for  the  year  ended  K^\  5,  1010,  and  the 
figures  yrm  employ  to  arrive  at  your  results.  {huUlmtt  of  CkarUred 
Final,  December  IBIO.) — Amicer.     Income  Tax.    In- 


: ,  Gixi^le 
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oome  already  Uxed  £920 ;  tax  to  be  paid  at  Is.  3d.m.£,  aa  further 
£4,Se7  =£272  4«.   \0d.    Buper-Uuc  Tax  to  be  paid  on  £3,120  at 

Gd.  =  £78. 


1908.    1807.    1908. 

£        £        >e 
aiara  of  Net  Profita-C  Two-thirds        .        .     1,200     1,300-1,100 
Share  of  Net  Profits— D  One-third         .         .        tiOO       OoO       650 

Salary— C        .         .      > 200       200       200 

Salary— D 400       400        400 

Interest  on  Capital-C 360       400       450 

Interest  on  Capital— D 150       200       250 

DepreoiaUon  allowed 900       900       000 

Income  lai,  Schedule  (D)       ....        130        140        HO 

From  above  figures  prepare  a  return  ahowiog  the  liability  of  each 
partner  for  the  year  1909>10for  Income  Tax  dsseasinent  as  required 
by  the  Surveyor  of  Taxea.  {Society  of  I-aeorporated  Acaiuntants  and 
Auditm-s;  InUmwdiate,  June  1909.)— ^lisiucr.  C  pays  tax  on 
£1,875,  D  on  £1,262.  It  is  asBunied  tb&t  £900  had  been  charged  in 
the  Profit  and  LoBa  Account  tor  depreciation. 

BkBroise  17h. — £.  G.  Uthe  proprietor  of  a  manufacturing  buBineea, 
tiie  profiU  of  which  for  the  years  1004,  1905,  and  190G  ate  £1,C00, 
£1,350  and  £1,550  rfapectively.  He  raceiveB  £250  per  annum  for 
acting  as  Ohairman  of  a  Limited  Company,  from  which  he  also 
receives  an  annual  dividend  on  his  shares  in  the  Company  of  £200. 
He  IB  insured  in  the  New  York  Life  Insurance  Cotnpajiy,  and  pays 
an  annual  premium  of  £80.  He  owns  the  house  in  which  be 
resides,  the  gross  annual  value  under  Schedule  (A)  being  £84. 
You  are  requested  («  prepare  his  Income  Tai  Return  for  the  year 
1907-08,  {Sodety  of  IjKorporaied  Accountants  and  Auditors;  Fijinl, 
June,  1908.)— jinsuNT.  E.  G.  will  pay  tax  under  Schedule  (D)  on 
£1,500  (average  profits)  less  £80  =  £1,420  and  under  Schedule  (A) 
on  £84.  His  chBirman's  fees  and  dividends  come  to  him  presumably 
tax-paid.  Deduction  of  foreign  companies'  life  insurance  preminms 
»aa  formerly  iaadmiesible,  but  is  now  allowed. 


CHAPTER  XVln 
iroiH  ISe. — From  the  following  particulars  write  ap  J.  WilklD- 
Town  Sales  Le^^r  in  self-balancing  form  ;  show  also  the 
Sales  Ijedger  Account  m  his  General  Ledger,  his  Cash  Book,  Day 
£ook,  and  Hetums  Inwards  Book ;  the  three  latt«r  books  ac«  to 
contain  additional  analysis  colnmna  relating  to  n  Country  Sales 
Ledger,  but  the  entries  to  be  made  in  [hem  are  to  be  only  those 
(siven  below)  relating  to  the  Town  Sales  Ledger.— Toion  Salet 
Ztdgm-  baiances  Oct.  1,  1910.  Debtors :  A.  Alton,  771  Tottenham 
Court  Boad,  W.,  £118  2a.  ;  B.  Barber,  145  Eastcheap,  E.C.  £M 
fl».  Sd.  ;  C.  Gape,  177  Lothbury,  B.C.,  £177  2s.  9d.  ;  D.  Uavies,  199 
West  Smithfield,  E.G.,  £1,022  lis.  4rf.  TTan»aeli<mi  far  tAe  momA 
nf  Odoitr  1910 :  Oct.  3,  received  oaeh  from  B.  Barber  £50 ; 
Oct.  4,  received  oash  from  C.  Cape  £176,  allowing  C.  Cape  dl 
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£2  Qs.  9d.  ;  Oct.  5,  aold  gooda  to  A.  Alton  £142  3s.  9d.  ;  Oct.  6, 
Boldzoods  to  C.  Capg  £221  ia.  id.  ;  Oct.  8,  received  gooda  retnrned 
hj  C.  Cape,  allowing  him  full  invoice  price  there^  £S  2a.  M.  ; 
Oct.  10,  sold  goods  to  D.  Da,viea£211  4a.  »d.  ;  Oct.  14,  D.  Davies 
paid  me  cash  £1,015,  allowed  him  didcount  £7  Ilf.  id.  ;  Oct.  15, 
sold  goods  to  B.  Barber  £113  is.  Idd.  ;  Oct.  IT,  received  from 
B.  Barber  hia  acceptance  at  3  m/d  £132,  allowed  him  discount 
l%».  6d.  ;  Oct.  20,  received  cash  from  A.  Alton  £100  ;  Oct.  21,  sold 
Koods  to  E.  East,  325  Cornhill,  E.C.,  £36 ;  Got.  22,  received  cash 
m>m  E.  East  £35,  allowing  him  discount  thereon  £1  ;  gold  goods 
to  A.  Alton  £222  ia.  Orf.  ;  Oct.  24,  sold  goods  to  B.  Barber  £214 
8s.  lOd.  ;  Bold  goods  to  C.  Cape  £32  is.  M.  ;  Oct.  25,  B.  Barber 
returned  goods  as  not  up  to  sample,  allowed  him  fnll  invoiae  pric4 
therefor  £17  7s.  2d.  ;  Oct.  27,  received  from  C.  Cape  cbbIi  £25  ; 
received  from  C.  Cape  hU  accepUnce  at  2  m/s  £200  ;  Oct.  28,  A. 
Alton  this  day  made  a  composition  with  his  creditors,  paying  them 
lOa.  in  the  £:  received  cheque  for  £191  Ti.  M.,  write  off  the 
remainder  of  A.  Alton's  debt  £191  ^».  9d. ;  sold  gooda  to  E.  East 
£10  123.  6rf.  ;  Oct.  29,  sold  goods  to  F.  Fry  £76  4».  M.—Aiauer. 
Balance  of  Sales  Ledger  Adjustment  Account  £516  Va.  Sd. 

Exenrite  IBf. — The  undermentioned  particulars  have  been  ex- 
tracted from  the  books  of  Messrs.  Jaraea  Ogdeo  &  Co.,  who  keep  only 
one  Soles  Ledger.  Vou  are  required  to  prepare  the  relative  "Sales 
Ledger,"  and  "General  Ledger  Adjustment  Accounts  aa  on  Dec. 
31,  1900 :— 1909.  June  30,  debtors'  balancea  £28,394  \2s.  6d.  ;  Dec. 
31,  tranaactiotifl  for  the  half-year  to  date  :  sales  to  debtors  £68,^1 
10a.  Sd,  ;  retarna  from  debtom  £691  12s.  ;  cash  received  from  debtors 
£41,344  8s.  6(f.  ;  disoounta  allowed  to  debtors  £1,504  9s.  id.  ;  accept- 
ance* received  from  debtors  £4,210  Is.  2d.  ;  acoeptancee  returned 
dishonoured  £550 ;  bad  debts  written  off  £942  lOs.  ;  sundry 
charges  debtcd  to  debtors  £29  4s.  6d.  (Inatituie  of  Charttrtd 
AammtanD;  Final,  May,  1010.)— ^iwirer.  Balance  Dec.  31,  1909, 
£38,702  6s.  9d. 


,^S 


books  of  J.  Child  &  Co.,  who  keep  ooly  one  Bought  Ledger,  prepars 
the  Bought  Ledger  Adjustment  Account  in  their  General  L^jgeruid 
the  General  Ledger  Adjustment  Account  in  their  Bought  Le(U[er  : — 
1010,  July  1,  total  creditors'  balances  outstanding  in  Bought  Ledger 
£13,122  63.  &d.  ;  total  of  sundry  small  debit  balances  (for  returns, 
etc.)  on  varioos  persons'  accounts  in  Bought  Ledger  £22  Is.  Id.  ; 
Deo.  31,  total  purchases  on  credit  for  half  year  £«0,028  9s.  id.  ; 
total  cash  paid  creditors  during  half  year£30,226  lis.  3d,  ;  discount 
and  allowances  received  from  creditors  during  half  year  £621  4s.  Sd.  ; 
acceptances  given  to  creditors  during  half  year  £40,050  ;  gooda  sold 
to  creditors  during  half  year  and  settled  by  contra  account  £34 
(V.  Sd.  ;  total  of  purchases  from  creditor*  returned  to  them  as  un- 
satisfactory during  the  half  year  £212  8s.  5d. — Anawer.  Balanoe  of 
Adjustment  Account  £1,084  Os.  lid. 

Xzereise  ISh. — Rule  a  form  of  Visitors  Ledger  on  the  columnar 
system  for  the  Seaview  Hotel,  and  enter  in  it  the  following  trans- 
actions for  Nov.  28, 1910:— Visitor,  A.  Back,  room  No.  1 :  room  ia.Od., 
breakfast  2s.  6d.,  lunch 3s.  Of.,  cash  paid  10s.  6d.  ;  Visitor,  C.  Rowe, 
room  No.  2:  room  5b.  Qd.,  dinner  6s.,  breakfast  2».  6d.,  cigars  Is., 
wines  Ss.,  spirits  Is.,  amount   carried  forward  to  next   £y*lSs.i 
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V&itor,  A  Pike,  room  No.  3 : 
liqueurs  6i.,  cosh  paid  la. 
Bowe  1S«. 

XxneiM  IBi.— The  East  ClaTshire  Waterworks  Co.  supply  w»ter 
to  the  inhabitaata  of  Claytowu  for  iin  annual  charee  of  6  per  cent. 
OD  the  rental  value  of  each  house  supplied,  plus  additional  charges 
for  extra  supply  for  garden  purpcees,  eta.  The  5  per  cent,  charge  is 
payable  In  two  equal  half-yearly  instalments  of  S)  per  cent,  each 
on  March  1  and  Sept.  1  in  each  year  respectively.  From  these  and 
the  following  particulars  prepare  in  tabular  form  the  Water  Com- 
pany's Ledger  for  the  consumers  living  in  Soathfields  Avenue  for  the 
half  year  coinraencing  March  1, 1910,  inoludingin  every  cbhb  the  water 
charges  becoming  due  on  that  dat«  i^Southfields  Avenue,  No.  1, 
rental  vslne  £38,  arrears  brought  forward  1{I«.,  cash  received  £1 18^., 
Aug.  15  ;  No.  2,  rental  value  £40,  arrears  brought  forward  £2,  caah 


supply  ba.,  cash  received  £1  Is.  6d.,  July  18 ;  No.  6,  rental  value 
£40,  arrears  nil,  charge  for  excess  supply  23.  (id.,  cash  received  nil, 
allowances  nil ;  No.  7,  rental  value  £42,  arreatH  nil,  cash  received 
£1  \a. ,  March  3  ;  No.  8,  rental  value  £40,  arrears  nil,  cash  received 
£1,  March  3  ;  No.  9,  rentalvalue  £50,  arrears  brought  forwBrd£l  5s., 
charge  for  excess  supply  2i.  6d.,  cosh  received  £2  10).  Aug.  22, 
allowance  granted  Sb.  6d. — Attiaier.  Only  balance  forward  Aug.  31, 
No.  6,  £1  28.  6d. 

Ezarelie  ISj. — The  X.Y.  Company,  Limited,  keep  their  Ledgers 
on  the  "  wlf-balancing "  system.  On  December  31,  1910,  the  Salee 
Ledger  Account  in  the  Private  Ledger  showed  a  debit  balance 
brought  down  December  31,  1909,  of  £4,031.  During  the  year  the 
total  Soles  were  £35,422,  and  Returns  inwards  were  £625.  The 
t^sh  received  during  the  year  and  posted  to  the  Soles  Ledger  was 
£31,126.  The  Discounts  allowed  on  Accounts  in  the  Sales  Ledger 
amouuted  to  £1,314.  Transfers  from  the  Bought  Ledger  to  tiie 
Or.  of  Sales  Ledger  Accounts,  £720.  Transfers  from  the  Sales 
Ledger  to  the  Dr.  of  Bought  Ledger  Accounts,  £1,052.  Bills 
receivable  posted  to  the  Sales  Ledger,  £2,035!  Write  up  the  Sales 
Ledger  Account  and  show  the  baUnce  brought  down  at  Dec  31, 
1910.  (InsHltile  qf  CharUred  AixomUanta ;  Iniermediate,  Iflll.) — 
Atisicei-,  Debit  Balance  of  Sales  Ledger  Account,  Dec.  31,  1910, 
£2,582. 

CHAPTER  XIX 
Exsrelw  IBe. — From  the  following  particulars  prepare  Monu- 
facturins  and  ProSt  and  Loss  Accounts  showing  separately  the 
gross  and  net  profits  made  by  the  "  Plat«  "  and"Cutlery"  Depart- 
ments  respectively  ;~Jan.  1,  1910,  Stock :  plate  £1,400,  cutlery 
£1,650;  purchases;  plate  £8,624,  cutlery  £2,056 ;  sales:  pUte 
£18,500,  cutlery  £0,250;  returns  outwards:  pUte  £125,  cutlery 
£!(«  i  wages  :  plate  £5,429,  cutlery  £4,612  ;  Deo.  31,  1910,  stock  : 
plate  £135,  cutlery  £356,  salaries  £1,543  ;  rent,  rates,  and  taxes 
£655;  general  expenses  £783.  The  three  latter  items  ore  to 
be  apportioned  between  the  two  departments  according  to  the 
total  of  the  sales  effected  by  each.— .twicer.     Gross  Profit:  Plate 
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£3,307lCaUei7£l,3M;  Net  Profit :  n»t«  £1,319 13>.4<i  ;  CoUsj 

Ixwelia  I9t.  — The  Oljmpian  Patent  Medicine  Co.  muHi&ctim 
two  Tarieties  of  patent  medicine,  vit  "  Hercole*"  ointment  and 
' '  Japit«r  "  piUs.  From  the  following  psrticalars  prepare  the  Com- 
puij  ■  Trading  and  ProUt  and  Lou  Account  for  1910,  ahowing  the 

Sand  net  profita  oi  losaea  oo  eaob  claai  of  mannfBctare  : — Stock  of 
on  hand  Jan.  1,  1910:  ointment  £8011  1(U.,  pitla  £30  2k  2d.  ; 
of  bottles,  wrappera,  and  labels:  Jan.  1,  1910:  ointment  £125 
15».  M.,  pilU  *;16  2».  M.  ;  Dec.  31,  1910 :  pnrehaae  of  drngi :  oint- 
ment £884  2).  %i,,  pilU£246  89.  2d.  ;  bottles,  wrappers,  and  labels: 
ointment  £S25  8s.  id. ,  pilla  £122  8f.  id. ;  niannf acta  ring  expensea  : 
ointnieot£l,1462>.fr£.,  pills  £422  83.  ^.  Sales;  ointment  256,020 
boxes  at  6d.  each,  pills  42,114  boxes  at  Is.  each  ;  stock  of  drags, 
bottles,  and  wrappers  on  hand  at  December  31,  1910,  ointment 
£81  18i.  \\d.,  pitta  £81  4«.  llif.;  advertisiDg£2,4849a.;  postage, 
•tationer?,  and  printing  £207  0>.  9i^. ;  salaries £414  U.  Qd.;  rent,  rates 
and  taxes,  and  general  expcnaes  £621  29.  3d.  Apportion  the  four 
last-mentioned  expenses  l^tween  the  two  cUsHea  of  goods  according 
to  the  number  of  boxe»  of  ointment  or  pills  told. — iitncer.  Gross 
Profit:  Ointment  £3,100  IQt.  :  Pills  £1,300  9<: ;  Net  Loss:  Ointmemt 
£99  15*.  ;  Net  Profit ;  Pills  £774  Oj.  M. 

Exercise  IBg.^A  companv  having  i(«  bead  (^ce  in  Londoa 
owns  a  factory  in  South  Africa.  During  the  year  1908  £10,(Xie 
in  cash  haa  been  remitted  from  London  to  the  factory,  and  bills  for 
£>>,000  drawn  by  the  manager  in  South  Africa  on  the  bead  offioa 
have  been  accepted.  At  the  end  of  the  year  it  is  found  that  there 
ha«  been  a  loss  an  the  working  of  the  factory  of  £2,000,  which  is 
transferred  to  the  head  office.  Show  the  entries  in  the  head 
ofiice  books  recording  these  transaction*.  {IntUtule  of  CharUnd 
AeanaUaiUt ;  Intentiediatf,  Kov.  1909.) — Anawer.  Debit  balance  on 
factory  account,  Dec.  31,  1908,  £13,000. 

SzeraiM  Mh. — Messrs.  J.  Silkstone  &  Sons,  coal  merchants,  of 
London,  opened  a  branch  business  at  Maidstone  on  Jannary  1st, 


Tbial  BAL4MC&.  Dec  31,  1903. 

Head  Office  Adjustment  Account  £1,574    0    0 

Coal  Sales 1,7S0    0    0 

Sundry  Debtors  ....  £640  0  0 
Horses,  Carts,  etc.  .  .  .  280  0  0 
Salaries,  Rent,  and  Expenses  .  620  0  0 
Cash  in  Hand      ....  78    0    0 

CoalfromHeadOffice(aainvoiced)  1,748  0  0 
Sundry  Creditors        ...  42    0    0 

£3,366    0^    £3,366    0  It 

The  stock  of  coal  at  Maidstone  on  December  31st,  1903,  was 
valued  at  £984.  Prepare  a  Profit  and  Loss  Account  showing  the 
result  of  the  working  of  the  Maidstone  branch  for  the  year  ending 
December  31st,  1903,  and  draft  the  entries  necessary  to  incorporate 
the  above  figures  in  the  head  office  books.  (Lowitm  Chambtr  of 
Commerce;  Senior.  \90i.)— Answer.  Branch  Profit,  £366;  Final 
Balance  of  Head  Office  account  Cr.  £1,940. 
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Iftl. — From   Ghe  following  Trial  BalanceB  prepare  the 
'  'lolnisfl,  Ltd.,  for  BubnuaBieo  '     '"   '       ^  -"-  - 
LoHiKH<  Tkial  Balanob. 


a  dureholdera. 
J'une  30,  1910. 


Share  CapiUl  (5,000  £1  Sharei) 
Sundry  Debtors 
Freehold  Premisea 
Cash  at  Bonk      . 

Leeds  Branch     . 


Leeds  Thial  Balamob.  Jun«  30,  IHOl 


Stock 

Furnitare  and  Fittlnga 

Sundry  Debtora 

Profit  and  Loaa  Account 

Cash  at  Bank     . 

Loudon  Office   . 

Bills  Payable    . 


£4,4  5» 


The  London  office  remitted  £125  lo  the  Leeds  branch  on  the 
afternoon  of  Juno  30  :  the  Leeds  branch  did  not  receive  the  money 
imtil  the  morning  of  July  let.  The  London  office  paid  on  June  30 
£100  on  account  of  the  I^eda  branch  for  goods  purchased  for  caah 
on  the  latter's  behalf  :  the  Leeda  branch  did  not  receive  the  goods 
until  the  3rd  of  July  or  the  advice  of  their  purchase  until  the  2nd 
of  July.— ^naieer.    Balance  Sheet  Totals  £8,810. 

ExeroiM  Iftr, — J.  W.  purchased  in  France  from  M.  de  Marsac 
100  dozen  of  wine  at  40  francs  per  dozen,  and  a  bill  at  60  days  was 
drawn  upon  him  for  the  amount  and  accepted.  The  entries  of  the 
transaction  were  made  by  J.  W.  through  his  Journal  in  Baglish 
money  at  the  rate  of  esehange  of  25  francs  per  £.  The  bill  was 
afterwards  paid  by  J.  W,'s  bankers,  the  rate  of  exchange  at 
vhich  he  was  charged  being  25*25  francs  per  £.  JoumaKze  the 
above  transactionB  and  show  the  account  with  M.  de  Marsae  in 
J.  W.'s  ledger,  fliulitutt  of  Chartered  AceountatUs ;  Intermedia:;, 
A'ov.  10(yi.)-—Anncer.  Original  entry  for  purchase  £160;  Eichange 
profit  on  settlement  £1  lis.  Bd. 

IxerelSB  19k.— ThefoUomng  is  the  Trial  Balance  of  the  Calcutta 
branch  of  a  London  house  on  31at  December,  1S05  :- 


Dr. 


Cr. 


StookonhandDeo.  31,  1904 

.Rs.  5,000 

Purchases         .        .         . 

.     30,000 

Sales         .... 

Rb.  45,000 

Sundry  Debtors 

'.     10,000 

Sundry  Creditors     . 
Bills  Receivable       . 

7,000 

.'      3,000 

BUli  Payable 

2,000 

Carrieil  forward 

.   ^48,006" 

54,000 

:  ,  GdC^^Ic 
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Brought  forwud 

48,000 

64,000 

Wiges  and  S.kries 

2.000 

B«nt,  Ratea,  And  InBunn 

1,600 

General  Expeniea    . 
Fixture*  and  Fttrniture   . 

600 

2,000 

Cub  at  Bank  . 

13,000 

Cash  in  Hand  . 

London  Office . 

13.600 

Stock  on  band  December  Slet,  1905,  Ra.S,iX)0. 
Rate  of  Exchange  December  Slit,  1905,  Rb.16.* 
Average  rate  for  lOOS.  R«.15.* 
Bate  December  3lBt,  1904,  Re.U}.* 

Calcutta  Branch  acconnt  in  London  books  £898  lOs.  6d. 
Convert  the  above  figures  into  sterling  fur  iuclnHion  in  Head 
Office  books,  and  state  the  principles  which  guide  yon  in  so  doing. 
(Imtitvte  of  Charlered  Accountants ;  Final,  May  IWi^)— Ansicer. 
Trial  BaUnce  TotaU  in  aterling  £4,459  Oi.  M.  ;  Closing  stock  £500. 
Bxerelie  IOl. — From  the  following  Trial  Balances  prepare  the 
Balance  Sheet  of  the  San  Paulo  Tniding  Syndicate,  Ltd.,  as  at 
Jnne  30,  1910. 

Santos  Trial  Balakcb.  June  30, 1910. 

Db.  Cr. 

Milreja.  Milreia 

Cash  at  Bank  of  Biudl,  Santos  7,SO0 
-Stock  of  Goods  on  hand  .  .  75,500 
Sundry  Debtors  .  .  .  68,500 
Bills  Pajable     ....  17;000 

Furniture  and  Fittings,  Balance 

at  Dec.  31,  1909    .        .       .     2,0C0 
Fu  mi  tare    and    Fittings,    ad- 
ditions from  Jan.  1,  1910,  to 
June  30,  1910  .      1,500 

Profit  and  Loss  Account, 
balance,  being  net  profit  for 
the  half-year  ended  Jane  30, 

1910 14,000 

London  Office  Account,  i£7,TS7 

3s.  9rf 124.000 

Ms.  155.000    Ms.  155,000 
IX)!)DOs  Trial  Balance.  Juvt  30,  1910. 

t    t.   i.  £      a.     d. 

Share  Capital  issued — 
10,000^1  shares,  15i.  per 
share  paid     .       .  7,SO0    0    0    . 

Cash  at  Bank  S5    0  11 

Santos  Office  Account,    Ms. 
124,000   at  actual   remit- 
tance rates        .        -         .  7,767    3    D 
Profit    and    Loss   Account, 
balance   brought   forward 

Deo.  31,   1909  .  . 352    4    8 

£7,852    4    8    £7,852    4    8 
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Cmreiit  Rate  of  Exchange  Dec.  31,  1900,  \M.  per  milreis. 
Do.  do.         June  30,  1910,  16^.  per  mjlreU. 

Average  r&te  for  first  half  of  1910,  IM.  per  milreis. 

Fumitare  and  Fixtares  on  hand  at  Dec.  31.  1909,  were  bought  at 
IM.  per  milreia ;  the  odditioas  during  the  first  lialf  of  1910  were 
bqughtatierf-permilreia. — Anaicer.  Profit  on  Eichaoge  £771  Ts.  ItLj 
Balance  Sheet  Totals  £10,726  13j.  5^. 

ExereiM  19u. — The  Southern  Confectionery  Company, -Limited, 
London,  has  a  branch  at  Bristol.  Goods  are  invoiced  to  the  Briatol 
branch  at  Selling  prices,  being  cost  plus  25  per  cent. 

The  Bristol  branch  keeps  its  own  Sales  Ledger  and  transmits  all 
cash  received  to  London  daily.    All  expenses  are  paid  from  London. 

From  the  following  details  prepare  a  Profit  and  Loes  Account  of 
the  Bristol  branch  for  the  year  1910. 


Stock,  Jaa  1,  1910  (at  invoice  prices) 
Stock,  Dec.  31,  1910  (at  invoice  prices) 
Sundry  Debtors,  Jan.  1,  1910  , 
Sund^  Debtors,  Dec.  31,  1910 
Cash  Sales  for  the  year    . 
Credit  Sales  for  the  year  . 
Cash  received  for  Ledger  Accounts  . 
Goods  invoiced  from  l^ndon    . 
K«nt  and  Rates  (paid  from  London^ 
Wages  (paid  from  London) 
Sundry  Expenses  (paid  from  London) 
{InstUvie  of  CHaTUrtd  Acarantatita ;  InltTTnediaU,  1911. 
Profit,  £1,000. 


1,260 


CHAPTER  XX 
Exareise  20B.~-Mr.    John    Block   and    Mr.   Edward  Thompson 

agree  to  import  Swedish  timber  into  this  country.  On  May  1, 
1904,  they  open  a  Banking  Account  under  the  style  of  "Black  i 
Thompson"  for  £2,400,  towards  which  John  Black  contributes 
£1,400  and  Edward  Thompson  ^£1,000,  they  dividing  profits  or 
losses  pro  ratd  to  their  cash  contributions  (say  j^ths  and  ^tbs 
respectively).  They  remit  to  their  agent  in  Sweden  £1,800  to  pay 
for  the  timber  purchased  out  there,  and,  later  on,  a  further  £100 
in  settlement  of  his  account.  The  Freight,  Insurance,  and  Dock 
Charges  are  nil  paid  on  this  side,  and,  together,  amount  to  £400. 
On  Deo.  31,  1904,  the  various  sales  have  realized  £2,400  net,  which 
enables  them  to  repay  themselves  (taking  no  account  of  interest) 
the  cash  respectively  advanced  bv  them  on  May  1,  1904.  The 
venture  is  ihea  closed  by  John  BUcIi  taking  over  the  balance  of 
timber  unsold  for  £380,  and  for  which  he  pays  a  cheque  into 
the  Banking  Account.  How  much  Cash  Balance  does  this  leave 
for  final  division  by  way  of  profit,  and  how  is  the  same  apportioned 
between  John  Black  and  Edward  Thompson  as  their  respective 
share  of  profit  thus  reali7.ed  on  the  venture  ?  ( Iimtilute  of  Bankers  ; 
Final,  April,  l'M5.)—Ansv:cr.  Balance  of  Cash  :  £480  ;  Divisible: 
Black  £280  ;  Thompson  £200. 

ExneiH  20r.^Brown  and  Jones  engage  in  a  joint  speculation  in 
limber,  the  former  bein^  in  Russia  and  the  latter  in  England.  A 
banking  account  in  their  joint  names  is  opened  on  Feb.  10,  1900. 
BroiTD  pays  in  £S00  and  Jones  £660.      The    following  are  the  i 
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tnutaactiona ; — 1900.  Fab.  IS,  bongbt  owgo  in  Riga  front  L. 
Sandherr  valued  £632,  less  discount  at  5  per  cent.  £600  89.  ; 
accepted  Sondherr's  drvft  at  3  m/d  £000  Ss.  ;  Feb.  17,  p&id  expeiues 
loading  at  Riga  £28  Sj.  6<i.  ;  paid  freight  to  Hull  £98  IT),  ftf.  ; 
March  23,  sold  Robinson  logs  £165  18s.,  received  cash,  less  2|  pet 
cent.  £157  12;.  2>i  ;  Mafch  24,  boo^t  from  M.  Relmanu  for  ouh 

_r  .--u .   -non      . — :,  __.i     '-     jug  ch»rges  and 

„  ,      .  .  t  £337,  roeeired 

his  acceptkace  at  2  moathe  £337  :  Maj  IT,  s(Jd  J,  James  cargo 
purchased  from  Reimami  net  £1,260  ;  received  his  acceptance  at 
one  month  £1,260  ;  June  30,  stock,  baJuiee  of  Saudherr's  ciu^, 
valoed  at  £311.  On  June  30  the  speculation  vas  closed  by  Joitea 
taking  over  the  stock  at  the  agreed  value  of  £311,  less  10  per  cent. 
Adjust  the  accounts  as  between  the  partners  at  June  30,  1900, 
sllowiDg  interest  on  the  amounts  deposited  at  5  per  cent.  {Inatiluie 
of  GharUred  Accountants  ;  InUrmtduUi,  Jan/,  1901.) — Aiaum.  Final 
Capitals :  Brown  £578  16s.  W.;  Jones  £462  Os.  2d. 

Exerein  20o.  —The  Coal  &Iine  Co. .  Ltd. ,  took  a  lease  of  a  colliery 
from  O.  Risch  for  99  years  from  Sept.  29,  1896,  at  a  ground  rent 
of  £50  a  year,  payable  half-yearly,  and  a  royaltv  of  dd.  per  ton, 
with  a  minimum  royalty  of  £80  a  year,  payable  half-yearly.  During 
tbe  first  year  the  Company  raised  2,500  tons,  and  during  the  second 
year  ended  Sept.  29,  1898,  ^000  tons.  The  several  amounU  due  to 
G.  Risch  were  gaid  21  days  tdivr  becoming  due.  Write  up  both 
Personal  and  Itominal  Accounts,  and  balance  them  at  the  end  of 
each  year.  {iTOtitaU  of  Chartered  Acemmtants ;  Fiital,  Dec.  189S.) — 
Anaver.  Royalties  transferred  to  P.  ond  L,  Account,  Sep.  30,  1897, 
£62 ;  Sep.  30,  1898,  £100 ;  Ground  Rents  transferred  to  P.  and  L. 
Account,  £50  each  year. 

ExerciM  20h. — A  lead  mine  ia  leased  by  A  to  B  for  a  period  of 
years  at  a  dead  rent  of  £300  per  annum,  merging  into  a  royalty  of 
Ids.  per  ton  on  all  ore  gotten.  In  tbe  tirst  five  years  this  tonnage 
is  OS  follows  :— Ist  year  958  tons  ;  2nd  year  234  tons  ;  3rd  year 
615  tons  ;  4th  year  430  tons  ;  5th  year  28  tons.  B  pays  on  account 
in  the  first  year  £300,  and  in  the  second  year  £50  {aiid  has  made  no 
farther  paymenU  to  A  during  the  fire  years).  Prepare  the  necessary 
personal  and  nominal  acconnts  in  B's  Ledger,  showing  these 
transactions,  and  bringing  down  balances,  if  any.  {Society  of 
AKoantants  and  Aiiditen ;  Intermediate,  December,  1900.) — AjiatFer. 
(Assuming  no  power  of  recouping  royalties  and  that  lessee  bears  loss 
if  any  year's  workings  are  less  tlian  dead  rent  quota)  B  owes  A 
£1,336  10).  at  end  of  period. 

ExereiM  20i. — A  colliery  is  worked  under  a  30-yeacB'  leo^e  at  a 
royalty  of  M.  a  ton,  with  a  minimum  yearly  rent  of  £1,000,  with 
power  to  recoup  short  workings.  In  the  first  year  25,000  tous  are 
worked,  in  the  second  26,500,  in  the  third  24,600,  in  the  fourth 
31,000,  and  in  the  fifth  30,500  t^ns.  How  would  you  deal  with  the 
respective  year's  royalties  both  in  Profit  and  Loss  and  in  the 
Balance  Sheet!  {InilUute  of  Chartered  AccouniatUs ;  Intermediate, 
December,  IB99.)— Answer.  Royalties.  Ist  year,  £833  6a,  8d.  ;  2nd 
year,  £883  &.  8d.:  3rd  year,  £820  ;  4tli  year,  £1,033  6s.  8A  ;  5th 
year,  £1.016  13s.  id. 

EzerclH  20J.— From  the  following  particulars  make  out  the 
Statement  of  Afikirs  of  Tboa.  F.  SeUers  for  submission  to  his 
creditors,  assuming  that  the  Stock,  Doubtful  Debts,  and  Fixtures 
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will  realuB  SO  per  cent,  of  tbe  value  mentioned.  Good  book  debts 
£3,872;  Doubtdul £1,500;  Bad£2.600;  niiMcnredoroditorB£T,27tJ; 
Bilb  payable  £1,200  ;  Stock  £1,200  ;  Fixtures,  etc.  £300  ;  Partiallv 
secured  creditors  £872 ;  EaUmated  valne  of  aecnritie*  £550  ;  CmIi 
at  Bnnk  £150  ;  Pfeferential  creditors  £267  ;  Creditors  fully  secured 
(estimated  value  of  securities  £2,500)  £2,200.  [Nat-unuU  Union  of 
TtxKkera;  Advawxd,  \WJ.)—Aiiavj«r.  Deficteuc;  £3,215. 

Exercise  SOe. — Prepare  Statement  of  AfFaira  as  on  March  31, 
ISOl,  of  A.  Dunn,  for  the  purposes  of  s  meeting  of  creditors  : — Cash 
in  hand  £6  ;  Fixtures  and  utensils  (cost  £80]  valued  at  £«0  ;  Book 
debts  £100  (Good  £65,  Doubtful  £20,  Bad  £15),  estimated  to  produce 
£75 ;  Household  furniture  (cost  £300)  £2S0  ;  Stock  on  band  valued 
at  £150,  less  10  per  cent ;  Life  Policy  for  £500  held  as  security  by 
bankers,  surrender  value  about  £150;  Trade  creditors  £1,250; 
Banker's  claim  £420,  holding  Life  Policy  (Bee  above)  Era-  £500 ; 
Bent  owing  (preferential)  £30  ;  Rates  (preferential)  £12.  [SocUly  of 
AccounianU  and  Auditors;  litUnnediate,  June,  1902.) — Amu'er. 
Deficiency  £1,007- 

IxeroiM  SQL.— from  tbe  following  Balance  Sheet,  drawn  according 
to  ordinary  commereial  methods,  construct  Balance  Sheets  according 
to  tbe  requirements  of  tbe  Double  Account  system. 


THE  CORNHILL  t  LOTHBURY  RAILWAY  COMPANY 
Baunos  Sbbbt,  December  31,   1010. 

LlABIUTIBB. 


Ordinary 


Stock 


Jary 

lied.         .        .  £3,000,000 
Four      per      cent. 
Debenture   Stock 

issued.         .        .  1,000,000 

Sundry  Oeditore    .  100,000 
Revenue      Account 

balance        .         .    60.000 

£4,160,000 


Coat  of  Line  . 
Ckiat      of      Rolling 
Stock  and  Equip- 

Stares,     Fuel    and 
Supplies  in  hand 
Sundry  Debtors      , 
Cash  at  Bank. 


£4,160,000 


jfnstcer.  Credit  Balance  of  Capital  Statement  £120,000 ;  Totals 
of  Second  Balance  Sheet  £280,000. 

Xxerciie  aou. — From  the  following  Trial  Balance  of  the  Great 
Soothera  Railway  Co.  prepare  Revenue  Account  and  Balance  Sheets 
according  to  tbe  Double  Account  system. 

Tbial  Balance.  Dec  31,  1910. 


Dr. 

Ordinary  Stock  Issued  . 
4  per  cent.  Debenture  Stock 
Disconnt  on  Issne  of  Stocks  .       230.000 
Expenditure  on  Lines  open 

for  Traffic  .         .        .    9,600,000 

Working  Stock  .  .  .  3,200,000 
Sundry  Debtors  .  .  .  100.000 
Snndry  Creditors  . 

CMh  at  Bank  .        .       132,000 

Carried  forward 


Cr, 


13,262,000        14,350,060 


Co()gle 


BOOK-KEEPING  AND  ACCOUNTS 


Brought  forward     .         .  13,262,000        14,350,000 
Operating  Eipensei  for  the 

MointenaDce  of  Wi  y  .        20,000 

Locomotive  Power    .         .       102,000 

Repairs  and  Renewals  11,000 

Traffic  ExpenTCB         .         .       168,000 

General  EipenaeB  30,000 

Debentare   Intereat   for   the 

year 132,000. 

Traffic  Beceipta  for  the  year  260,000 

Merchandise  Beceipta  for  the 

year       .  .        .      -  .  225,000 

Investmerts  in   other  Bail- 
ways'  it  iiritiea      .  .  1,000,000 
Stores  on  hand          .            .       100,000 

fU,826,000       j6U,Sg5,000 

A-nmceT.  Capital  nnexpended  £270,000;  Net  B«venae  after 
paying  Debenture  Interesl  £12,000  ;  General  Balance  Sheet  Totals 
£332,000. 

EzBCoUe  90n. — Messrs.  X,  Y  &  Co.,  wholesale  faniitnre  dealera, 
sold  their  busineas  lo  a  limited  company  on  Jan.  I,  1910,  for 
£40,000.  The  company  acquired  for  that  snm  the  buuness  at  a 
going  concern  with  all  its  assets,  but  asaunied  the  firm's  cnrrent 
liabilities  on  Dec.  31,  1909,  amonnUng  to  £5,000.  The  Balanoe 
Sheet  of  the  firm  on  Dec.  31,  1909,  wm  m  follows  :— 

lAainliUea.  Attdi, 

Current  Trade  Creditors    £5,000     Cash  at  Bank        .        .     £2,000 
FkrtDers'    Capital    Ac-  Stock  on  hand      .         .     15,000 

oonnU        .         .        .      38,000      Bondry  Debtors    .         .     25,000 

Furniture,  Fixtures,  etc     1,000 

£*3.000  £43,000 

The  firm's  profits  for  the  five  previous  years  were  as  follows:-^ 
1,905  £3,200,  1906  £2,700,  1907  £3,390,  1908  £3,300,  1909 
£4,200.  During  1910  a  valuer  was  engaged  by  the  executors  of  a 
deceased  shareholder  to  report  to  them  privately  as  to  the  value 
of  the  shares  held  by  their  testator.  The  valuer  stated  that,  in  his 
opinion,  "3i  years  purchase  of  the  averaffe  profits  for  the  last 
three  years  previous  to  the  date  of  sale  would  have  be«n  a  fair  price 
for  the  Company  to  pay  for  the  goodwill  of  the  business  acquired 
from,  Messrs.  X,  Y  &  Co."  Upon  the  above  data  state  how  much 
in  excess  of  the  fair  market  price  the  Company  paid  to  Mestr*. 
X,  Y  A  Co.  for  the  goodwill  of  their  buaineaa.— ^7t»u«r.  £9,400. 


CHAPTEB  XXI 


BxatriM  91a.— 
Sheet  was  sent  ii 
Qpon  \\. ! 
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Umri.  AiB. 

Ikamitr  31X,  1890. 

AasMS. 

LlABILITISa. 

£ 

£ 

£ 

£ 

Plaot  Aocoont  ... 

4,000 

A'h  Capital         ...     3,000 

Debtora    8,200 

Addlnter^t...        150 

LeiaRe8«rve(Dec 

3,160 

31,  1899)         ...       410 

B's  Capital       ...    2,000 

7,790 

Add  Interest...        100 

A'a  Drawings    ... 

300 

2,100 

B'a  Drawings     .. 

200 

Creditora 

9,800 

Repaira    

120 

A'sProfils 

1,800 

Stock    (JaD.   1, 

B's  ProSts 

1.800 

1899)           ...     3,200 

Depreciation  on  Plant 

200 

„        (Dec    31, 

Reserve  for  Debtors  (Jan. 

1899)    4,000 

1,1899) 

350 

£20.030 


£20,03 


iZondoit  Cliamier  of  Commerce ;  Senior,  1900.) 
Anajirer.  Sides  reversed,  deduct  depreciation  from  plant,  Debtors' 
reserve  wronglj  treated,  deduct  drawings  from   capital  accounts, 
repairs  not  an  asset,  stock  wronglj  treated,  add  proflts  to  capital 
accounts,  etc. 

■xwolse  21b.— Ths  directors  of  a  limited  company  isaued  the 
tuidenrta(«d  accoont  to  their  shareholders.  Do  you  approve  of  thia 
docoment !    If  not,  what  ainendmeata  do  you  suggest ! 


BALANCE  SHEET. 


Dtcemier  %\at,  1900. 


To  Share  Capital 
„  Reserve  Fund 

SOO.OOO 

100,000 

„  Sinking    Fund 

for 

Le«ses     ... 

10,000 

..Mortgagesand  other 

Lia- 

bilitiea    ... 

535,000 

28.000 

£1,173,000 

"rr^ 

To    Interim  Dindend 

.,  ss„„  -^ 

23,000 

ri^ 

forward    ... 

3,000 

y  I^nd.  Buildings, 
Plant.  Stock, 
Furniture,  aod 
Goodwill 

,  Debtois,  Caali,  In- 
vestments, and 
Sundry  Debtor 
Balances 


£28,000 

{Loiidim  Chamber  ))f  Gommerce  ;  Senior,  1901.) 
An»iBer.  All  assets  grouped   togetl>er  in  a  manner  that  gives 
bunffioieat  information  and  may  miaieaa.     Mortgages  should  b« 
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deducted  from  property  charged.  Basis  on  which  assets  are  valued 
not  stated.  How  is  item  "Balance  carried  down"  arrived  att 
Appears  to  be  a  statement  of  afiairs  arrived  at  bv  aingle-entiy 
meUiods. 

CHAPTEE  XXin 

Ezerdis  S3a,— After  writing  up  the  Profit  and  Loss  Aeoono.^ 
the  general  ledger  balances  of  the  Conservative  Bank,  Ltd.,  as  on 
Dec  31,  1901,  were  as  follows ;— Paid  up  capital  £1,300,000;  caab 
at  Bank  of  England  and  in  hand  £2,600,080 ;  Customers'  Ourreot 
and  Deposit  Accounts  £17,5SO,000  ;  Bills  discounted,  loans  snd 
advances  £14,482,000  ;  Freehold  preniisea  £380,000  ;  rebate  an 
bills  diBconnted,  not  yet  doe,  carried  to  neit  account  £24,300  ; 
Reserve  Fund  £1,-2D0.000  ;  English  Government  Securities 
£1,250,000 ;  other  Government  Securities  £020,000 ;  Profit  and 
Loss  Account  (undistributed  balance)  £1 10,660  ;  Securities  pledged 
with  public  bodies  £81,000  ;  Indian  and  Colonial  6ecuritiea 
£1,101,000.  On  the  same  date  <Dec.  31,  1901)  the  acceptances  on 
behalf  of  customers,  and  for  wliich  they  were  liable,  appeared  in 
the  "Acceptances  Book"  of  the  bank  at  £1.726,420.  Prepare  a 
Balance  Sheet  as  on  Dec,  31,  1901.  (London  Chamber  of  Ctnamereei 
Senior,  1902.)— Jnstoer.  Balance  Sheet  totals  £22,140,400. 


CHAPTER  XSIT 

BxstcIm  94o-— On  Dec.  31,  1000,  the  balmoes  of  the  Geneml 
Ledger  of  the  Holdfast  Assurance  Company  were  as  follows : — 
Funds  as  on  Dec.  31,  1809,  £1,557.060;  Premium  Account 
£142,000  ;  Cbums  Account  £70,050  ;  Annuities  paid  £1,260 ;  Com- 
mission Acconnt  £6,032  ;  Interest  and  Dividends  Account  £51,000  ; 
Transfer  Fees  Account£105;  Surrenders  Account  £11,201  ;  Uanage- 
ment  Expenses  Account  £18,670  ;  Shareholders  Dividends  Account 
£2,500 ;  Claims  admitted  but  not  paid  Account  £7,200  ;  Sundry 
Creditors  Account  £3,090 ;  Mortgagee  in  the  United  Kingdom 
£1,201,450;  Loans  an  Policies  £50,060.  Inveatments :— Oovem- 
ment  Stocks  £204.000  ;  British  Railways  £138,200 ;  House  Property 
£7,500  ;  Agents'  Babinces  £12,200  ;  Outstanding  Premiums  £9,200 ; 
Outstanding  Interest  £12,040  ;  Cash  at  Bank  £16,982.  Prepare 
Revenue  Account  and  Balance  Sheet  as  on  Dec.  31,  1900. 

Non.— This  qpeaUon  wu  set  In  1901.    Pni|an  Um  n««B»iry  iceonntl  <n  Uie 


(London  Chamher  of  ComiiUTt*  ;  Stnior,  1901.) 

Attvrir.  Funds  at  end  of  1900 :  £1,640,452 ;  Balance  Sheet  Totals 
£1,661,632. 


NoU. — The  answer  to  Ex.  15i  on  p.  733  is  based  on  the  assump- 
tion that  the  Current  Accounts  were  to  be  closed  into  the  Capital 

Accounts  at  the  cloee  of  each  half-year. 
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CHAPTER  XXXI 
EOYAL  SOCIETY  OF  ARTS  EXAMINATIONS,  1906. 

STAOE   I. — EUIHENTABT. 

[3  honra  allowed.] 

1.  What  is  a  voucher?  Briefly  describe  the  system  upon  which 
j'oa  would  arrange  vouchers  in  a  buaineas. 

2.  What  entries  are  neceasary  in  my  booka  to  record  the  fact  that 
A.  has  hecome  my  creditor  for  goods  supplied  by  him  to  me  7 

3.  In  the  following  account — 

JoBN  Jones  in  account  with  William  Smith. 

Feb.  aa.  To  Welsh  Coal  tupplied,  by  J.  Jones's  order  to 

S.  McNeil,  at  Glasgow         ....  £256    5  10 
who  owes  the  £256  St.  lOd. ,  and  to  whom  is  it  owing  ! 

4.  Writs  up  a  Cash  Book  recording  the  followiDg  transactions— 
li)08.  £     s.   d. 

Jan.    1.     Balance  in  hand  thie  day        ....  ^7  10  1 

„      3.     Paid  into  Bank 100    0  0 

„      4.     Received  from  Tom  Smith               .         .         .  69  10  0 

„      4.     Allowed  Discount  to  bim        .        .                 .  0  10  9 

„      T.     Received  from  E.  Owen  and  paid  into  Bank  .  116     1  9 

,,    10.     Paid  one  quarter's  Rent 30    0  0 

,,    10.     Paid  G.  Nash  by  cheque  on  Bankers      .         .  ISl  12  10 

Discount  allowed  thereon            .         .         .  4    7  2 
Balance  the  account  and  bring  down  the  balance. 

5.  On  which  side  of  the  following  accounts  should  the  balance,  if 
any,  always  be,  and  why  ? — 

Bills  Payable,  Bills  Receivable,  Cadi. 

EXEKaSB. 

6.  On  Deceml)er  1,  1907,  Charles  Dickson  commenced  business 
with  the  following  Assets  :  Cash  at  Bank,  £500  {Cash  in  hand,  £100  ; 
and  FistuxflS,  £150.  The  following  transactions  took  place  during 
December — 

Dec.  2.  Pnrdiased  Goods  of  T.  Bell,  value  £KIO;  Dee.  3.  Pur- 
chased Goods  of  Black  ft  Co.,  value  £S0,  for  cash,  and  paid  bim  for 
same  ;  Deo.  9.  Sold  to  W.  Brown  Goods  value  £50 ;  Deo.  16.  Paid 
T.  Bell's  Account  by  cheque,  less  5  per  cent.  Discount ;  Dec  IS. 
Sold  Goods  to  R.  Wahers  value  £10;  Dec  31.  Received  of 
W.  Brown  cush  in  settlement  of  his  account,  less  2i  per  cent. 
Discount.  Open  the  necessary  Ledger  accounts  and  post  direct 
the  above  facta  and  tmnsactioms.  Balance  these  accounts  as  on 
December  31,  1907,  and  bring  down  the  balance*. 
757 
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758       BOOK-KEEPING  AND  ACCOUNTS 

ROYAL  SOCIBXy  OF  ARTS  EXAMINATIONS,  1908. 

Stage  II. — Intekuediate. 

[3  hours  allowed.] 

{Only  one  qaestioa  Ui  be  ansipertd,  btd  Mk  exereigea  to  be  marked.) 

1.  On  whic^  side  of  the  Ledger  would  you   expect  to  find  the 
bftlauce  of  the  nndemieDtiDned  MOOUDtB?      Give  a  brief  reosoa  in 

(a)  Reserve  for  Bad  and  Doubtful  Debts. 

(6)  Goodwill  Account. 

{c)  Suspense  Account  for  Insui»nce«  paid  in  advauce. 

(rf)  Freehold  Property  Account. 

2.  Explain  the  following:  "Reserve  Fond,"  "Rebate,"  "Sinking 
Fund,"  "Depreciation." 

EXKBCISB   I. 

John  Druce,   a  Cycle  Dealer,   had  on  December  31,  1907,   the 
following  Assets — 

£.  s.  d. 

Cash  at  Bank 300  0  0 

Cash  in  hand '25  0  0 

Stock 650  0  0 

Fnmiture  and  Fittings 120  0  0 

Bills  Receivable — 

A.  Graves  (due  Jan.  9.  190S)        .        .                 75  0  0 

B.  Waltera  (due  Jan.  10,  1906)    .                 .       126  0  0 
Owi'ag  by— 

A.  Brown 25  0  0 

J.  Smith 46  0  0 

A.  Graves 20  0  0 

B.  Walteis 10  0  0 

M.  Robinson 105  0  0 


His  Liabilities  on  the  at 


Due  to  H.  Sweeting 

Due  to  A.  Fisher     , 

Bills  Payable— 
S.  Unwin  (due  Jan.  6,  1906) 
F.  Lord  (due  Jan.  8,  1908)  . 


£1,500 

0 

0 

£ 

rf. 

160 

0 

I> 

75 

u 

1} 

go 

0 

0 

.         85 

0 

0 

£400    0    0 


John  Druce  agreed  to  take  M.  Robinson  into  partnership  coudi- 
tionallv  npon  the  amount  owing  by  hitn  to  John  Druce  on 
DeoemDer  31,  1907,  being  paid  at  onoe  ;  also  upoQ  his  bringing 
into  the  business,  in  casn,  the  same  amount  ot  capital  as  was 
standing  to  the  credit  of  John  Drace's  Capital  Account  at  thi« 
date.  One-half  of  this  latter  amount  was  to  be  paid  out  in  cash, 
by  way  of  premium,  to  John  Druce,  and  was  to  appe&r  in  the  booka 
of  the  partnership  as  Goodwill.  These  conditions  were  duly  carried 
out  as  on  January  1,  1908. 
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V^on  aT«  required  to  make  the  neceaaary  entriel  reconling  tbe 
above  and  to  paas  through  the  proper  boobs  the  foUowiog 
transactioDB — 

1908. 
Jan.    I.     Bought  of  H.  Sweeting  1  dozen  Bicycle  Frames  at  ISi, 

„      1,     Bought  for  oBsh  4  dozen  Wooden  Cratee  at  Sa.  each. 

„      2.     Sold  A.  Brown  3  BicjdeB  at  £7  10s.  each,  one  of  which 

was  returned  on  January  3, 
„      3.     J.   Smith  paid  his  account,   deducting  £2  tor  Bicycle 

damaged  in  transit. 
„      3.     Sold  B.  Walters  2  Bicycles  at  £S  8s.  each,  charging  him 

with  2  Crates  at  3.;.  M.  each. 
,,      3.     Bought  of  A.  Fisher  6  pairs  of  Wheels  at  30s.  a  pair  and  a 

job  lot  of  Accessories  for  £5. 
„      4.     Paid  Office  Salaries  and  Wages,  drawing  and  cashing  a 

cheque  for  same,  £6  lOi. 
„      4.     Each  partner  drew  out  in  cosh  £3  on  private  accouot. 
„      6.     Paid  A.  Fisher  by  cheque  £25  on  account. 
„      6.     Bill  Payable  (8.  Unwin),  due  this  day,  paid  b^  Bank. 
„      a.     Sold  J.  Smith  1  Bicycle  for  £7  10».,  upon  which  he  paid 


„      7.     Bought  for  cash  2  second-hand  Bicycles  at  15s.  each,  one 

of  which  was  sold  for  cash  the  same  day  for  25s. 
„      7.     Cashed  cheque  tor  £10  for  Petty  Cash  purposes. 
„      8.    Bill  Payable  (F.  Lord),  due  this  day,  paid  by  Bank. 
„      8.     B.  Walters  pai<1  the  balance  of   his  account  aa  on  this 

day,    deducting    6    per    cent    Discount,    which    was 

disallowed- 
„      9.     Bill  Beceivable  given  by  A.  Graves  returned  dishonoured, 

a  new  Bill  at  1  mouth  being  given  lor  the  whole  of  his 

„  9.  Sold  to  B.  Walters  SO  Brakes  at  2i.  each  and  6  Lamps 
at  5s.  each. 

„      9.     Boocdit  of  F.  Lord  6  dozen  Lamps  at  3s.  each. 

„    la     BUI  Receivable,  B.  Walters,  duly  met. 

,,    10.     Sold  A.  Graves  a  second-hand  Bicycle  for  30i. 

„  11.  Paid  Office  Salariei  and  Wages,  drawing  and  cashing 
cheque  for  £8. 

„    11.     Each  partner  drew  in  cash  £3  tor  private  purposes. 

„  11.  A.  Brown  accepted  a  Bill  at  3  months  drawn  upon  him  for 
Uie  balance  owing  by  him  at  this  dat«. 

All  moneys  received  were  paid  at  once  into  the  Bank.  Balance 
the  Ledger  aoconnti  as  on  Jannary  II,  1908,  bring  down  the 
balances,  and  extract  a  Trial  Balance. 

JKrf*.— No  Profit  and  Loss  Account  or  Balance  Sheet  to  bo 
prepared. 

ExERCm  II. 

From  the  following  Trial  Balance  of  the  accounts  of  a  Manutao- 
turing  Company  (whose  authorized  Capital  consists  of  15,000 
Ordinary  Shares  of  £10  each)  prepare  a  Trading  Account  and  a 
Profit  and  Ltms  Account  tor  the  year  ended  December  31,  1907, 
and  a  Balance  Sheet  as  on  that  date. 
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CuHtal  iuDed  uid  fuHy  pud  np 

1,000  shares  o£  £10  each       . 

90,000 

0 

0 

Stock  (January  I,  1907)  . 

32,000 

0    0 

Cash  in  hand   .... 

150 

0    0 

Cash  at  Bank  .... 

2,900 

0    0 

Purchwea         .... 

62,350 

0    0 

Salea 

136,500 

i» 

u 

Balea  RetnrnB 

400 

0    0 

PurohsBes  Retuma  . 

750 

0 

0 

Manufacturing  Charges  . 

11,500 

0    0 

Manufacturing  Wages     . 

28.530 

0    0 

Balanes   .... 

1,S00 

0    0 

Trade  Expenses 
Rates  and  Taxea 

6,S50 

0    0 

250 

0    0 

Insurance        .... 

190 

0  •© 

General  Expenses   . 
Uiscounta  (balance) 

2.640 

0    0 

1,800 

0    0 

Bad  Debts        .... 

570 

0    0 

Interest  and  Bank  Charges      . 

350 

0    0 

Land  and  Buildings 

22.250 

0    0 

Machinery  and  Plant       . 

33,600 

0    0 

Sundry  Debtors        . 

53,500 

0    0 

Sundry  Creditors     . 

21,730 

0 

0 

Patents 

5,000 

0    0 

Bad  Debts  Reaen-e  (January  1, 1907 
Profit  and  Loss  (balaoce,  Decembe 

2,600 

0 

0 

31,  1906)      .... 

750 

0 

0 

Reserve            .... 

6,000 

0 

0 

£257,350 

0    0 

£257,350 

0 

0 

Charge  depreciation  on  Land  and  Bnildingo  Aoconnt  at  3  per  cent. 

Br  annum,  and  on  Machinery  and  Plant  Acooant  at  6  per  cent. 
abe  a  reserre  of  S  per  cent,  on  the  Sundry  Debtors  for  Bad 
Debt*  ;  write  down  Patents  Account  by  10  par  oent.  ;  carry  forward 
£90  of  Insurance  ;  and  charge  £500  as  Directors'  Fees.  The  value 
of  the  Stock  as  on  Deoember  31,  1907,  was  agreed  at  £2S,7«X 
Charge  10  per  cent,  m  net  profit*  as  remoneration  to  the  Managiug 
Director,  and  appr<^iate  £2,000  to  the  iUserve  Acconnt,  carrying 
forward  the  bolanoe. 


ROYAL  SOCIETY  OP  ARTS  EXAMINATIONS,  1908. 

8tAO>  in. — ASVAMCED. 

[3  hours  allowed.] 

I.  If.  on  oomparing  your  Bank  Cash  Book  balance  with  jonr 
Bank  Pass  Book  balance,  you  found  that  the  two  did  not  agree, 
what  steps  would  you  take  to  check  the  ciKTectnesa  or  otherwise  of 
four  Bank  Cash  Book,  aod  what  would  be  the  prinoipal  differeooes 
you  would  eipect  to  find ! 


h»Googl( 


EXAMINATION  PAPERS  761 

2.  What  is  a  "Cumulative  Preference  Share"!  The  A.  B. 
Coinpsny  is  three  years  in  arrear  with  the  dividends  on  it«  1,000 
a  per  <»iit.  CumulBtive  Preference  Shares  of  £1  each.  Would  this 
lacl  affeiA  the  annual  aocounta  ?    If  ao,  how  ? 

3.  <Xve  what  you  consider  would  be  a,  eatiBfactory  ruling  for 
the  Coat  Sheet  of  a  manufacturer,  with  whose  acooonts  you  are 
familiar.  State  from  what  books  of  account  the  neoesaarj  iofor- 
siation  for  the  completion  of  the  Cost  Sheet  would  be  obtained. 

4.  A.  and  B.  are  partners  in  A.  and  B.'s  Coal  Stores,  and  they 


liabilities  of  the  firm,  as  on  that  date,  stood  at  the  followingfigures 
in  the  boobs  :  Office  Furniture  and  Fittings,  £320 ;  Coal  Trucks, 
f930;  Trade  Creditors.  £848 ;  Cash  at  Bank,  £1,166;  Carts,  Plant, 
and  Horses,  £476  ;  Bills  Payable,  £652  ;  Sundry  Debtors,  £3,730  ; 
Cash  in  baud,  £18  ;  and  Stock  of  Coal,  etc. ,  £570. 

They  agreed  to  take  into  partnership  C,  a  coal  s^ent,  as  from 
January  1,  lOOS,  <ai  the  following  terms  : — I^fits  and  Losaea  to  be 
■haj^d  :  A.  two.fiftha,  B.  two-fiftha,  and  C.  one-fifth.  C.  was  to 
kring  into  the  Partnersliip  "  Book  Debts,"  amounting  to  £560  (less 
a  reserve  for  Bad  Debts  of  5  per  cent.),  and  the  Oroodwill  of  bis 
conneistion,  valued  at  £310  ;  while  his  Capital  in  the  new  firm  was 
to  be  £1,000,  the  balance  of  which  he  was  to  pay  in  cash  on  signing 
the  Articles  of  Partnership  on  January  1,  1008.  It  was  fartber 
agreed  between  A.,  B.  and  C.  that  the  following  adjustments 
should  be  loade  in  the  figures  as  shown  on  A.  and  B. 's  Balance 
Sheet  on  December  31,  1907  :  The  Coal  Trucks  were  to  be  taken  at 
£1,000,  and  the  Carts,  Plant,  and  Horses  as  at  £E50,  the  result  ol 
an  independent  valuation  ;  a  Bad  Debt  Eeserve  of  7i  -^r  cent,  was 
to  be  deducted  from  outstanding  Debtors  ;  the  Goodwill  of  the  old 
firm  (A.  and  B, )  was  to  he  taken  at  £455  ;  and  A.  was  to  be  paid 
out  from  the  Bank  Balance  such  a  sum  as  would  make  his  Capital 
equal  to  B.  's.      The  Agreement  was  carried  out. 

You  are  required  (o)  to  make  the  Journal  entries  necessary  to 
complete  the  above  adjustments,  and  (b)  to  draw  up  a  Balance 
Sheet  showing  the  position  of  the  new  firm  as  on  January  1,  ISOS^ 


The  Albnry  Mining  Company,  Ltd.,  was  registered  on  Jannary 
I,  1*07,  and  oomraenced  operations  at  once  as  an  Exploring  and 
Mining  Company.  The  nominal  Capital  conaietied  of  ffl0,00O  Ordin- 
ary Sharss  of  £5  each.  Of  this  Capital  20,000  imres  were  issued 
and  taken  up  by  the  public,  308.  per  share  being  called  up.  During 
the  process  of  sinking  a  shaft,  a  good  deposit  of  clay  was  found, 
euitable  for  tile-making,  and  the  Company  decided  to  manufacture 
and  sell  tile*,  as  a  leparabe  trading  department.  Daring  the  month 
of  Dooember.  the  Company's  engineer  reported  tiat  a  paying  vein 
of  tin  had  been  reached  ;  and  the  Wreotors  decided  that  the  cost  to 
date  of  o|iening  up  this  veia  should  be  capitalized  and  w 
over  fut«re  years  when  the  properl  '  "         '"' 

On  December  31,   1907,  the  bal 
the  Company  were  as  follows  ; — 
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£      s.  d. 

Freehold  I^nd  at  onrt 7,000    0    O 

BDildiogi  at  ooat 963    0    O 

PrelimiDftT]'  Expeiuea •  410    0    O 

Stockof  Stores  knd  Coal  <w  December  31,  1907         .         988    0    O 

CoaI  ocmnimed 931    0    0 

Wages 3,843    0    O 

Salariea  308    0    0 

Stores  (ued 2,745    0    0 

Stores  a«ed  (Tile  Dept.) 96    0    0 

Wages  (TUe  Dept.) 2,733    0    O 

Machinery  and  Flanb  at  ooet 12,038    0    0 

Capital 30.000    0    0 

Snndiy  Debtors 359    0    0 

Bates.   Taxes,   Office,   and    Sundry    Expenses,   and 

Carriage 584    0    0 

Carriage  (Tile  Dept.) 215    0    0 

L^al   Expeoses    (re    Claim   fur    injm-iea    in    Mine 

Accident) 220    0    0 

Sales  of  Tiles 2,599    0    0 

Bnndry  Creditors 3,407    0    0 

Tramway  Track  and  Wagons  at  cost  .  .  .  1,100  0  0 
Travellers' CommiBsiou  (Tile  Dept)  .         .         .         .  63    0    O 

Bills  Payable 627    0    0 

Cash  at  Bank 2,477    0    0 

You  are  required  to  prniare  (a)  an  account  showing  the  amount 
which  you  consider  should  be  capitalized  as  representing  the  cost  of 
opening  up  the  tin  vein,  {b)  on  account  showing  the  trading  resnlta 
of  the  Tile  Department  for  the  year  ended  December  31,  1907,  and 
(c)  the  Balance  Sheet  as  on  December  31,  1907. 

The  Directors  decided  that  a  charge  of  £343  sbonld  be  made 
against  the  Tile  Department,  as  representing  power,  coal,  etc., 
used  ;  and  a  charge  of  £104,  as  representing  a  utare  of  general  trade 


expenses. 
The  stoc 


The  stock  of  tiles  on  hand  oa  on  December  31,  1907,  was  valued 
at  £718. 

ROYAL  SOCIETY  OF  ABTS  EXAMINATIONS,  1909. 

Stags  I. — Eiskbhtabi. 

[3  hoars  allowed.] 

1.  What  do  yon  understand  bythe  terms  "balance  down,"  "trial 
balance,"  and  "imlance  sheet"  What  isthe  chief  differenoe  between 
the  lost  two!  Does  the  term  "  balance  down,"  closing  the  debit  side 
of  an  account,  mean  that  the  account  is  in  credit,  or  in  debit,  and 

2.  Give  a  form  of  Cash  Book  yon  would  recomnwnd  as  suitable  for 
recording  both  cosh  and  bank  transactions.  Start  the  book  with  a 
balance  at  the  Bank,  and  draw  a  cheque  in  favour  of  "self,  "the  pro- 
ceeds of  which  are  tp  be  used  in  making  cash  payments.  Make  six 
further  entries  on  the  debit  side,  paying  all  receipts  into  the  Bank, 
and  six  further  entries  on  the  credit  side,  three  bemg  cash  payments 
and  three  pavments  by  cheqae ;  balance  the  Cash  Book  and  carry 
down  the  balanoes. 

3.  On  February  27,  1909,  John  Jones  sold  William  Smith  Slbs.  (rf 
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Invoioe  of  the  gooda  aupplied. 

4.  On  April  3,  I90S,  llioa.  Fieher  «old  George  E«nt  goods  to  the 
amoantoffdO  ISf. ;  on  May  4,  Kent  paid  Fisher  £20 5i.  on  account ; 
on  April  30,  Fiaher  sold  Kent  £45  10s.  of  goode ;  on  May  31,  Kent 
p«id  Fisher  £32  10s.  on  aoooimt ;  on  June  4,  Kent  retnmed  to  Fisher 
£6  10s,  goods  (not  being  up  to  sample) ;  on  June  12,  Fioher  sold 
Kent  £42  8«.  of  goods  ;  on  June  30,  Kent  paid  Fisher  the  balance 
otring  npon  the  ttvosBctiona  of  April  3  and  30,  after  dedncting  2J 
percent,  diaoount,  together  with  a  farther  amount  of  £20  on  aocount. 
As  on  June  30,  Fiaher  sent  a  three  mcmtha'  statement  to  Kent.  Draw 
the  statement  so  sent. 

G.  Od  May  31,  190S,  Georae  Kent  paid  Thos.  Fisher  £32  lOt.  He 
paid  this  by  cheque  on  the  Credit  Banking  Company,  Ltd,  Sketch 
the  form  of  cheque  he  would  use,  and  "draw"  it,  making  it  as 
secure  as  yon  can  against  lose  bj  theft  or  mischance. 

,    EzKBaisB. 

6.  On  January  1,  1008,  J.  Ferguson  started  business  as  a  grocer, 
and  paid  £200  into  the  Union  Bauk  by  way  of  capital  On  that  day 
goods  were  deliyered  by  McDonald  ft  Co.  to  him  which  he  had 
preTioostr  ordered  to  the  value  of  £60,  and  for  which  he  paid  by 
oheque,  cteducting  S  per  cent,  diacouat  far  oaab.  The  same  day  he 
made  "cash  sales"  amounting  to  £4  68.  2i.,  which  he  paid  into  the 
Bank. 

On  January  2,  he  drew  and  cashed  a  cheque  for  £5  for  petty  cash 
purposes  andporchased  for  cash  5(.  worth  of  stamps  and  16i.  worth  of 
lAationery.  The  cash  B;klea  on  this  day  amounted  to  flTi.TiJ.,  which 
he  paid  into  the  Bonk ;  and  he  also  sold  goods  on  credit  to  Mrs. 
Murphy  amounting  to  £2  4>.  6iJ.,  and  to  Au.  Graham  amounting  to 
£1  Aa.  id. 

On  January  3,  he  bought  further  goods  from  McDonald  A  Co. 
amounting  to  £25  16s.  10<j.,  but  this  time  the  purchase  waa  on 
"credit  t«rms."  On  Juiuary  4,  Mrs.  Murphi  paid  £1  on  account 
of  the  goods  supplied  to  her,  and  this  amount  (together  with  the 
cash  saW  for  two  da^s,  £4  3s.  li.)  was  paid  into  the  Bank.  On 
the  same  day  he  supplied  goods  amounting  to  £1  16s.  lOt^  on  credit 
to  Mr.  Graham,  who,  at  the  time  of  ordering,  paid  for  the  goods 
■upplied  on  January  2,  less  4s.  M..  discount,  and  this  amount  was 
paid  to  the  Bank.  On  January  6  he  bought  goods  on  credit  from 
W.  McNab  JE  Sons  amounting  to  £14  12).  ^-L,  and  paid  McDonald 


ft  Co.'s  account,  less  6  per  cent,  discount,  by  cheque 
Open  Ledger  Accounts  and  post  direct  the  aboi 
Then  balance  the  acoounts,  and  brinf  down  the  balances. 


ROYAL  SOCIETY  OF  ARTS  EXAMINATIONS,  1909. 
Staoe  II. — Inierhediatb. 

[3  hours  allowed.  ] 
ifhdy  ont  qMeation  to  be  answered,  but  both  exerciMi  (o  bt  worked.) 
1.  Eiplain  briefly  the  following;   "Goodwill,"   "Dead  Rent," 
"  BiU  of  Lading,"  "  BiU  of  Sale,"  "  Lettw  of  Credit." 
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2.  Whicli  of  the  bslamei  of  the  bdknTiiig  ncoaouti  would  yon 
expect  (o  find  in  the  B&tance  Bhaet,  which  in  th*  Trading  Accmmt, 
and  which  in  the  Profit  &nd  Low  Acooont?    Give  ytmr  teoaOTix  in 

(a)  Machinery  Repairs  and  Kenewala. 

(b)  Diacounte  allowed. 

(e)  Unexpired  prop<M'tion  of  apprentice 

Id)  Transfer  fees. 

(«)  Unclaimed  dividends. 

{/)  Stock  of  goods  and  mutemlt  on  hai 


n  December  31,  1908,  tha-followrftg 


Ordinary  Share  Capital  . 

Preference  Share  Capitol 

Sundry  Creditora — 

J.  Jinks   .        .         £200    0    i 
F.  Flint   .         .  800    0    ■ 

J.  Smith .         .  150    0    ' 

Johnson  &  Co.  .  250    0    ' 


Profit  and  Loss  Accmmt. 

Stock 3,000 

Buildings 6,000    ' 

Cashat^nk 1,000     ■ 

BUls  Receivable — 
W.    Coi    (due 

Jan.  6,  1909)        £250    0    0 
J,  Cooper  A,  Co. 
(due   Jan.   7, 
1909)     .         .  250    0    0 

500    I 

Sundry  Debtors — 

ThomaB  Green .         £100    0    0 
W.  Cox    .         .  50    0    0 

J.  Cooper  &  Co.  150    0    0 

A.  Black  k  Co., 

Ltd.       .         .  250    0    0 

J.  Jones   .         .  300    0    0 

Cook  &  Co.       .        1,050    0    0 


0    £12,400    0     0 


You  are  required  to  open  Ledger  accouBta  recording  the  above 
and  to  pass  the  following  transactions  throi^h  the  pniper  books 
to  the  Ledger. 
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1909. 
Jim.     I.     Drew  luid  cashed  Petty  Cash  cheque,  £5, 

,,       1,     Sold  W.  Cox  120  yards  of  Silk  at  6s.  M.  per  yard. 

„  2.  Accepted  BHIb  drawn  by  F.  Flint,  viz.  three  for  £250 
each,  drawn  at  one  month,  two  months  and  three 
months  respeotivety.  Paid  Flint  tiie  balance  of  hia 
accouDt  by  cheque,  deducting  2}  per  cent^  discoimt 
on  the  whole  account  as  on  December  31,  1908. 

„      2.     Bought  for  SA  109.  a  parcel  of  Silk. 

„      2.     Drew  and  caahed  cheque  for  Petty  Cash  and  Wagei,  £li 

„      2.     Paid  Wages  in  cash,  £12  lOi. 

„      4.     Received  from  J.  Cooper  &  Co.  £50  on  acconnt. 

„  4.  Sold  Thoma*  Green  20  yards  of  Irish  Linen  at  3);  per 
yard. 

„      4.    Bought  of  F,  Flint  75  yardsof  Irish  Linenat2».  per  yard. 

,,      5.     Received  fees  on  transfer  of  shares,  IO5. 

„  5.  Paid,  by  cheque.  Tool  &  Co.,  £47  lOa.  for  repairs 
to  buudinea. 

,,      5.     W,  Cox'b  BiU  due  and  paid  to  Bankers. 

„  6.  Sold  A.  Black  &,  Co.  150  yarda  of  Black  Silk  at  10s. 
per  yard. 

,,  6.  A.  Black  k  Co.  paid  the  whole  of  their  account  less  5 
per  cent,  discount. 

„  7-  J.  Cooper  ft  Co.'s  Bill  due  but  not  met.  Two  new  Billa 
of  equal  amount  given  at  one  month  and  three  months 
respectively   to  cover  the  whole   amount  doe   from 

„  8.  Bought  of  J.  Jinkfl  9  pieces  of  Velvet,  each  of  40  yards, 
at  is.  M.  a  yard. 

„      S.     Received  of  Cook  &  Co.  £250  on  account. 

„  8.  Received  a  Srat  and  final  dividend  of  5i.  in  the  £  on 
Tbomaa  Green's  account. 
9.  Paid,  in  cash,  Carriat^e  Account,  30s.  Paid,  by  cheque. 
Legal  Expeoeea,  £7  10»,  Purchased  Postage  Stamps, 
£2.  Paid,  by  cheque.  Stationery  Account,  £1  15». 
Drew  and  cashed  cheque  for  Petty  Cash  and  Wages, 
£17  lOi.    Paid  Wages  in  cash,  £14. 

,,  II.  Received  of  J.  Jones  uie  amount  of  his  account,  less  2J 
per  cent.  Paid  J.  Smith  the  amount  of  his  account 
less  a  discount  of  3)  per  cent.,  after  taking  into  con- 
sideration an  allowance  made  by  him  of  £10  for  short 
delivery  of  Goods. 

All  moneys  received  were  paid  at  once  into  the  Bank.  Balance 
the  Ledger  accounts  as  on  January  11,  1909;  bring  down  the 
balances  and  extract  a  Trial  Balance. 

Note. — No  Ptofit  and  Loss  Account  or  BaIaDC«  Sheet  to  be 
prepared. 

EXKECISE  n. 

From  the  following  Trial  Balance,  extractea  from  the  hooka  of 

J.  k  J.  Robinson,  prepare  a  Trading  Account  and  a  Profit  and  Loss 

.Aveormt  for  the  year  ended  December  31.  1908,  and  a  Balance 

Sneet  as  on  that  date. 
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Trial  Baunck. 


James  RobiosoD,  Capjt&l  Account 

Joshua  Robioaoii,  Capital  AcoouDt  . 
JamcB  RobioBon,  Draw'  :ig8  Account 
Joshua  RobinBcm,  Drawiuge  Account 
Laod  and  Buildings  . 
Plant  and  Machinery 
Furniture  and  Fixtures 

Wagea  (Manufactnring) 

Bad  Debts  Reserve  (oa  on  Dec.   31, 

1907) 


SalcB  Returns   , 

Bank  Charges  and  Interest 

Coal,  Gas  and  Water 

Rates  and  Tares 

Discount  Account  (balanct 

Purchases 

Purchases  Return*   . 

Bills  Receivable 

Trade  Eipeniiea 

Sondiy  Debtors 

Sondry  Creditors      . 

Stock  (Deo.  31,  19»7) 

General  Expenses 

Fire  Insuraiioe 

Apprentice  T 

"   ^    ,t  Bank  and  in  hand 


Ct^ai 


5,000  0 

4,000  0 

437  10  0 

246  11  7 

2,500  0  0 

1,436  17  7 

125  8  4 

437  1  4 

2,147  6  1 

467  10  0 

Charge  Depreciation  oi 
OQ  Plant  and  Mactiinery  Account  at  10  per.  cent.,  and  oi 
and  Fixtures  at  10  per  cent.     Make  a  reserve  of  5  per  cent.  ( 
Sundry  Debtors  for  Bad  Debts.     Carry  forward  the  following  u 
expired  ar 


1.  Fire  Insurance      .        .        .         .         12    7    2 

2.  Rates  and  Taxes   .  .         24    2    6 

3.  Apprentice  Premiums  .  .         40    0    0 

Charge  5  per  cent,  interest  on  Capital  but  not  on  Drawings. 
Profits  and  Losses  are  to  be  shared  in  the  following  propoartiona : 
James  Robinson,  five-ninths  ;  Joshua  Robinson,  four-ninths. 

The  value  of  the  Stock  as  on  December  31,  1908,  was  agreed  at 
£2,939  9t.  3eI. 
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ROYAL  SOCIETY  OF  ARTS  EXAMINATIONS,  1909. 

Staar  III. — Advanced. 

[3  hours  allowed.] 

1.  In  a  batiness  consisting  of  various  departments,  in  -Wba-t  way 
would  yoii  keep  the  Stock  Accounts  so  as  to  {a)  minimize  the  danger 
of  false  returns  by  the  Manager  and  (6)  prevent  theft  on  the  part  of 
dishonest  employees! 

2.  A  oompany  having  a  Jjease  standing  in  tJieir  bocdis  at 
£5,000  decide  to  provide  for  depreciation  by  taking  out  a  policy 
for  leasehold  redemption.  How  would  you  deal  wttb  tho  annual 
premiums  in  the  books ;  and  how  would  you  adjust  the  accouats 
when  the  lease  expires  and  the  policy  matures  ? 

S.  What  do  you  underataud  by  "Bebate  on  Bills  discounted," 
(Hid  how  would  you  treat  this  item  when  preparing  tie  Profit  uid 
Loes  Account  and  Balance  Sheet  of  a  Bank  T 

4.  Jonea,  a  trader,  finding  tbat,  owing  to  hia  liabilities,  he  was 
unable  to  successfully  carry  on  his  business,  eieouted  a  deed  of 
assignment  on  June  30,  190S,  in  favour  of  his  creditors,  under 
which  the  creditors  agreed  to  accept  la.  in  the  £  in  full  satisfaction 
of  their  debts.  Brown,  the  largest  creditor  (his  dd)t  amounting  to 
£1,000),  arranged  with  Jones  to  take  over  the  busineaa  and  to  pay 
in  £300  in  cash,  in  order  to  provide  sufficient  to  pay  the  1$.  in  the 
£  to  the  creditors,  other  than  himself,  and  to  fornish  the  necessary 
working  capital  for  carrying  on  the  business  ;  and  a  lesal  agreement 
was,  in  due  ccTirso,  entered  into  between  Brown  and  Jones  whereby 
it  was  agreed  that  Brown  should  carry  on  the  busiuess  until  such 
time  as  Brown  should,  from  pro6t3  earned,  have  recouped  himself 
tiia  old  debt  of  £1,000  and  the  £300  advanced  by  him  to  Jonea, 
together  with  the  further  sums  it  might  be  necesBary  for  him  to  pay 
in,  in  order  to  carry  on  the  IwsmesB.  Jones  waa  to  manage  the 
business  during  that  time  at  a  salary  of  £1 10s.  a  week  and  6  percent, 
commiesion  on  the  net  profits.  VVhen  the  proSta  had  reached  the 
amount  necessary  to  recoup  Brown  for  his  original  debt  and  sub- 
sequent advances,  it  was  agreed  that  the  business  should  revert 
to  Jones.  The  creditors  on  June  30,  IdOS,  including  Brown, 
Bmount«d  to  £4,000  ;  the  debtors,  who  were  all  presumed  to  be 
good,  to  £SO0 ;  the  Stock  was  valued  at  £200  and  the  Fnmiture 
and  Fixtures  at  £20.  Itlake  the  Journal  entries  necessary  for 
croening  the  new  books  for  Brown,  as  on  June  30,  1908. 
neauming  that,  on  December  31,  1908,  Brown's  books  showed 
Creditors  sf  £60  (not  inoluding  Jones's  commission  for  the  half- 
year)  ;  Debtors  of  £700 ;  FarBttnre  and  Fixtures,  otter  additions 
and  depreciation  bad  been  taken  into  consideration,  of  £25  ;  and 
Cash  at  the  Bank  and  in  hand.  £S00  ;  draw  Brown's  Rilance  Sheet 
as  on  tbat  date,  taking  the  Stock  at  a  valuation  of  £150.  It  is 
necessary,  in  accordance  with  the  terms  of  the  Agreement  tor  the 
Balance  Sheet,  to  show  the  amount  then  due  to  Brown. 

K^GKOISE. 

The  Manufacturing  Company,  Ltd.,  has  a  Nominal  Capital  of 
15.000  shares  of  £10  each  ;  and  a  Subscribed  Capital  of  8,000  shares, 
fully  paid  up.  It  manufactures  goods  for  sale  at  its  two  branches, 
A.  and  B.,  which  sell  no  goods  other  than  those  of  the  Company's 
mamf aettire.  From  the  following  Trial  Balance,  extracted  from  the 
DD 
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EXAMINATION  PArMSS  769 

books  of  the  Head  Offioe  and  Bnuiahsa  u  on  December  31,  1008, 

Kp&re,  for  submisBioii  to  the  Directors,  Tradins  und  Profit  and 
«  Aocounts  for  the  Head  Office  and  for  each  oi  the  Branches  for 
the  year  ended  December  31,  1908,  and  a  Balance  Sheet  of  the 
Company  a«  a  whole  as  on  that  date. 
jV(j*«,— Stocks  on  hand  valued  as  on  December  31,  1808,  were— 


Head  Office 10,527    4    0 

Branch  A. 3,034  12    1 

Branch  B 1,927     9    4 

Write  off  the  following  depreciations — 

Head  Office  Plant  and  Machinen'  10  per  cent. 

Fumitore  and  Fixtures  Head  Office  .       6        ,, 
„  „        Blanch  A.     .      5        „ 

„  „        Branch  B.      .      S        ,, 

Create  a  reserre  for  Bad  Debts  of  2^  per  cent,  on  the  Sundry 
Debtors.  Write  off  £5,000  from  Goodwill  and  carry  £10,000  to 
Reserve.  All  carriage  on  the  goods  tmA  to  the  Branches  is  paid 
by  the  Head  Office. 

ROYAL  SOCIETY  OF  ARTS  EXAMINATIONS,  1910. 

8T*fl«  I.— Ei;aheni4Bt. 

[3  hours  allowed.] 

1.  Give  three  "business  terms"  and  three  "business  abbrevia- 
tions, "  and  explain  the  meaning  of  each. 

2.  When  goods  are  sent  to  a  customer,  what  is  said  to  be  sent 
with  them  (or  by  an  early  post)  recording  the  transaction  !  Otve 
an  example.     How  does  this  document  differ  from  a  "  statement  "  T 

3.  On  January  4,  1009,  John  Brown  purchased  goods  of  Thomaa 
Smith  to  the  amount  of  £252  4s.  3ii.  On  Jwuary  8,  Brown  returned 
£51  2a.  5d.  of  these  goods  as  being  faulty,  and  sent  Smith  £50  on 
account.  On  Janiury  16,  Brown  purchased  of  Smith  £72  5s.  Sif.  of 
goods  and  paid  him  £60  on  account.  On  January  31,  Smith  sent 
Brown  a  statement  showing  the  balance  owing  to  Smith,  and  this 
Brown  paid  to  him  on  February  1 .  How  much  was  this  balance  T 
Give  a  copy  of  Brown's  account  in  Smith's  Ledger  recording  the 

4.  Explain  the  meaning  of  the  word  "  discount. "  In  what  books 
of  a  trader  do  the  records  of  discounts  usually  appear  T 

5.  Write  up  a  Bank  Account  recording  the  following  trans- 
actions: December  1,  1909,  Balance  at  my  Bank  £3,215  14i.  Id. 
December  %  drew  cheque  for  self  £25.  December  4,  paid  in  £9.634 
received  from  W.  Porter.  Dacember  6,  drew  cheque  for  T.  Kerr 
£161  10>.  December  6,  E.  Milner  paid  into  m;  Bank  Account  £804. 
December  10,  drew  cheqne  for  J.  Coleman  £10,000.  December  15. 
drew  cheque  for  Black  k  White  £241  Ss.  3d.  December  24,  drew 
cheque  £50  for  rent,  and  paid  into  Bank  £91  6s.  8J.  received  from 
H.  Jackson.  December  31,  drew  cheque  £25  for  self.  Paid  into 
Bank  £51  received  from  Duff  Bros.  Interest  allowed  on  the  account 
bythe  Bank  £18  e>.3i.,  and  commission  chai^!ed£12«.3i^.  Balance 
the  acoount  and  bring  down  the  balance. 
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Bjiag  (as  ha  Capital)  to  -bis  Bankera  £260;  panibanBg,  4m  &b,  a 
>ne  and  Van  from  Timothy  loogooA,  and  SO  ton*  of  Cool  at  l]«.  -U. 
from  the  Stiff  OoUlery  Company,  fianX/eA,  which  were  dolyA^veped. 

On  July  2,  be  sold  15  cwt.  of  Coal  at  Is.  per  owt.  for  oa^. 
'   On  July  3,  he  sold  12  cwt.  of  Coal  at  llil  per  cwt.  for  cash,  and 
5  toruat  1%.  a  ton  to  Mia  Graham  on  credit.     He  paid  the  Stiff 
Colliery  Conmany.  Limited  (by  cheqne)  £25  on  aeconnt  and  drew  a 
cheque  for  £1  for  Patty  Cash. 

On  July  4,  he  «old  14  cwt.  of  Coal  at  1^.  \d.  per  ewt.  for  cash,  and 
2  tona  at  10s.  M.  a  ton  to  Mzs.  Smith  on  credit.  He  received  and 
paid  into  hie  Bank  a  cheque  from  Miss  Graham,  in  payment  of  her 
account,  less  10«.  allowed  for  abort  weight. 

On  July  5,  be  sold  20  tone  of  Cool  at  18i.  Od.  alon  to  &..  Evans  and 
received  from  liim  £10  on  account,  which  he  paid  into  bia  Sank. 
He  seat,  the  StifT  Colliery  Company,  Limited,  a  cheque  in  settlement 
frf  t^eir  account,  leaa  ^\  ftit  coat.  dlsaoimL 

On  July  6,  he  paid  Timothy  Toogood  £50by4AeqBe. 

Open  Lsdaer  AooouaOa  and   past  the  alieve   tranaactioiu  direct 
thereto.     BiSance  the  accoonU,  and  bring  down  the  btdaocea. 
ROYAL  SOCIETY  OF  ARTS  EXAMINATIONS,  1910. 

StA(U   U — iKCmaiBDIAT*. 

[3  hours  allowed.  ] 

{Only  out  guealian  to  be  immnTtd,  bat  boOi  axrdset  to  It  worlced.) 

1.  State  what  a  meant  bythe  terms  (a)  "Nomimd  AcoounCa"  and 
{b)  "Peraonat  Accounte."  What  is  the  name  of  the  class  to  which 
Accounts  other  than  the  foregoing  may  be  «»id  to  belong  *  Gire  «ri 
example  of  each  (containing  three  debit  and  riiree  credit -enbrieH). 

2.  How  would  you  conatmct  a  "  Trial  Balance  "  !  Dive  two -ei- 
amples  of  errors  which  might  occur  in  "writinRBp"  a«et«4beob 
without  affecting  the  "agreement"  of  the  Trial  Balanoe. 

EVEBOtlW   L 

A.  Da;  and  B.  Comet  were   in   partuecship  m   eagineeEs   and 

founders,  and  on  DsrMnber  31,  1900,  their  assets  wese^a  follows— 

■£,     e.  d.           £      t.  a. 

Stock  in  trade ],  J4e    ifi  0 

Fumitare  and  VittiBgi      ...  20d    0  0 

PUnt  and  Machinery         .         .-^      .  1,647    6  0 

Cash  at  Bank aOS    6  0 

Cash  in  band «    0  0 

Bills  receivable — 

The  Gas  Engine  Co.  (due  Jan.  4)  .        142    0  0 

J.  Smith  &  Co.  (dne  Jan.  8)   .         .          74    «  0 

2i«    G  0 

Owtae  by- 

J.-gmithfcCo !72    0    « 

The  Gas  Engine  Ce.        .         .        .  22    0    0 

W.  Owen 177    0   0 

J.  Jones  ft:  Sons      .         .         .        .        285    0   « 
E.  Black 162    0    0 

6^8    Q    0 

£4,EO0    0    0 
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Their  liabilities  on  the  same  dsj  it 
Due  to— 

RcdtertB  Broa. 

W.  Brown  Son  &  Co,      . 


J.  Gnen  ft  Son 

Bilk.  Fik;«ble— 
J.  Green  &  Son  (due  Jan.  6) 
Roberts  Broa.  (due  Feb.  1) 


£1.500    Q    0 

Da;  and  Comet  were  equal  partners,  and  each  hod  the  same 
amount  of  Capital  invested  in  the  business. 

Open  the  Ledger  Accounta,  showing  the  position  of  the  firm  as  on 
December  31,  1909,  and  pass  to  it,  through  the  proper  books,  the 
fallowing  transactions — 

Jan,    1.     Drew  and  cashed  chequs  for  petty  eaih  and  vagea  £15. 
„        1.     Paid  iTBMS  in  caah  £16. 

,,       1.     Paid  okL  partner  his  week's  salarj:  of  £3  in  omb. 
„        3.     W,  Oren  paid  his  account,  leas  2}  par  oent.  dlBCOluI, 

anit  gave  an  order  for  a  machine  to  coat  £73. 
,,       3.     Bouglit  of  Robinson  k  Co.  6  tons  of  Pig  Iron  at  5l5.  2i. 


their  ac 

4,  Paid  Robinson  St  Ca  the  amount  of  their  account  as  on> 

December  31,  lesa  S^'  per  cent.  duKoanti,  after  taking 

int*  cmsidoratiou  an  allowance  of  £5  for  in^ieefact 

goods  supplied. 
6,     J,  Jones  b,  aoua  paid  £100  on  account. 
5>     Bought  of  J.  Green  &  Son  6  cwt.  of  sheet  oopper  at  £7S 

per  ton. 
e.     Sold  K.  Black  1  ton  of  Bg  Iron  at  Sb.  a  ton,  and  durgod 

him  in  addition  10«.  for  cartage. 

6.  J,  Green  &  Sob's  Bill  became  due  and  was  dnlv  mat. 

7.  Rotd  J.  Joneaft  Sons  3  Cutting  Machines  at  £24  each. 

7.     Sold  J.  Smith  &  Co.  2  cwt.  of  Sheet  C^tper  at  £83  a  toa, 
7-     Paid  by  ehaque  the  amount  due  (on  Itecember  31,  1909) 
to  A.  Day  lor  interest. 

7.  Bought  for  cash  12  gallons  of  Oil  »t  Is.  3d.  par  gallon. 

5.  Phidwages  £13,  a  cheque  for  this  amount  being  diB,irn 

and  cashed  for  the  punoae, 
ft.     Paid  each  partner  his  week's  salary  by  cheque. 

8,  J,  Smith  S  Co.'s  Bill  became  due  and  was  dvij  met. 

10.     Bought  of  Roberts  Bros.  10  tons  of  Coal  at  12',  ton,  and 

paid  them  (by  cheque)  £150  on  account. 
10.    Elundry  Cash  Sales  to  date  £31,  this  amount  being  paid 

into  B&uk  this  day. 
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1910. 
Jm).  to.     Drew  and  cashed  nbeqae  of  £5  for  Petty  Cuh  purposee. 
„     10.     Accepted  W.  Brown  Son  ft  Co.'b  Bill  for  £140  at  three 

roonthi. 
All  mooeya  received  wera  at  once  p^id  into  the  Bank.    Balance 
the  Ledger  Acconnta  ai  on  January  10,  1910 ;   bring  down  the 
balance!,  and  extract  a  Trial  Balance. 
Jf.f.— No  Profit  and  Loai  Account  or  Balance  Sheet  to  be  prepared. 

BXSBCISE  IL 

The  Brown  Box  Co.,  Ltd.,  was  registered  with  a  nominal  Capital 
of  £10,000,  divided  into  S,000  Ordinary  Sharee  of  £1  each  and  5,000 
6  per  cent.  Preference  Shares  of  £1  each.  From  the  following 
Trial  Balance,  extracted  front  the  booka  of  the  company,  prepare  a 
Trading  Accoout  and  Profit  and  Lou  Aoconnt  for  the  year  ended 
December  31,  1909,  and  a  Balance  Sheet  aa  on  that  date- 
Tsui.  BA1.1H0B. 

I>r,  Or. 

£     t.    d.         £     t.    d. 
Ordinary  Share  Capital  .  4,800    0    0 

Preference  Share  Capital      .         .         .  3,000    0    0 

Freehold  Land  and  BuUdinga        .        .     3,700    0    0 
Furniture  and  Fixtures  946    S  10 

Stock  (December  31,  1906)   .         .         .     1,929  14    7 
Plant  and  Machinery    ....     1,72710    3 

Bates  and  Taxes S7  14     1 

Carriage 422    4    S 

TradeExpenses 39    1     I 

Lighting  and  Heating  Expenses   .         .  72    2    6 

General  Expenses  .  .         .        127  16  10 

Discount  Account  (balance) ...  13    2    0 

Preference  Share  Dividend  (paid  daring 

the  year) 171    0    0 

Ordinary  Share  Dividend  (paid  during 

theyear) 114    0    0 

Bad  Debt  Reserve  (as  on  Dec.  31, 1908)  ISS  14    8 

Manufacturing  Wages ....     2,014    I    9 

Salaries 606  14    8 

Sales 10,124  14    S 

Sales  B«tnms  .  101    2  10 

Sundry  Debtors   .  ...    3,764  17  10 

Insurance     ......  39    1     2 

Direct<»a' Fees 60    0    0 

Purchases 4,129  16    8 

Purchases  Retnme       ....  94  12    4 

Sundry  Creditors  ....  2,144    6     1 

Profit  and  Loss  Account  (balance  Dec. 

31, 1908) 472    7    2 

Bank  Charges 10    2    1 

CashatBank 822    6    7 

Ciah  in  hand 63    2    1    

£20,837  16    6  £20,887  16    B 
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Before  preparing  the  Accounta  (aa  above  reqaircd),  Ihe  following 
•djustnienta  are  necessary— 

1.  Charge  Depreciation  on  Land  and  Buildings  at  2)  per  cent. 

2.  Charge  Depreciation  on  FurnitareandPLxtureeatS  per  cent. 

3.  Charge  Depreciation  on  Plant  and  Machinery  at  10  per  cent. 

per  annum. 

4.  Make  the  Bod  Debt  Reserve  up  to  £400. 

6.  Carry  forward  the  following  unexpired  amounts — 
(a)  Insurance    .  .£976 

(i)  Rates  and  Taxee  .         .     £17    8    2 

The  Talne  of  the  Stoch  on  December  31, 1909,  was  certified  by  the 
Hanoging  Director  at  £1,721  17».  2d, 

ROYAL  SOCIETY  OF  ARTS  EXAMINATIONS,  1910. 

Stage  III. — Advanced. 

[3  hours  ftllowed.] 

1.  John  Garside  keeps  hie  "Sales  E>edger"  upon  the  "self- 
balancing"  principle. 

Prepare  the  necessary  "  adjustment  aceonat "  a«  on  Jonaary  31, 
1910,  from  the  UDderineiitioned  particulare — 
1910.  £        ».  d. 

Jan.    1.     Total  debtors'  debit  balances  at  this  dat« 

were ,     12,542    0    0 

„     31.     Total  goods  sold  to  customers  for  the  month    21,668    0    0 
Total  goods  returned  by  customers  for  the 

month 942    0    0 

Total  cash  received  from  customers  for  the 

month 16,621    0    0 

Total  discount  allowed  to  customers  for  the 

month 968    0    0 

Total  acceptances  received  from  customers 

during  the  montli 3,471    0    0 

Total  acceptances  dishonoured  by  customers 
during  the  month 542    0    0 

2.  A.  B.  and  C.  D.  are  in  partnership  as  manufacturers  of  printers' 
type.  Their  annual  accounts  are  prepared  upon  the  uaual  prudent 
lines  and  duly  provide  for  depreciation,  bad  debts,  and  like  matters. 

Is  it  profaable  that  the  net  profit  of  the  above  business,  as  shown 
by  the  annual  accounts  of  the  firm,  would  be  accepted  by  the  sur. 
veyorof  taxes  as  representing  the  amount  assessable  under  Schedule 
(D)  for  Income  Tax  purposes  7  Give  examples  of  any  aurchargea 
that  you  consider  probable,  if  yon  are  of  opinion  that  the  profit,  as 
shown  by  the  firm  s  accounta,  would  not  be  accepted  as  the  basis  of 

3.  What  is  the  chief  difference  between  a  "Receipts  and  Pay- 
ments Account "  and  an  "Income  and  Expenditure  Account " T  In 
what  undertakings  are  these  forma  of  accounta  reapectively  made 

4.  Give  the  "Drawing  Acoonnt"  of  John  Robertcon  «a  it  would 
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His  Capital  on  JamiuT  1,  1909.  waa  £5,000. 

Hia  drawings  were:  May  1,  £250;  July  1,  £306;  November  1, 
f200 ;  December  1,  £10a 

His  ahara  of  proGU  for  the  year  was  £795. 

Intawt  is  avowed  by  the  firm's  Portaerahip  ArMclea  on  C&pital, 
and  chained  on  withdrawals  at  the  rate  of  5  per  ceut.  per  annnm. 

EltBRCIBI. 

The  Utopia  Motor  Works,  Ltd.,  was  regiBteied  and  commenced 
business  on  Febmaiv  1,  1906,  with  *  Nommal  Capital  of  £200,000, 
divided  into  5,000  Frefersnce  Shares  of  £10  Bach,  and  150,000 
Ordinary  Shares  of  £1  each.  Of  tha  latter  32,000  were  allotted  as 
fully  paid  to  the  vendors.  The  public  subscribed  for  4,500  Prefer- 
ence Shares,  the  whole  of  which  were  called  up  and  paid  for,  and 
22,640  Ordinary  Shares  on  which  15*  per  share  bad  beea  called  tip 
before  January  31,  1910,  when  the  Ledger  balanoea,  in  addition  to 
the  balances  representing  the  above  transactions  were  as  follows — 


BAL<^NCEa  or  LsDeEit  AccocNTa. 
January  31,  ISIO. 


'.  d. 


Loans  from  Sundry  Persons „  _ 

Plant  (including  additions  during  the  year,  £7231    ■  36,H03  0  0 

Bepairs  Equalization  Reserve 2,648  0  0 

Sales 107,866  0  0 

Kates,  Taxes,  Ga«,  Water,  and  Insurance  (includUsg 
Bates  for  I  year  to  March  31,  1910,  £126,  and 

Insurance  for  1  year  to  March  31,  1910,  £240)      ,  872  0  0 

Stock  {February  I,  1909) 14,685  0  0 

Bank  Loan 3,400  0  0 

Goodwill 22,000  0  0 

Sundry  Tra<le  Debtors 8,700  0  0 

Bills  Payable 11,429  0  0 

Calls  in  Arrear  (Ordinary  Shares)     .        ,         ,         ,  806  0  0 

Sundry  Trade  Creditors IS,176  0  0 

Preliminary  Expenses 537  0  0 

Purchases  (including  carriage) 67,833  0  0 

Wages  (Manufacturing) 63,129  0-  0 

Salaries  and  Commission 1,203  0  0 

Directors'  Fees 2,0fll>  0  0 

Transfer  Fees (7  0  0 

Bad  Debts 1,106  0  9 

Repairs 2,182  0  9 

Freehold- Laod  and  Buildings 26,782  0  0 

Loose  Tools 8,001  9  9 

Bad  Debt  Reserve  as  on  February  I,  1909                 .  .  807  6  9 

Advertising 2,190  8  9 

OfQce  Bxpensea 20$  0  0 

Interest  on  Loans 161  0  9 

Ph>flt  and  LoEB  Accoant,     Credit  balance  brougfet 

forwari  February  1,  1909 37  0  9 

Gash  at  Banb  and  in  lutnd         .        .         -        .        -  37  0  0 
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. '  Ydd  are  rMoiied  to  prepare  Tradins  Aoooaot  luid  Profit  and  Lest 
Axoaant  iai  tM  vear  tnided  Jannary  II,  1910,  and  a  Balance  Sheet 
'  e,  mtm  the  above  balaaca,  after  making  tha  foUowii^ 


(a)  Reserve  for  Interest  on  Loans  aocrued  to  Januai;  31,  £26.   ' 

{b)  Reserre  for  tbe  proportion  of  Bates  and  luBUianiM  pftid  in 
advanoe. 

{c)  The  Stoct  on  hand  on  Jannary  31,  1910,  was  valued  at 
£10,622. 

{X)  The  Loose  Tools  on  baad  on  Joiuuirf  31,  1910,  were  valned 
at  £7,285. 

(<)  The  Directors  decided  (1]  that  tiro -thirds  of  the  expenditura 
on  advertidog  was  to  be  carried  forward  in  suspenae ; 
(2)  that  the  whole  of  the  expenditure  on  repain  was  to 
be  charged  against  the  Repairs  Reserve ;  (3)  that  the 
Reserve  for  Bad  Debts  was  to  be  filed  at  4  per  cent,  on 
the  Talue  of  the  Trade  Debtors  ;  (4)  that  5  per  cent, 
depreciation  was  to  be  written  off  the  value  oC  the  Plant 
as  on  Febniary  1,  1909 ;  and  (5)  that  £361  was  to  be 
written  off  for  depreciation  of  Buildings. 

EOYAL  SOCIETY  OP  ARTS  EXAMINATIONS,  1911. 

Stage  I. — ELBUENTAxr. 

[3  hours  allowed.] 

1.  Explain  the  meaning  of  tbe  following  terms  and  abbreviations : 
"  Gross  Profit,"  "  Solvency,"  "  Drawings,    "B/E.,"  "f.o.r.,"  "dis." 

2.  The  cheque  gent  out  hereunder  was  sent  to  Messrs.  JamsB 
Colston  &  Co.  by  post — 

No.  D.39654.  London,  JtmuaryW,  1911. 

Llojrds  Bank,  Limited. 

Pay  Messrs.  Oolstou  Ic  Co or  order 

Twe»ty-eight  poanda  ten  sliUlings  and  liajpetKe. 
£28  lOi.  Qd.  Robert  Eadford  <£  Ca. 

What  are  cheques  of  this  kind  called ! 

How  could  R.  Radford  &  Co.  have  made  the  cheque  m<Hre  difBcult 
to  cash  in  tbe  event  of  its  being  stolMi!  and  explain  why. 
Who  are  the  payees  of  the  cheque,  and  who  are  the  drawers? 


1.  2.     Balance  at  this  date— Cadi  in  bftnd,  £4  ISi.  M  ;  Cash  at 
the  Bank,  £348  12s.  lOrf. 

3.  Drew  from  the  Bank  for  office  cash,  £30. 

4.  Paid  Great  Eastern  Railway  in  cash,  £1  \2$.  M. 

4.  Paid  Peter  Jonee,  by  cheque,  £28  4J.  \d.,  after  deducting 

£1  I5s.  \\d.  Discount. 

5.  Received  from  B.  Gregory  &:  Co.,  Ltd.,  cheqtM  in  settle- 

ment of  their  account  (less  15«.  6ii.  Discount)  which  was 
paid  into  the  Bank,  £49  is.  M. 
e.     Paid  from  Office  Cash,  wages,  £8  m.  ftt 

6.  Cashed  <^eque,  £12,  for  .lames  Brown,  a  ooatamer,  and  paid 

7.  Received  ii 
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■  4.  Henty  Holcombe  &  Co.  purohued  fonr  balet  ot  Oiford 
ShirtingB  from  Charles  Coboume  of  Bradford  on  Febnury  &,  ISU, 
kt  £16  per  bale.  Oa  tba  deliveiy  of  these  goods,  one  b«le  was 
foand  to  be  damaged  ;  it  was  therefore  returned  to  C.  Cobonnw 
on  February  i,  1911. 

Give  the  ruling  of  the  books  ia  which  H.  Holoombe  k  Co.  would 
record  these  tranaactioDs,  and  make  therein  the  neceewry  entries. 

5.  George  Jeoainga,  a  trader,  upon  conunencing  bmtineM,  pur- 
chased a  Cash  Book,  a  Journal,  and  a  Ledger.  He  gave  his  clerk 
inBtructions  that  all  his  cash  transactions  were  to  M  entered  in 
the  Cash  Book,  and  that  all  his  credit  sates  and  parchiues  were  to 
be  passed  through  the  JoumaL 

If  you  do  not  approve  of  G.  Jennings'  aotian,  what  conrse  would 
you  reoomniend ! 

KxiKCisa. 
1  January  2,   1911,   Charles  Balnea  commenced  business  by 

Istra 
1011. 
ui.   3.    Forckased  Cotton  Oooda  on  credit  from  Paul  Burford, 

£84  lOf.  Id. 
,       a     Puruhased    Silk    from    W.    Walker   ft    Co.   on    credit, 

£74  U.  lOd. 
,      4.    Purchased  from  B.  Burns,  Velvet  on  credit,  £103  gross, 

less  10  per  oeut.  Trade  Discount. 
,       4.     Drew  £10  from  Bank  for  Petty  Cash  purposes. 
,       S.     Sold  on  credit  to  Richard  Leicester  &  Co.,  Silk,  £62  10s., 

and  Velvet,  £75  8e. 
,       6.     Purchased  Foet^e  Stamps,  5^.,  and  paid  for  them  out  of 

Patty  Cash. 
,       6.    Paid  Trade  Expenses  hy  cheque,  £8  6*.  2d. 
,       7.     Received  from  R.  Leicester  s,  Co. ,  cheque  for  the  amonat 

of  their  account,  less  5  per  cent.  Caah  Discount. 
,     10.     Paid  Salaries  by  cheque,  £10. 

,     18.     Purchased  on  credit  from  R.  Hampton,  Tweed,  £6S  »i.  6£ 
,     2D.     Returned  Tweed  damaged,  £tt  10^.,  to  R.  Hampton. 
,     21.     Paid  Paul  Burford  £50  on  account. 

Open  the  necessary  Ledger  Acoounta  and  post  the  above 
'ansactiona  therein.  Balance  the  accounts,  and  draw  a  ' '  Trial 
Balance." 

ROYAL  SOCIETY  OP  ARTS  EXAMINATIONS,  1911. 

STAQB  II. — iHTBKUBDtATE. 

L3  hours  allowed.] 

[Only  me  qaati'm  to  fe  answertd,  but  both  Exercises  to  be  worked.) 

1 .  What  is  a  Bill  of  Exchange  ? 

Briefly  explain  the  following  terms  used  in  connection  with  Bills : 
"Endorsing  Over,"  "Allonge."  "Noting,"  "Renewed,"  "With 
Documents  Attached." 

2.  Qive  an  analyzed  form  of  Sales  Book,  and  ent«r  therein  five 
fiansactiona  relating  to  the  eale  of  Cotton  Prints,  Velvet,  Silk, 
Woollens,  and  Fancy  Goods. 
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William  Bennett  i 


BlURCISE  I. 

31  buBineaa  as  a  Wholesale  itnd  Retail  Hosier 


and  Hatter.     On  December  31.  1910,  his  Asseta  vr 


Farnitnre  and  Fittings  .... 
Plant  and  Machinery       .... 

Cash  at  Bank 

Ca«h  in  band 

Bills  Receivable — 

Robinaon  4  Co.  (due  January  «,  1911) . 

W.  Lea  (dne  February  14,  1911)  . 

Sundiv  Debtors — 

H.  Sheppard  k  Sons     .... 

&.  White  &  Co.,  Ltd 

Roberta  &  Co. 


'.  Lt» 


On  the  same  day  his  Liabilities  were— 
Bills  Payable— 
S.  Dove  (due  JanuMy  7,  1911) 
Robinww  ft  Co.  (due  January  17,  1911) 

Sundry  Creditors — 
Robinson  ft  Co.     . 
A.  Green  ft  Co.,  Ltd. 
8.  Dove 

Brown  Broa.,  Ltd. 
Elliott  ft  Co 47    0    0 


413    0    < 


He  agreed  to  take  his  manager,  H.  Boms,  into  partnership  as 
from  January  1,  1911,  on  oondition  that  ha  brought  £500  uash  into 
the  bnainesa,  and  paid  W.  liennett  £250  for  a  Uiird  share  of  the 

Srofits  of  the  business.  H.  Bunia  duly  paid  these  two  amounts  on 
anuaryS,  1911.  « 

Open  the  accounts  of  the  new  firm  la  their  Ledger,   and  post 
through    the    proper    Subsidiary    Books,    the    following 


o  W.  Lea  1  gross  of  Tweed  Caps  at  18s.  M.  per 


1911. 
Jan.    2.     Sold 


2.  Bought  for  ci 

3.  A.  WhiteftCo.,! 

IHscount. 
3.     H.  Sheppard  ft  Sons  gave  a  Bill  for  £fiO  at  three  months. 

3.  Bought  of  Robinson  A  Co,   3  dozen  Oidord  Shirts  at 

28^.  \\d.   per  dozen,   and   2  dozen   HeaUier  Mixture 
Half-hose  at  8a.  6rf.  per  dozen. 

4.  Bought  of  A.  Green  &  Co.,  Ltd.,  6  dozen  Ltnea  Handker- 

chiefs ;   3  dozen  Ladies'  at  7^.  ^.  per  dozen,  and  3 
dozen  Oents'  at  Ss.  Sd.  per  dozen. 

5.  Paid  by  cheque  8.  Dove  £60  on  aoconnt 

6.  Cash  &aee  £3,1. 
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RcMwvd  BotiiMaa  k  Co-'a  Bfll  wUch  wm  d^  l«t  «h 

Scdd  A.  niiiie  k  Co.,  ltd.,  9  Felt  Hata  at  3Tt.  per  docai, 
and  3  aatr.  Silka  at  7j.  9d^  IOl  6rf.,  and  12a:  3d.  each. 
S.  Dore'i  Bill  due  and  iDct. 
W.  Lea  paid  hia  mtxoaat  aa  on  Dteaahcr  31,  1910,  less 

2|  per  teat.  Diacoont. 
Boberta  k  Co.  paid  their  acccont,  leas  an  aUowance  nf  £3 

for  imperfect  Goods  aopplicd. 
hid  by  caab  Wagea  £13,  and  CaiTiage  £3. 
,.     Caah  Sales.  £49. 
,       9:     Paid  EUiult  k  Co.  £25  on  acoonnt,  and  bon^t  ftjjm  them 

2  dozen, Saddlera'  Braces  at  \5*.  6d.  per  ikiEeD. 
,       9.     A.  Green  k  Co.  "  drew  m  as  "  at  three  months  for  £9^ 

and  the  Bill  was  duly  accepted. 
,       S.     Bongfat  of  S-  Dore  10  dozen  Burlington  Collars  at  Ss.  U. 

per  dozen. 
,      la     Sold  H.  Sheppard  &  Soaa  3  dozen  Tweed  Hats  at  Sis.  per 

dozen,  and  6  dozen  Boys'  Caps  at  7i.  A£.  per  dozen. 
,      10.     Sold  W.  Lea  1}  dozen  Fetta  at  &i.  per  dosen. 
,     10.     Caah  Sales,  £31. 

All  Parchasea  and  Sales  'were  tn  credit,  unless  the  contraij  is 
stated  ;  and  all  moaieja  received  were  at  once  paid  into  the  Bank. 

Balance  the  Ledger  acconnta  u  on  Janouy  10,  191 1  ;  bring  down 
the  balances,  and  extract  a  Trial  Balance. 
N.S.—Ho  Profit  or  Loas  Account  or  Balsnce-Sieet  to  be  pi^ared. 

n. 

are  in  partnership  as  Com 


Yon* 
Loss  Account  for  the  ytaz  ended  DeoemSe 

Sheet  as  on  that  date.     Before  preparing  these  aooHiDiB  a  tm 
necessary  to  tate  the  following  matters  into  considscatiiiii — 

{a)  Profits  and  Loasea  are  to  be  aharcd,  two-thiids  by  PoVBon 

and  one-third  by  Maogregor. 
(b)  Interest  at  5  per  cent,   per  annnm  is   to  be  dm^ed   on 

Capital,  bnt  not  on  Drawings. 
(«)  Dtqiraciation  is  to  be  chained  as  follows — 

1.  Fiitnrea  and  Fittings,  5  per  cent. 

2.  Plant  and  Machinery,  10  per  ceaL 

3.  Horses  and  Carte,  16  per  cenL 

(d)  The  Bad  I>>:bt  Reserve  is  to  be  made  np  to  £fiO0. 

(e)  Only  three  qoarters'  Bent  had  been  paid  on  December  Dl, 

and  no  reserve  had  been  passed  thron}^  tiie  books  f oi  I  l.e 
qaarter  owing. 
(/)  The  nneipired  anioants  to  be  carried  ftowaid  are — 

1.  Rate*  and  Taxes,  £14  &.  Id. 

2.  Insoraooe,  £7. 

{g)  The  value  of  the  Ktock  in  hand,  aa  on  Deccoiber  31,  1910, 
was  agreed  at  £3904 14i.  Id. 
Give  the  Jonraol  entries  for  the  above  adjatlOMDU. 
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Tsui.  Balamck. 

Dr. 

Cr. 

£ 

d. 

£    s.    d. 

John  Peareon,  Capital    . 

6,000    0    0 

Allan  M&ceregor,  Qipital 
Repairs  and  Benewoli    . 

248 

2 

3,000    0    0 

S47 

10 

Salea       .... 

19,947  18    9 

Sales  Eetnmt 

742 

7 

Stock  (IteoemW  31,  1909) 

2,731 

14 

BadDebta       .        .         . 

89 

4 

Cash  Sales       .         .        . 

384    2    8 

Carrias«  .... 

1,421 

10 

156 

14 

SUble  ExpenseB 

192 

1 

PnrehaBa        .        .         . 

13,728 

0 

PurchaBes  Returns  . 

757  16    5 

Bills  Receivable      . 

929 

1 

Wages    .... 

1,646 

13  10 

Sdlaiiea  .... 

346 

3 

John  Peu'son,  Drawings 

650 

0 

0 

AlUa  Macgregor,  Drawinga 

300 

0 

0 

Water,  Gas,  etc.      . 

126 

2 

7 

Rent        .        .         . 

ISO 

0 

0 

Easerve  for  Bad  Debts 

150    0    0 

30 

5 

2 

Trade  Expenses 
General  Eipensea   . 

197  18 

I 

203 

1 

2 

Discounts 

4    9    7 

Sundry  CreditorH    . 

1,099  10  10 

Sundi}'  Debwra 

5,771 

4 

Horses  and  Carta    . 

35ft  14 

Bates  and  Taxes 

127 

4 

6 

Pixturea  and  Fittings 

375 

8 

9 

Commisaion    . 

62  12 

7 

Cash  in  huid  .        . 

46 

7 

1 

Bank  balance .        . 

122    3    2 

£31,466 

"T 

T 

£31,466  ■  0    6 

ROYAL  SOdETV  OF  ARTS  EXAMINATIONS,  1911. 

Stage  III.— Advancid. 
[3  hours  allowed.] 
1.  The  undermentioned  transBCtionatook  place  between  Robertson 
&  Co,,  of  Ijondon,  and  Trumper  &  Co.,  of  ^lelbou^QB — 

1910.  £     *-  d. 

Dec.   31.     Balance  owing  by  Trumper  i  Co.  to  Robert- 


1911. 
Jan.     7. 

April  10. 


eon  k  Co.  at  this  date 

Robertson  ft  Co.  shipped  goods  to  Trumper 
A;  Co 

Bank  draft  received  this  day  by  Robertson 
&  Co,  from  Trumper  &  Co.         .         .         . 


500    0    0 

300    0    0 
600    0    0 

hyGoogle 
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1911. 
April  16.     BoberUoQ  k  Co.  paid  on  beh&If  of  Tmniper       £    a.  d. 

, ,      15.     Charges  Orieut  Moil  8. 8.  Co.  .         .      50    0    0 

„      15.     London  Packing  Co.,  Ltd 100    0    0 

Prepare  the  Account  cmrent,  bearing  interest  at  5  per  cent,  to  be 
rendered  by  BobertsoD  k  Co.  to  Trnmper  ft  Co.,  as  on  A^il  30, 

1911. 

2.  On  January  20,  1911,  the  Eaitwood  Timber  Co.,  Ltd.,  allotted 
600  Ordinary  Shares  of  £1  each,  numbered  Ift&OO  bo  18999,  lo  Ernest 
Willington,  33,  Rayleigh  Street,  E.C.,  and  on  the  Mue  day  they 
Bent  him  a  letter  of  regret  with  reference  to  the  further  600  shares 
for  which  he  had  applied. 

E.  Willington  paid  for  the  shares  allotted  to  hint  as  follows — 
January  11,  1911,  5s.  per  share  on  application  ;  January  20,  5f.  per 
share  on  aUotnunt ;  and  10>.  per  share  (final  call)  on  Febmary  20, 
1911. 

On  February  28, 191 1 ,  E.  Willington  purchased  a  further  500  shares, 
Nob.  1  to  500,  on  the  Stock  Exdiange,  for  which  be  paid  21i.  per 
share.  The  transfer  was  lodged  and  approved  on  March  6,  I9I1. 
TThese  shares  were  purobased  from  R.  Cee,  14  High  Street,  Burnham. 

On  March  31,  1911,  E.  Willington  sold  100  sham.  Nob.  1  to  100, 
to  Pet«r  Robinson,  14,  Dowgate,  Southminster,  at  36s.  per  share,  the 
transfer  being  lodged  on  April  1,  and  approved  on  April  3,  1911. 

Show  the  aiwYe  transaotions  as  they  would  appear  in  iJie  stetis- 
tical  books  of  the  Eastwood  Timber  Co.,  Ltd.  Ignore  all  questions 
of  brokerage,  etampa  and  transfer  fees. 

3.  The  IlnBcotah  Rubber  Plantations,  Ltd.,  own  a  rubber  estate 
in  the  East.  Practically  all  the  expenditure  is  local,  and  is  made  in 
cash.  The  rnbber  harvested  is  sent  to  Hamburg  for  sale  by  anction, 
the  net  proceeds  being  remitted  to  Londou.  The  local  correacy 
fluctuates  considerably. 


deal  with  the  questions  of  currency  and  exchange. 

i.  Describe  briefiy  how  you  would  convert  a  set  of  books,  which 
had  been  kept  On  "  Single-entry  "  methods,  into  the  "  Doable-entry  " 


The  Patent  Rtce  food  Co. ,  Ltd.  was  r^stered  as  a  Private  Com- 
pany in  December  1909,  with  a  Nominal  Capital  of  £32,000,  divided 
mto  30,000  Ordinary  Shares  at  £1  each,  and  200  Fonndecs'  Shares  of 
£10  each.  The  latter  shares  were  issued,  as  fully  paid,  to  the 
inventor  of  the  patent  food,  in  oonsideration  for  the  license  granted 
by  him  to  the  Company  for  the  sole  riaht  to  manufacture  nnder  his 
patent.  The  inventor  and  his  friends  subscribed  for,  and  were 
allotted,  20,204  Ordinary  Shares,  upon  which  12s.  M.  per  share  was 
called  up. 

The  Compnny  started  business  on  January  1,  1910,  and  on  Sep- 
tember 30,  1910,  an  interim  dividend  of  4  per  cent.,  free  of  tax,  was 
declared  and  paid  on  the  paid-up  portico  of  the  OrdinatT  Shares. 

On  December  31,  1910,  the  Ledger  Balances  of  the  Company,  in 
addition  to  those  represented  by  the  above  traoBactions,  were  as 
follows — 
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Balances  or  Lbdoeb  Accovhts. 

£     s.  d. 

Advertiiing 1,668    0    0 

Bank  Lmo 2,000    0    0 

Bills  P»jr»bl« 4,741    0    0 

Calla  in  Airear 2  10    0 

Curiage 977    0    0 

Cub  at  Bonk 1,311    0    0 

Sundrf  DebKKS 3,592    0    0 

Diacount  on  ParchaaeB  (lees  Discount  on  Sales)   .         .  93    0    0 

Electrical  Power  for  Factory 161    0    0 

GxtenBion  ot  Leasehold  Premises         ....     2,500    0    0 

Interest  on  Bank  Loan 65    0    0 

Machinery  Purchased 8,451    0    0 

Office  Furniture 219    0    0 

Office  Salaries 472    0    0 

Preliminary  Expenses 113    0    0 

Purchases 5,816    0    0 

Bent,  Rates,  Lighting  and  Insurance  .         .         .        247     0    0 

Sales 6,862    ft    0 

Sales  Eetoms IIS    0    0 

Stationery  and  Office  Expenses 77    0    0 

Sundry -fiade  Creditors 1,427     0     0 

TraveUers' Salaries  and  Expenses        ....     1,166    ft    0 

Wages 2,269    0    ft 

The  Stock  in  hand  as  on  December  31,  1910,  was  valued  oud 
certified  by  the  Mansging  Director  at  £3,076. 

YoD  are  required  to  prepare  a  Trading  Account  and'  a  Profit  and 
Lobs  Account  for  the  year  ended  December  31,  1910,  and  a  Balance 
Sheet  as  on  that  date. 

Before  preniring  these  accounts  the  following  adjustments  are 
necessary.     (Give  the  Journal  entries.) 

(a)  The  Directors  decided  to  write  off  Depreciation  on  the 
machinery  at  the  rate  of  10  per  cent,  per  annum  for  the 
6  months  during  which  the  machines  bad  been  running. 
The  Directors  decided  that,  as  the  full  benefit  had  not  yet 
*  been  derived  from  the  expenditure  upon  Advertisiiu  and 
Travellers'  saluies  and  expenses,  the  former  item  should 
be  spread  over  3  years  (191ft  to  bear  a  full  share),  and 
that  one-half  of  the  latter  should  be  carried  forward  to 
1911. 
(c)  On  investigation  it  was  discovered  that  the  Carriage  Account 
contained  items  amounting  to  £236,  representing  Freight 
on  machinery  erected  at  the  factory,  and  it  was  decided 
to  transfer  this  amount  to  the  Machinery  Account.  It 
was  also  found  that  the  Wages  Account  included  £93, 
representing  the  wages  of  men  employed  in  erecting  the 
machinery ;  it  was  det^ed  to  treat  this  item  in  the  same 
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LONDON  CHAMN:R  OF  COUUBRCE. 

ExumiATioN  roR  Sinior  Comhircial  CcRnncATts  ikd 

Trachbbs'  Diploma,  1903. 

[3  bonra  allowed.] 

ItfPORTAST  Notice. 

Candidaia  far  Iht  ordinary  Senior  CertiJUaU$  may  antwer  aU  or 

any  of  ^attvna  1  to  6  (totft  inc/uiiiw),  biii  )nus<  nof  a^empt  juatitmt 

Cor  7. 

CaruHdaUa /or  the  Tea<A^i'  Diploma  are  eon/lM^  to  gaeadotui  3,  4,  5, 
fl  avd  7,  and  mutt  not  aataur  quiitioni  1  or  2. 

1.  The  Birchets  Mineral  Water  Companj,  Ltd.,  aeiuli  out  caaei  cd 


le  Compwiy's  1 


merated  wat«r  to  chemtst«  in  various  parts  of  the 
orretnni."  Each  chemist  ia  at  once  debited  in  the 
with  the  water  Bopplied  at  the  price  he  is  to  obtain  for  it  when  sold, 
and  is  allowed  to  deduct  ]  0  per  cent,  from  this  value  when  accooot- 
ing  for  hia  salea.  The  personal  accounts  of  all  chemists  so  aapplicd 
are  included  in  the  Ledger  balances  at  the  end  of  the  year.  Haw 
Woold  yon  deal  with  these  accounts  when  preparing  the  Company's 
Profit  (uid  Loes  Acconnt  aud-Balance  Sheet  ? 

2.  The  London  and  Westmineter  Grocery  Company,  Ltd.,  haa  a 
Betail  Branch  in  Manchester,  which  is  supt^ed  with  all  goods  from 
London.  The  Branch  shop  keeps  its  owp  Sales  Ledger,  receives  cask 
against  Ledger  accounts,  and  remits  the  whole  of  the  cash  received 
daily  to  the  Head  09ice.  All  wages  and  Branch  expenses  are  drawn 
for  by  cheqae  weekly  from  the  Head  Office  npon  the  Imprest 
Syst«m. 

From  the'  □ndermentioned  particulars  supplied  hy  the  Branch 
manager  show  how  the  Branch  accounts  would  appear  in  tbe  He«d 
Office  books,  aod  prepare  a  Profit  and  Loss  Acconnt  for  the  Branch 
shop  for  the  six  months  to  December  31,  1M7. 

£      ..   rf. 

Six  months'  Credit  Saka 2,387    0     0 

Ratums  Inwards 20    0    0 

Ca^  received  OD  Ledger  accounts       ....     2,S84    0    0 

Cosh  Sates 1,214     0     0 

Stock,  July  1.  1907 720-   0    0 

Stock,  Decembers],  1907 1.12!     0    0 

Debtors,  July  1.  1907 1,227    0    0 

Goods  received  from  Head  Office         ....     2,178    0    0 

Rent,  Taxes,  etc. ,  paid 375    0    0 

Wages  and  Sundry  Expenses  paid       .         .  .        SSS    0    0 

S.  Messrs.  J.  Moss  &  Co.,  of  London,  coosi^  goods  to  the  cost 
fcmount  of  £1,600  to  their  agent,  J.  Solomon.  Hong  Kong,  on  which 
they  pay  freight,  insurance,  and  charges,  £55.  drawing  on  him  at 
90  days  tor  £1,300.  They  discoont  the  Bill  at  Lloyds  Bonk,  being 
charged  £15  therefor.  They  receive  Account  Sales  of  the  consiga- 
ment  for  £1,729,  less  Agent's  Commiasion,  etc.,  £71,  and  a  draft  on 
the  Bank  of  Hong  Kong  for  the  balance. 

Make  the  entries  necessary  to  record  the  above  transactions  in  the 
books  of  Messrs.  J,  Moss  &  Co. 

4.  An  English  company  owns  a  Tea  Plantation  in  Cejlon.  All 
the  tea  produced  is  shipped. to  a  London  firm  of  tea  bi-okera,  who 
duly  furnish  Account  Sales  and  remit  proceeds  to  the  London  office 
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of  the  Company.  The  acconnts  of  the  detafled  expenditnK  in  C^on 
arekeptinladiBiiicarrency,  ajid  are  sent  to  the  Head  Office  in  London 
monthlj'.  The  Aoconnt  Sales  nod  the  ttcoount  of  the  remtttancei  to 
Ceylon  are  kept  in  sterling. 

what  meUiod  would  you  adopt  for  dealing  with  the  two  otnreniiieB 
employed  when  writing  up  the  Head  Office  books* 

S.  The  Chiddinef old  Manufacluring  Company,  Ltd.,  waa  registered 
with  a  Nominal  Capital  of  £100,000,  divided  into  60,000  6  per  cent. 
Preference  Shares  of  £1  each,  and  60,000  Ordinary  Shares  of  £1 

llie  books  of  the  Company  were  balanced  aa  on  January  31,  1903, 
on  which  date  a  Trial  BiUbuioe,  containing  the  following  balances, 
was  extracted  from  the  books^ 

Lbdcieb  Balabces. 

£  t.  a. 

Carriage,  Dock  Dues  and  Freight    ....  4,773  0  0 

Advertising fl49  0  0 

Puel,  Lighting  and  Water 2,lfl3  0  0 

Postage  and  Incidentals 590  0  0 

Catalogues  and  Price  Lists 418  0  0 

Packing 542  0  0 

Machinery  Repairs 177  0  0 

Stable  Expenses 913  0  0 

Office  Enpensea,  SUtionery,  and  Telephone     .         .  1,022  0  0 

Ordinary  Share  Capital  Acconnt      ....  6,000  0  0 

Six  per  cent.  Preference  Share  Capital  Account  .  20,000  0  0 
Debenture  Capital  Account  (200  Debentures  of  £100 

each  at  4i^r  cent.) 20,000  0  0 

Employees'  Superannuation  Fund    ....  4,3S0  0  0 

Debenture  Interest 6S5  0  0 

Directors'  Salaries 1,095  0  0 

Buildings  Acooant 903  0  0 

Machinery  and  Plaut  Account         ....  S,750  0  0 

Stock  on  hand  (February  1,  1907)  ....  88,672  0  0 
£6,000  Consols  (at  coat)  (Investment  of  Employees' 

Superannuation  Fund) 4,360  0  0 

Cash  in  hand 210  0  0 

Horses  and  Carts 720  0  0 

Transfer  Fees 10  0 

Purchases 102,864  0  0 

Purchases  Returns 3,748  0  0 

Factory  Wages 12,704  0  0 

Salaries  and  Travellers' Commission         .         .         ,  10,891  0  0 

Rents,  Rates,  Taxes  and  Insurance          .         .         .  3,173  0  0 

Sales 174,493  0  0 

Sales  Eeturna 6,619  0  0 

Discount  Account  (Debit  Balance)  ....  2,782  0  0 

Bad  Debts  written  oft 203  0  0 

Bank  Charges  and  Interest 42  0  0 

Legal  Eioenses  and  Audit  Fee         ....  418  0  0 

Company  B  Contribution  to  Superannuation  Fund    .  516  0  0 

Debtora  as  per  Sales  Ledger 19,876  0  0 

Creditors  aa  per  Bought  Ledger       ....  4,340  0  0 

Billa  Payable 320  0  0 

Cash  at  Bank f,784  0  0 
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Before  oloeing  the  books  the  following  adjuBtmenta  ore  neoets&rf — 
£    9.   d. 

1.  Telephone  R«Dt  paid  in  advance    .        .  .       SG     0     0 

2.  Travellaw' ComraiMion  owing        ....     312    0     0 

3.  Rent  dne 379    0     0 

4.  Insarance  unexpired 541     0     0 

6.  Beterre  fot  Dificoiuits,  et«.,  on  Sundry  Debtors  600     0     0 

6.  Write  off  the  foUowiog  iWreciations— Mschinerj  and  Plant, 

10  per  cent.  ;  Carts  and  Hones,  £214. 

The  Stock  on  hand  ae  on  January  31, 1908,  was  valued  at  £34,839. 

The  Direct  ors  decide  to  write  olF  the  whole  of  the  Buildings  Account 
and  to  tranafer  £7, 000  to  Reserve  Account  from  the  profits  of  the  year. 

You  are  required  to  prepare  a  Trading  and  Profit  and  LoBB 
Account  for  the  year  ended  January  31,  1908,  and  a  Balance 
Sheet  as  on  that  date. 

*S.  On  January  1, 1907,  A.  owes  B.  £6,000,  for  which  B.  receives 
twoAcceptaacea  from  A.,  one  for  £2,000  payable  in  two monljia,  the 
other  for  £4,000  payable  in  foar  months,  in  each  case  from  January  1 , 
1907.  B.  duly  discounts  both  these  Acceptances  with  bia  bankers  on 
January  3,  1907,  at  4  per  cent. 

Before  the  first  Bit!  becomes  due  A.  requests  B.  to  assist  him  in 
takins  it  up  by  providing  him  with  £1,000  in  cash,  and  drawing  a 
third  Bill  on  A.  for  that  amount  at  three  months  from  the  due  date 
of  the  first  Bill,  plna  interest  at  5  percent  per  annum  ;.B.  agrees  to 
this  proposal  and  advances  the  money,  discounting  the  Bill  with  his 
bankers  at  4  per  cent. 

A  week  before  the  second  Bill  fot  £4,000  falls  due  A.  again  asks 
B.  to  assist  him  to  the  extent  of  £2,600.  B. ,  however,  ia  not  in  a 
position  to  do  this,  and,  as  bis  bankers  will  not  discount  any  more 
of  A.  's  Acceptances,  he  arranges  with  A.  to  draw  on  him  (B. )  two 
Bills  for  £1,131  IBs.  M.  and  £1,408  Si.  4<f.  at  two  months  and  three 
months  respectively  from  the  due  date  of  the  £4,000  Bill.  B.  duly 
accepts  these  two  bills  and  remits  them  to  A.,  who  discounts  them 
with  his  bankers  at  4  per  cent.,  and,  assisted  by  the  proceeds,  duly 
meets  the  £4,000  Bill.  B.  also  meets  his  two  Bills  on  maturity. 
Chi  June  7,  ISOV,  A,  becomes  bankrupt,  leaving  his  third  Bill  unpaid. 
Make  the  necessary  entries  in  B.'s  books  to  give  effect  to  the  above 


*  7.  State  briefly  how  you  would  explain  to  a  Book-keeping  class 
the  principles  of  the  "Double  Accoant  System,"  and  enumerate 
some  classes  of  undertakings  to  which  it  is  applicable. 

*  Tbeie  queitiana  we  not  MbeiilttniftedbiiCiDdiditeiDtbsrthuitlKuaaittiiig 
(or  Uifl  T»cli*r>'  IMploDii. 

LONDON   CHAMBER  OF  COMMERCE. 

Examination  for  Senior  Cohhercial  CBRtincATES  and 

Teachbbs'  Diploma,  1909. 

[3  hours  allowed.] 

Important  Notice, 

Camdiilatesfor  (ht  ordinary  Senior  Certificaia  may  ansv>er  all  or  any 

t^  questions  1  to  6  {both  indvMve),  bat  mutl  iwt  attempt  gueslvms  6  or  7, 

Candidates  for  Uu  Ttaxheri'  IHploma  are  confined  to  jwdions  1,  2,  6, 

6  and  7,  aitd  muM  not  a/ntwer  question!  3  it  4. 

1.  ALimitedCompany  was  formed  to  take  over  an  old-established 
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msanfactaring  bnsineas.      The  purchase  price  was   fixed,   bj  an 

agrmmMit  dated  Janaai?  1,  1909,  at  £60,000,  paj'able  as  follows— 

£2S,000  in  £1  Ordinarj  Shares  of  the  Companj  isstied  ob  full; 

£^000  Id  S  per  cent.  DebOKtarea,  repayable  in  1919  at  105. 
£10,000  in  caah,  pajrable  od  February  1,  1909. 
The  Company  waa  dulj  registered  with  a  nominal  capital  of 
£100,000,  consiiting  of  100,000  Ordinary  Sharea  of  £1  each.  On 
Jannary  15,  1909,  15,000  Ordinary  Shares  were  issued  to  the  public 
and  fully  paid  up,  with  the  exeeption  of  £150  calls  in  arrenr  upon 
the  allotment  oall. 

The  following  is  a,  list  of  the  Assets  and  Liabilities  taken  over  hf 
the  Company- — 

£       s.   d. 

Sundiy  Creditors 10,000    0    0 

Bills  Payable 5,000    0    0 

Sundry  Debtors   ....     £20,000 
Lta  Reserve  for  Bad  Debts      .  1,500 

18,500    0    0 

Stock-in-trade 10,000    0    0 

Machinery  and  Plant 35,000    0    0 

Loow  Tools 4,000    0    0 

Bills  Receivable 2,500    0    0 

Cash  at  Bank 6,000    0    0 

Make  the  Journal  entries  necessary  for  opening  the  Company's 
books  and  the  entries  required  to  record  the  issue  of  shares  to  the 
public,  assuming  that  lOi.  per  share  is  payable  on  application  and 
lOt.  per  share  on  allotment. 

2.  Jones ,  for  the  mutual  and  temporary  accommodation  of  him- 
self and  Brown,  draws  upon  the  latter  a  Bill  of  Exchange  at  three 
month*  for  £600,  dated  January  1,  19DS.  Jones  discounts  this  Bill 
immediately  at  his  bankers,  the  rate  of  discount  being  5  per  cent., 
and  hands  half  the  proceeds  to  Brown. 

Brown,  for  a  similar  purpose,  and  at  the  same  time,  draws  a  Bill 
at  three  months  on  Jones  for  £300.  This  he  discounts  at  his 
bankers  at  5  per  cent,  and  hands  half  the  proceeds  to  Jones.  Brown 
becomes  a  bankrupt  on  March  31, 1908,  and  a  first  and  final  dividend 
of  Jb.  in  the  £  is  paid  on  his  estate  on  June  30,  1906. 

Write  up  Brown's  account  in  Jones's  books.  Assume,  in  each 
case,  that  one- half  of  the  charge  for  discounting  the  Bill  is  chargeable 
to  Brown  and  one-half  to  Jones. 

3.  You  are  preparing  the  3^IsJice  Bheet  of  a  Limited  Company 
of  which  you  are  tbe  chief  accountant,  and  find  that  there  ere  Bills 
under  discount  amounting  to  £10,750.  On  going  through  tbe  hooka 
yon  discover  facte  which  point  to  the  probability  that  £1,000  worth 
of  th«ee  Bills  will  be  dishonouxed  on  maturity,  but  that  there  Is  a 
reasonable  chance  of  eventually  receiving  lOj.  in  the  £  on  the  £1,000. 
How  would  you  deal  with  these  Bills  under  discount,  and  how  shonld 
they  appear  in  the  Company's  published  accounts  I 

4.  Robinson,  on  August  31,  1907,  buys  from  Tuck  &  Co.  150  tons 
of  coal  at  le.  6d.  a  ton  at  the  pit  mouth,  and  pays  for  them  at  once 
by  cheque,  being  allowed  a  discount  for  cash  of  2^  per  cent.     He 

Bys  1).  3d.  a  ton  tor  carriage  by  rail  and  W.  a  t9n  for  carti«e. 
I  mUb  the  coal  to  a  SheffiMd  Mannfacturing  Company  at  123.  6d. 

n,3t,7=- In  Google 


786       BOOK-KEEPING  AND  ACCOUNTS 

ft  ton  on  September  14,  and  dmws  a.  Bill,«t  two  taoMm,  tot  tlM 
sniorat.     Tbo  Bill  ii  dUhontnired  at  nmtortty,  tret  ia  tn^MditAri^ 

Sid  by  the  MtumfoctnriDE  Compauj  upon  demand  being  made  to 
Bm.  Draw  the  Bill  of  Excbonge  and  mnke  the  entriet  micesaar; 
to  record  Uio  above  truuActkiDB  in  Bobiiuon'i  books,  and  show 
what  proSt  or  loaa  Bobinson  nuuie  up<ni  the  deal  after  cbargiug  10 
per  cent,  on  the  original  cost  of  the  coal  for  eatabliBhment  expenses. 

6.  The  Engine  and  Motor  Company,  Ltd. ,  has  a,  Nominal  Capital 
of  £100,000,  divided  into  75,000  Ordinary  Shares  of  £1  each  and 
2,500  6  per  cent.  Camnlative  Preference  Shares  of  £10  each. 

The  books  of  tha  Company  were  balanced  on  March  31,  1908,  on 
which  date  a  Trial  Balance,  containing  the  following  balances,  ma 
extracted  from  the  books — 

Ledger  Balances.  £       a.  d. 

Freehold  Premiaes 12,675    0     0 

Plant  and  Machinery 11,595    0    0 

Ordinary  Share  Capital  (30,000  shares,  tnlly  called)      50,000    0    0 

Calls  in  Arrear aoOO    0    0 

Preference  Share  Capital  (2,500  shares,  fully  paid) .      25,000    0    0 
Stock-in-trade,  March  31,  1907         ....       14,665    0    0 

Office  Furniture 545    0    0 

Look  Tools,  March  31,  1907 3,125    0    0 

Patterns 3,155    0    0 

PatenM 1,535    0    0 

Profit  and  Lo^s  Account  (Credit  Balance,  March  31, 

1907) 1,645    0    0 

Goodwill  Account 3,000    0    0 

Snndry  Debtors 31,215    0    0 

Cash  at  Bank,  Current  Account        ....  985    0    0 

Cash  at  Bank,  Deposit  Account        .         .'       .        ,       10,000    0    0 

Cash  in  hand 45    0    • 

Sales 107,015    0    0 

gates  Returns 975    0    0 

Purchases 71,245    0    • 

Purchases  Returns 1,675    0    0 

Sundry  Creditors 12,803    0    » 

Bills  Payable 8,765    0    0 

Manufacturing  Wages 25.595    0    0 

Repairs  and  Ksnewala  of  Plant        ....         1,246    0    0 

Coal 2,765    0    0 

Gas  and  Water 475    0    0 

Rates,  Taxes  and  Insurance S65    0    0 

Office  Salaries 750    0    0 

Trade  Expenses 2,165    0    0 

Bad  Debts  written  off 615    0    0 

Reserve  for  Bad  Debts  (March  31,  1907) .         .        ,         1,165    0    0 

Directors'  Fees 300    0    0 

Carriage 4,155    0    0 

Interest  on  Bank  Deposit  Account  ....  45    0    0 

Audit  Fee  and  Legal  Expenses         ....  205    0    0 

General  Expenses 943    0    0 

DiBConnts,  allowed  to  Debtors  ....         1,235    0    0 

Discounts  received  from  Creditots   ....  875    0    0 

Preliminary  Expenses 350    0    0 

ECravelling  Expenses 4<S    0    0 
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Before cloeingtlie  books  thefollowingvljuBtmentBarenecesBaiy — 

(1)  A  portion  of  the  pretnises  has  boea  sublet,  since  January  1, 
1908,  at  £80  per  annum,  and  the  rant  due  to  date  haa  not  been  paid 
or  passed  through  the  books. 

(2)  The  insurance  unexpired  ainoiint«  to  £30. 

(3)  Eleven  months  only  of  the  OtEoe  Salaries  have  been  paid. 
One  month's  salaries  were  owing  ou  March  31,  1908. 

(4)  Make  the  Reserve  for  Bad  Debts  equal  to  an  amount  repre- 
senting 5  per  cent,  on  the  Sundry  Debtors  (eiciuding  Sundry  Debtors 
for  rent). 


{a)  Plant  and  Machinery         .        .         .10  per  cent. 
(6)  OEGoe  Furniture         .         .         .        .     10      „ 

(e)  Patterns IS      „ 

(d)  Patents 20      „ 

The  Stook-in-trade  on  March  31,  1908,  was  valued  at  £23,995, 
Md  the  Loose  Tools  at  £2,730. 

You  are  required  to  prepare  Trading  and  Profit  and  Loss  AccountA 

for  the  year  ended  March  31 ,  1908,  and  a  Balance  Sheet  as  on  that  date. 

Wliat  dividend,  if  any,  would  you  reoommend  the  Direot^o'a  to 

propose,  taking  into  o<^sideration  the  fact  that  the  dividend  on  the 

Preterenoe  Shares  for  the  year  ended  March  31,  1907,  has  not  been 

*6.  A  Limited  Company  has  a  Nominal  Capital  of  £250,000,  in 
25,000  shares  of  £10  eauh.  Of  these,  4,000  shares  were  issued  to 
the  vendors  as  fully  paid,  8,000  shares  were  subscribed  for  by  the 
public,  and  during  the  first  year  £5  per  share  was  called  np.  2,000 
shares  were  issued,  as  fully  paid,  to  persons  other  than  the  vendors, 
in  payment  for  property  purchased.  On  the  8,000  shares  subscribed 
for  bj  the  pnblic  there  had  been  paid  at  the  end  of  the  first  year — 
On  6,000  shares,  the  full  amount  called 

,,  1 ,250  shares,  £4  per  share 

„      600  shares,  £3       „ 

„     250  shares,  £2      „ 

The  Directors  forfeited  the  7S0  shares  on  whioh  less  tliui  £i  had 
been  paid. 

You  are  required  to  submit  Journal  entries  recording  the  Capital 
transactions  of  the  Company,  and  to  set  oat  the  Capital  as  it  should 
appear  in  the  Company's  Balance  Sheet  at  the  end  of  the  first  year. 

"7.  Describe  briefly  the  iKXiks  of  account  which  you  would  expect 
to  find  in  use  in  a  Iwink.  State  what  the  "General  Ledger"  of  a 
l>ank  should  contain,  and  what  information  you  would  expect  it  to 
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LONDON  CHAMBER  OF  COMMERCE. 

EXAHIHATIOH  FOR  SlNIUB  COMMBBOIAI.  CxRTHTCATKS  AMD 

TiACUBRa'  Diploma,  May  1010. 
Ihpobtakt  Notice. 

Candldatea  for  the  ordinary  Senior  Certificaiet  may  aiuie^  all  OT  any 
of  giieatiims  I  to  6  (6otA  iruluiivt),  but  must  not  ailempl  gii^ions  6 
or  7. 

Candidate)  for  the  Ttachtrs'  Diploma  arc  eonjbud  to  queatuna  1,  2, 
5,  0  and  7,  and  muif  not  antwer  jucwtiona  3  or  4. 

1.  What  is  tb«  diSeKiiM  (if  an;)  between  "Fixed"  and 
"  Floating  "  aoBetfi  ! 

Designate  to  which  class  the  tiDdermentioned  asseU,  the  property 
o(  a  boot  mannfactnrer,  belong — 

Book  Debts ;  Stock-in-trade  ;  Consols  £200 ;  Plant  and  Machiaeiy ; 
Freehold  Land  ;  Bills  Receivable  ;  Goodwill ;  Patents. 

*2.  Yon  are  required  to  prepare  the  return,  tor  Income  Tai 
Assessment  ander  Schedule  (D),  for  the  current  year  from  the 
following  particulaTB  which  relate  to  the  business  of  Messrs- 
Boorman  &  Bashall,  who  share  profits  eqaally. 

Th«  Profit  and  Loss  Accounts  prei«red  by  the  firm's  aoconntants 
showed  the  following  resulta :  ImJ  profit,  £3,219 ;  1908  profit, 
£1,2M;  1909  profit,  £1,981, 

Before  arriving  at  the  above  profits  the  following  items  we[« 
charged  in  the  accounts — 

1907.         1908.         1909. 

Interest  on  Capital        .        .         .        £490         £S10         £620 
Income  Tax  (Schedules  (D)  ±  (A) )  67  72  8* 

Partners'  Salaries  ....  300  300  300 

Depreciation  on  Plant    ...  150  165  151 

Charitable  Donations     ...  15  16  20 

The  firm's  premises  are  freehohl  and  are  assessed  for  Property 
Tax  (Schedule  (A))  at  £600  per  annum.  The  surveyor  of  taxes 
for  the  district  deoUuea  to  allow  the  above  provisions  for  deprecia- 
tion, but  agrees  to  an  annual  allowance  of  £100  for  wear  and  tear. 
Mr.  Bashall  holds  a  policy  of  assunmce,  with  a  British  office, 
upon  his  own  life,  the  annual  premium  upon  which  amounts  to  £K. 
3.  Robert  Webber  keeps  hia  books  by  the  "  single  entry  "  method. 
His  financial  position  on  December  31,  190S,  was  as  follows— 

f  B.   -;. 

Cash  in  hand 12  10  0 

Stock-in-trade 612  15  0 

Fixtures  and  Fittings       .         .         .         .         89    0  0 

Cash  at  Bank 153    0  0 

Sundry  Debtors 421  10  0 

Machinery  and  Plant        .  .         .       9S1     0  0 

Sundry  Creditors 1,209  15  0 

During  the  year  Robert  Webber  withdrew  from  the  business,  for 
private  purposes,  the  sum  of  £480. 

•  Colonbil  sod  IndinD  csndlditea  me,!,  >l  the;  pre[«r,  uiiwai  QueatloD  Bo,  6  In 
p1ac«  ot  QuMtion  No.  2. 
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On  December  31,  190S,  Webber's  titiaiicial  position  was  as 
follows — 

Machinery  and  Plant,  £1,350 10s.  ;  Fixtnresoiid  Fittings,  £80 10s.  ; 
Sundry  Debtors,  £732 ;  Stock-in-trade,  £950  10s.  ;  Oub  in  hand, 
£15;  Sank  overdraft,  £500 ;  Sundry  Creditors,  £1,400  10s. 

From   tlie    above   particulars  prepare  a  Btatement  shoving   the 

frofit  made  by  Robert  Webber  for  the  year  ended  December  31, 
M)d.  When  preparing  this  statement  no  depreciation  need  be 
written  off  any  of  the  assets,  and  no  provision  for  b&d  uid  doubtful 
debts  is  necessary. 

4.  What  is  an  "  Account  Sales"?  In  what  particulars  (if  any) 
does  it  differ  from  a  "Consignment  Account    ! 

On  October  15,  1909,  Delmaine  Bros.,  of  London,  shipped  to 
Donnison  U  Sons,  ol  Port  Elizabeth,  60  cases  of  mixed  sheflield 
goods.     These  goods  ware  invoiced  jiro  forma  at  £32  10s.  per  case. 

The  London  paymeDts  in  connection  with  this  consignment 
werei  Insnranoe,  £10  12s. ;  freight,  £54  12s.  ;  sundry  ohargea,  £3  ICs. 
ayments  made  by  Donnison  &  Sons,  in  South  AfriOA, 
Itorage,  £16  12s.  ;  Landing  charges,  £6  10s.  ;  Insurance, 
£2  lU 

On  December  15,  Donnison  &.  Sons  sold  30  cases  of  goods  at  £45 
per  esse,  on  December  17  25  cases  at  £30  per  case,  and,  on  December 
19,  the  balance  of  the  consignment  at  £51  per  case.  All  the  above 
sales  were  effected  for  prompt  cash.  A  commission  is  payable  to 
Donnison  II  Sons  of  2  per  cent,  on  all  sales  plus  1  j  per  cent.  dU 
endure  commission. 

On  November  1,  Dehnaine  Bros,  drew  a  Bill  on  Donnisou  &  Sons 
for  £1,000.     This  draft  was  duly  accepted. 

Prepare  an  "Account  Sales  showing  the  result  of  the  above 
consignment,  and  show  how  the  transactions  would  appear  id  the 
books  of  Delmaine  Bros. 

5.  The  Wayside  Boot  Co. ,  Ltd. ,  was  rwistered  with  a  nominal 
Capital  of  £50,000,  divided  into  10,000  Reference  Shares  of  £i 
each,  and  800,000  Ordinary  Shares  at  Is.  each. 

On  December  31,  1909,  a  Trial  Balance,  containing  the  following 
Balances,  was  extracted  from  the  books  of  the  Company — 

Ledobb  BaI,jINCE3. 

£  a.  d. 

Ordinary  Share  Cspital  Account    ....  35,820  0  0 

Preference  Share  Capital  Account .         .         .         .  10,000  0  0 

Pension  Fund 4,980  0  0 

Goodwill  Account 6,000  0  0 

Debenture  Capital  (100  5  per  cent.  Debentures  of 

£50  each) 3,000  0  0 

Pension  Fund  Investments 4,540  0  0 

Stable  Expenses 421  0  0 

Machinery  and  Plant  Account       ....  7,455  0  0 

Transfer  Fees  received 1  10  0 

General  Expenses 939  0  0 

Cost  of  Trade  Catalc^pies 256  0  0 

Bank  Charges 17  0  0 

Company's  Contribution  to  the  Pension  Fund        .  600  0  0 

Bonus  paid  to  Employ^ 763  0  0 

Gas,  Electricity,  and  Water  .        ,         ,        .        ,  1,567  0  0 
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Manager's  Salary 1,500    0  0 

PurchaMs 97,«&1    0  0 

Parcbases  B«tiinia 1,213    0  0 

Intereat  paid  on  Debentnrea 2S8  10  0 

Directora' Fees 250    0  0 

Boiea  and  Pocking 674    0  0 

Bills  payaU« 2,102    0  O 

DiscoQDta  allowed 1,251     0  0 

Discounla  received 1,9T8    0  0 

Soles 131,276    0  0 

Sates  Returns                  M6    0  0 

Carriage 3,460    0  0 

Stock  in  hand  (January  1,  1909)— 

Fmished  Goods 11,264    0  0 

Materials  and  Uniinished  Goods         .        .         .  H,45T    0  0 

Cost  of  Repairs  to  Machinery  and  I^ant       .         .  293    0  0 

Debtors  bs  per  Sales  Ledger 16,24fi    0  0 

Q^ditors  as  per  Bought  Ledger     ....  11,747    0  0 

Bod  Debts  written  off 315    0  0 

Factory  Wages 7,299    0  0 

Poetage  and  Stationery 444    0  0 

Horses  and  Vans 946    0  O 

Audit  Fee  and  Legal  Charges         ....  274    0  0 

Bait,  Rates,  Taxes  and  lusuHUUte                           .  1,173    0  0 

Office  Salaries 4,216    0  0 

Bills  Receivable 1,931     0  0 

Advertising 470    0  0 

Freehold  Lond  a»d  Bnildings         ....  1S,442    0  0 

Cash  at  Bank 3,259    0  0 

Cash  at  Bank  (Pension  Fund) 440    0  0 

Cash  ill  hand 75    0  0 

Flofit  and  Loss  Acconnt  (Debit  Balance  brought 

forward  from  last  year) 1,S36    0  0 

Before    dosing    tbe    books    the    Mlowing    adjiBtmenls     ar» 
necesttary — 

L  One  month's  carriue  is  owing  and  has  not  be^i  £ 

passed  through  the  books       ....  472 

ii.  Rent  due  to  landlord  but  not  provided  for  .               150 

iii.  Voluo  of  Unexpired  luflurance  Prwniuin  .  .                197 

iv.  Wi4(ea  paid  in  advance B4 

V,  Reserve  to  be  creat«d  for  Bod  Debts .  750 
vi.  Write  off  the  following  Depreciations — 

(a)  Machinery  and  Plant       .         .         .  .10  per  cent^ 

\b)  Horses  and  Vans £146 

(c)  Land  and  BuitdingB         .         .         .  .     2(  peroMit. 
The  Stock  as  on  Decembers!,  1909,  waa  valued  as  follows— 


You  are  required  to  prepare    Trading  and    Profit    and    Loa 
Acoonnts  for  the  year  ended  December  31,   1909,  and  a  B^uwe 

Sheet  OB  on  that  dote. 
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*6.  Meflsra.   Baxter  &  Sons,  whoBB  head  offloe  is  in  London, 

remitted  £500  to  tkeir  Manchester  Brooch  on  December  30,  11)09 
Tbe  books  oi  the  Head  Office  aod  tha  Branch  are  balmoed  as  oa 
Eteoember  31,  each  year.  The  above  vsntionad  remitbuics  did  not 
ranch  Manchester  until  the  momii^  of  January  1,  ISIO.  How 
woald  you  deal  with  Ihe  omonnt  in  qneatioa  in  ths  Trial  Balances 
of  the  Head  Office  toA  BraDoh  and  when  preparing  tbe  combinedl 
Balance  Sheet  of  the  whole  buainesa  ? 

*7.  la  there  any  diflerence  between  a  Receipta  and  Payments 
Account  and  an  Ineome  and  ExpenilititFe  Account  ? 

The  following  particulars  relate  to  the  Chilworth  Literary  Societjr 
fot  the  year  ead»l  December  31, 1909  i  SubBcriptiona  raceived  £110; 
Intereat  receiveii  on  InveatniRnt,  £38  ;  Ket  proceeds  received  from 
Lectures  and  Concerts,  £232 ;  Bent  paid  for  use  of  Hall,  £21  ; 
Petty  Cash  Payments,  £10 ;  Advertising  paid,  £21 ;  Printing 
Expffiiaea  paid,  £12  lOt. 

Tbe  Society  holds  ten  4  pec  cent.  Debeotores  of  £100  each  in  th* 
Ueiveraal  Library,  Ltd.  As  on  December  31.  1909-,  the  Society 
owed  £8  for  Rent  of  Hall  and  £9  tOs.   for  printing. 

Prepare  the  Society's  Annnal  StstemeBts  of  Account  for  the 
year  ended  December  31,  1909. 

*  Them  qoHtloaii  m  not  to  be  uttemptcd  by  Csndldsiss  other  tlian  those 
tittiog  For  Uie  Taui'hers'  Siiiloma,  siiupt  in  cue  of  ColonwL  CBBitldiMa,  whv  nur- 
answer  Queeiion  No.  6  in  pisce  of  Question  So.  2,  siiould  they  prefer  to  do  so. 

LONDON  CHAMBER  OF  COMMERCE. 

EsAHiNAnoH  Fon  Sbnios  Comhiroui.  Cxkomvuxes, 

NovxHBBa  1910. 

[3  hoars  allowed.] 

1.  The  nodermentioned  Seurea  have  been  extracted  from  the 

Trial  BalaneS  of  the  Blankshire  Iron  Co.,  Ltd.,  whoee  financial 

jear  closes  on  June  36. 

Prepare  a  Furnaces  Account  diowing  the  coat  per  ten  of  the  Pig 
Iron  produced,  a  Trading  Account  and  a  Profit  and  Lo3a  Account. 

Balances  EIxtraoted  tboh  Trial  Balance. 

June  30,  1910  £  a  d 

Coal  purchased 7,320  0  6 

Coke  and  Liniestone  purchased          ....  19,350  0  ft 

Ironstone  purchased 7,461  0  0 

Wages  (Furnaces)      ...                  ...  8,842  0  0 

SaleaotPiglron S2,446  0  0 

Stock  of  Pig  1">°  (June  30,  1909)      ....  9,402  0  0 

Trade  charges              5,424  0  0 

Sales  of  Waste  Materials  and  By-producta        .         ,  5,862  0  0 

OfGce  salaries 3,401  0  O 

Directors'  fees 1,500  0  ft 

Transfer  fees 52  0  ft 

Depreciation 3,890  0  0 

Interest  received 321  0  ft 

Bad  Debts 1,680  0  ft 

The  stack  of  Pig  Iron  In  hand  an  on  June  30,  1910,  was  Talued 
«t  £»,221. 
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The  Pig  Iron  produced  dnriiig  th«  ;«U'  ftmonnted   to  18,600 

2.  How  are  the  profits  of  a  Life  Annraiice  Company  ascertained  T 

Give  a  gpecimen  of  the  form  of  acconnt  nBOAll;  employed  aad 
illnitrate  jonr  answer  by  means  of  imaginuy  fiKnre& 

a  The  profits  of  The  I^eaham  Foi^gs  Co.,  Ltd.,  were  £3,542 
in  190e,  and  £3,721  in  IMS,  and  were  doJ;  agreed  with  their 
Harrefor  for  Schednla  (D)  pnrpoaeB. 

The  profit  shown  by  the  pnblished  aoconnta  of  the  Company  for 
the  year  1910  amoanted  to  £4,(^0.  Before  arriving  at  this  profit 
the  accounts  had  been  charged  with  variong  reserves  amonnting  to 
£500,  and,  in  addition,  £6U0  had  been  written  off  the  Preliminary 
Expenses  Account.  Both  these  amoonta  were  enrcharged  by  th« 
anrveyor.     The  Schedule  (A)  assessment  was  allowed  at  £3,50a 

The  Company's  claims  for  10  per  cent,  depreciation  on  some 
special  machinery  employed  by  them,  and  for  an  allowance  for 
obsolete  machinery  which  they  had  scrapped,  were  disallowed 
by  the  snrveyor,  but,  on  appeal  to  the  local  Commissioners,  u 
allowance  under  these  heads  amounting  to  £3,200  waa  granted. 

Show  the  result  of  the  above  facts  upon  the  Company's  income 
tax  return,  and  mention  any  special  point  which  aiises. 

4.  The   undermentioned  items  appear  in  the    General  Ledger 
balances  of  the  Loamehire  Bank,  Ltd. 
(a)  "  Cash  in  hand  £2,462,986  10*.  6>1" 

What  does  this  item  include  and  where  would  yon 

C~  ^  it  in  the  published  accounts  of  the  Bank! 
ns  at  short  notice  £fi,54I,241  195.  lOii" 
Eiplun  briefly  what  this  it«in  would  consist  of  and 
denote  its  proper  place  in  the  published  accounts  of  the 
Bank." 
{e)   "  Uabilities  of  cuetoraers  on  acceptances         , 

£2,572,481  16*.  id." 
What  does  this  item  mean  and  how  would  yon  deal 
with  it  in  the  published  accounts  ot  the  Bank  ? 
G.  J.  Walters  and  B.  Dove  are  in  partnership  as  Joiners  and 
Timber  MerchMtbi. 

The  following  balances  were  extracted  from  their  books  as  on 
June  30,  1910— 

Lbdoer  Balances. 
Purchases —  £    j.  d. 

Timber 13,926    0    0 

.  Ironmonaery  and  General  Stores    ....  421    0    0 

Painters'and  Polishers'  Materials  ....  197    0    0 

Fuel  and  Oil 413    0    0 

Manufactured  Goods 159    0    0 

Land  and  Buildings 14,661    0    0 

Machinery  and  Plant 6,743    0    0 

Boiler  and  Heating  Apparatus 498    0    0 

Bepairs  and  geneiul  charges ■      177    0    0 

Loose  Tools  as  on  June  30,  1909        ....       1,524    0    0 

Freight 1,261     0    0 

Stationenr  and  Office  Expenses  .  .         .  350    0    0 

Electric  Light 92    0    0 

Stable  Expenses 234    0    0 

Joinery  Sales 25,747    0    0 
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£  ».  d. 

Wages 12,975  0  0 

Cataltwnee  and  Price  Lists  at  cost     ....          122  0  0 

J.  Walters,  Drawing  Account 1,300  0  0 

B.  Dove,  Drawing  Account 1,000  0  0 

Diacount  Account  (Dr.  Balance)         .         ■         ■         .            91  0  0 

Mouldings  Salee 9,766  0  0 

Weather  Bnr  Sales    .      - 1,246  0  0 

Bad  Debt  Reserve 207  0  0 

Advertising        ...                 ....          189  0  0 

Office  Salaries Sol  0  0 

Interest  and  Cammiasion 374  0  0 

Postage  and  Telegram 132  0  0 

Bent.  Bates  and  Taxes 613  0  0 

Legal  EjcpcDses  and  Audit  Fee 127  0  0 

Travelling  Expenses 409  0  0 

Purchaaea  Returns 721  0  0 

Bales  Returns 1,624  0  0 

Stock  as  on  June  30,  1909 8,742  0  0 

Sundry  Debtors 12,448  0  0 

SundiT  Creditors       . 9,693  0  0 

Bills  Receivable 271  0  0 

Cash  at  Bonk 2,678  0  0 

Gash  in  hand 128  0  0 

J.  Walters,  Capital  Account 20,231  0  0 

B.  Dove,  Qipital  Account 17,217  0  0 

Before  closing  the  books  the  following  adjustments  are  necessary — 

1.  Write  off  £500  from   the   Land  and  Buildings   Account  for 

depreciation  on  buildings. 

2.  Write  off  10  per  cent,  depreciation  from  the  Machinery  and 

Plant  and  Boiler  and  Heating  Apparatus  Accounts. 

3.  Make  the  Reserve  for  Ba^  Debts  up  to  £500. 

4.  Charge  S  per  cent,  interest  on  Capital  but  not  on  drawings. 

6.  Write  off  the  whole  of  the  cost  of  the  catalogue  and  price 

The  stock  on  June  30,  1910,  was  valued  by  the  partners  at 
£11,247,  and  the  loose  tools  at  £1,312,  The  profits  are  shared  as 
to  three-fifths  to  Walters  and  as  to  two-l^fths  to  Dove. 

Bills  receivable,  not  due  until  after  June  30,  1910,  amounting  to 
£1,114  had  been  discounted  prior  to  that  date- 
Yon    are  required    to  prepare   Trading   and    Profit    and   Loss 
Accounts  for  the  year  ended  June  30,  1910,  and  a  Balance  Sheet 
OS  on  that  date. 

LONDON  CHAMBER  OP  COMMERCE. 

Examination  fob  Senios  Cohmbrcial  Cbktificates,  and 

Tbachbbs'  Difloxa,  1911. 

IlfFOBTANT  NOTICB. 

Candidalafor  the  ordinary  Senior  Certificata  may  annver  all  or  any 
of  questions  I  to  5  (both  ijieluitive),  but  must  not  allempt  guestioTU  6  or  7. 

Candidates  for  ike  Teachers'  Diploma  .are  eonfintd  to  questions  1,  2, 
6,  6,  and  7,  and  must  not  answer  questions  3  or  4. 

1.  James  Jowit  &,  Co.,  printers,  purchased  three  monotype 
machines  on  January  1,  1910,  at  a  cost  of  £1,000  each.     The  firm'* 
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engisee 

will  res 


iseer  reports  that,  with  care  and  proper  repairs,  the  mochiDei 
L  remain  efficient  for  ten  years.  At  the  end  of  that  period,  tha 
Bsdiines  will  be  sold.  The  current  intirkiet  price  of  mochinea  <A 
(bi»  type  aiter  ten  yeara'  ase  is  about  £100  each. 

Yau  are  iwlied,  as  book-keeper  to  the  fiim,  to  adrise  aa  to  bow 
the  depreciation  on  the  above  machioeB  should  be  tF«»Ced  io  bha 
books  of  the  firm.  Submit  alternative  methods  fortheconaideratiMa 
ml  the  partnerB,  and  state  which  you  prefev^  and  why. 

2.  What.is  meant  by  the  term  "Columnar  Book-keepinE'"? 

Prepare  a  form  of  a  Columnar  Ledger  suitable  for  U8«  m  a  unaU 
hctel  and  enter  the  following  details — 

Tuesday,  January   17,   1911.     Visitors'  Aecounttp.     J.  Hag^M,. 


&),  Apartments  5s.,  Breakfast  2^.  (kf..  Tea  Is.  6d.,  SumerSa.,  Liquenn 
Srf.,  Minerals  l9.,  Bath  Is.,  Fire  Is.  J.  E.  Elliott  (&o<mi  3),  Bafanes 
trout  previous  day  £2 IIM.  M.,  Breakfast  2a.  m.,  Bus  to  Station' 6ii^ 
eaah  received  in  settlement  of  Bill  £2  las.  M. 

3.  The  imiiermentioned  assets  are  the  property  ef  the  R^BBca- 
Boot  Hanafocturing  Co.,  Ltd.  How  should  they  be  vahwd  f<r 
Baluice-Sheet  purposes  ! 

{a)  Twenty  debentures  of  £100  each  in  the  Soutbem  Kailat^' 
of  America,  representing  the  investment  of  the  Reserve  Fund.  Tbw 
deboitures  were  purchased  at  par,  but  the  market  prise  haa  ainca 
Suctuated  between  94  and  108;  the  former  quct^ioa  being  th« 
mean  market  price  as  on  December  31,  1910,  the  date  upon  which 
the  Balance  Sheet  of  the  Reliance  Boot  Manufacturing  Co. ,  Ltd. ,.  is 
prepared. 

{i)  Patents  £2,000.  This  amount  represents  the  original  cost  of 
the  patent  rights  in  a  welting  machine.  The  grant  of  letters  patent 
is  dated  January  1,  1906. 

(c)  Goodwill  £5,000.  This  asset  was  purchosed  in  1905,  at  the 
price  named,  upon  the  formation  at  the  Limited  Oomjnn;,  The 
trading  profits  have  steadily  declined  from  £4,200  in  1006  tn  £2,121 
in  1910. 

*4.  Richard  Robson  is  in  business  as  i 
and  his  profits,  as  agreed  with  tha  a 
follows — 

Year  ended  December  31,  1907  .        .        £4,550 

„  ,,  „   1908  .        .        £4,260 

„  „  ,,  1909         .         .        £3,980 

„  „  „   1910  .        .         £3,925 

R.  Robson  also  earned  the  following  income  during  the   same 

1908.  Professienal  fees £150 

1909.  Director's  fees  (no  tai  deducted)'  .         .     £200 

1910.  Director's  fees  (no  tax  deducted)    .         .     £300 

R.  Robaon  also  enjoyed  the  income  from  investments  (all  of 
which  was  taxed  at  itd  soarce)  amonuting  to  £900  per  annum  gross. 

Robaon's  life  was  insured  in  a  British  office,  the  annual  premium 
jmonnting  to  £100. 

*  CoIodIaI  ma  IndinQ  CaDditlBUs  mai',  it  they  prefer,  aitiwsr  (JutatlOD  No.  Tin 
pUeeorQaesUDnBD.  4. 
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Mrs.  B.  RobBon  posseased  private  income  amounting  to  £650 
poas  yvt  annum  througbout  the  above  period  :  all  this  iocOBie  Mras 
«lBa  tarred  at  ita  source. 

Oive  R.  Robson'i  inoone  tax  r^«rn,  Sohsdole  (D),  for  the  year 
«ndlng  April  S,  1912,  and  state  <the  oraoont  of  tax  for  which  he  ie 
liaUe. 

5.  The  following  l>aUnceB  were  .ertrsoted  from  the  books  of  the 
Stombridge  PublUhing  Co.,  Ltd.,  as  od  December  31,  ISIO.  The 
Nominal  Capital  of  the  Oo«apany<cannats  of  10,000  Ordinary  Shareg 
of  £1  each,  and  4,000  6  per  sent.  Pceferenoe  Shares  of  £5  each. 
In  -addition  to  the  pobllabing  <l«f)artaieDt,  the  Company  bos  a 
"  supply  department  i>^  the  aal*  of  the  various  goods  adveitiaed 
jn  its  pilblicationa. 

You  are  required  to  prepare  a  Pubtiahitig  Trading  and  Profit  and 
Low  Aooount,  a  Supply  Tradii^  and  Profit.and  Liwa  Account,  and 
a  General  ProSt  and  Loss  Account  for  the  year  coded  December 
SI,  191^  and  a  Balance  Sheet  aa  on  that  date. 

The  paUishing  stock,  aa  on  Deeensber  .31,  tUQ,  vas  v^ed  at 
£7*0,  aiul  the  supply  stock  at  £4,500. 

Before  preparing  the  annual  aoeounte  it  is  necessary  to  take  the 
following  mOittiers  into  aonsidacation — 

(n)  sMjfA  provision  for  bad  and  doabtfol  4ebts  is  to  be  made, 
no  provision  having  bean  made  in  the  past. 

(o)  Write  off  10  per  oent.  depreciation  on  fumitnre,  etc. 

(e)  Charge  2^  per  cent,  on  the  net  profits  of  the  bnsinBH  aa 
Mananng  Director's  commission. 

(>()  Hm  tbe  coat  of  the  deaigna  is  to  be  borne  by  each  dapoit- 

(e)  Write  sS  one-thicd  ef  the  general  advertisiDg  expenaea  and 
carry  forward  the  balanoe. 

(/)  It  was  decided  to  pay  no  dividend  on  the  Ordinary  Sharea  for 
4he  year  ended  December  31,  1909,  but  ia  ^y  the  Preferenoe 
iOivideud,  asd  to  transfer  £2,000  to  Reserve.  This  lattw  transfer- 
"has  not  been  made. 

LBDaER  iBAIiAHCBS. 

£  a.  d. 

Copyrights  Account 18,000  0  0 

DicectorH'  Fees 400  0  0 

Catls  in  arrear  (being  lOe.  per  duire  on  20  Ordinary 

Shares) 10  0  0 

'Gash  at  Bank I,7a0  0  0 

ProatandLoBBAcooiint(Creditbalaiice,Bec.  31,1966)  4,120  0  0 

Bank  Charges 10  0  0 

Paper  and  Printing 4,K0  0  0 

■General  Office  Sakries 300  0  0 

Sngraving  Blocks 150  0  D 

Bent,  Rates  and  Taxes 400  «  0 

Stationery  (Oetieral  Office) 80  0  0 

Literary  Contributions 400  0  0 

Insurance 8000 

Goodwill 4,000  0  0 

■Sapply  Department  Sales 17,090  0  0 

General  Advertiskig  Expenses €,000  0  0 

Designs  for  Publicationa 1,000  0  « 
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Genarol  ExpenBeB 390    0    0 

Publishing  Bales 6,500    0    0 

MaoEigiDg  Director's  and  Secrettuy's  Salariea    .         .      1,500    0    0 

Dividend  paid  on  Preference  Shares  ....      1,130    0    0 

Furniture,  Fixtures  and  Fittings        ....         910    0    0 

Publishing  Department — Carriage     ....         140    0    0 

,,  ,,         Postage  and  Telegnnu  30    0    0 

„  „        Advertising  Eipenaw  .         150    0    0 

,,  „        Trade  Expenses  .         .         .         110    0    0 

„  „        Discount  Aocoiuit(Debitb^nce)  10    0    0 

„  „        Snbscribets  (amonuts  received) .  40    0     0 

Bad  Debt*  ....  20    0  '0 

,,  „        Adrertisements  received    .  4,100    0    0 

„  ,.         Wages  and  Sal&ries    .  600    0    0 

Reserve  Account 3,000    0    0 

Coab  in  hand 90    0    0 

Bupply  Department — Purchases  ....     9,000    0    0 

Carriage 1,300    0    0 

Trade  Expenses  .        .  .        150    0    0 

Wages  and  Salaries  .        .    1,600    0    0 

Discount  Account  (Debit  balance)        30    0    0 
Postage  and  Telegrams       .  90    0    0 

Travelliug  Expenses 00    0    0 

Ordinary  Share  Capital 4,790    0    0 

Preference  Share  Capilal 20,000    0    0 

Bills  Payable 2,200    0     0 

Sundry  Debtors 3,^0    0    0 

Stock,  December  31,  1909,  Publishing  Department     .      800    0    0 
Stock,  December  31,  1909,  Supply  D^rtment  .        .    4,000    0    0 

8undi7  Creditors 1,250    0    0 

Bills  Receivable 190    0    0 

■6.  A  firm  of  motor  manufacturers  contracted  to  supply  50  caba, 
on  agreed  dates,  to  a  Motor  Cab  Compauy. 
The  agceed  delivery  dates  were  as  follows — 
10  Cabs  on  June  1,  19ia 
10       „        Jnlyl,  19ia 
10       „        August  1,  1910. 
10       ,,        September  1,  1910; 
10       „        October  1,  19ia 
Under  the  agreement  the  manufacturers,  in  case  of  late  delivery. 
were  liable  to  refund  to  the  Cab  Company  tuiy  actual  Ion  which 
might  arise  owing  to  the  non-delivery  of  oabe  on  the  promised  dates. 
The  manufacturers  were  not,  however,  to  be  liable  for  any  loss  o[ 
profit  which  might  have  been  earned  by  the  cabs  if  delivered  as 
pron^iaed. 

The  first  batch  of  caba  was  delivered  on  the  agreed  date,  the 
second  batch  was  7  days  late,  the  third  10  days  late,  the  fourth  IS 
days  late,  and  the  fifth  S  days  late. 

The  rent  and  other  fixed  charges  of  the  Cab  Company  were  tbe 
same  for  10  cabs  as  for  60,  namely  £30  ^r  week. 

Prepare  an  account  showing  the  claim  to  be  made  by  the  Cab 
Company  and  explain  the  reasons  which  guided  you  in  its  prepara- 
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ica%   be   treated  in  the 

\   oE  £100  eacli,   issued 
table  in  1921. 

(2)  An  expeniliture  of  £5,000  on  odvertiaiiig  a  Dew  patent 
medieine.     The   sales   for  the  first  year  amounted 

to  £1,500,  but  were  on  the  np  grade. 

(3)  A  debt  owing  bj  a  director  of  the  companf . 

*  Questions  6  ■nd  T  urs  not  to  be  Bttwnpted  br  CandldatBs  atbet  tbnn  than 
sitting  for  tli9  Tsschara'  Dlploms,  oicept  In  tbs  case  o(  Colonial  Cindldstea,  who 
Du;  answer  QoesUDD  No.  T  In  pUce  ot  Quaatlon  Ko.  1  ibould  tlier  prefer  Id  do  bo. 


1WU7  1, 


NATIONAL  UNION  OF  TEACHERS  EXAMINATIONS. 

EUHEKTAKT,   1910. 

[3  hours  allowed.] 
( You  may  anmeer  all  the  gueilions. ) 

1.  If  ;oa  were  a  clerk  in  an  office,  and  somebody  brought  you 
the  FnrchaBea  Book  and  told  you  to  post  it,  describe  fully  what 
you  would  do. 

2.  John  Baker,  merchant,  had  cash  in  hand  £100  and  goods  on 
hand  £200.  His  creditors  were  :  B.  Black,  £130  ;  O.  Green,  £250 ; 
W.  White,  £120.  His  debtors  were :  B.  Bray,  £50  and  M.  May, 
£60.  Make  out  a  Balance  Sheet  and  say  what  it  tells  you  about  the 
state  of  his  business. 

3.  <^en  a  Ledger  Account  for  Geo.  Scott.  Debithim  with  balance 
£20.  Charge  him  £1  interest.  Credit  him  with  cash  £IR  and 
Goods  £20.  Debit  him  with  Goods  £40,  and  charge  him  £3  carriage. 
Balance  hia  account,  bring  down  the  iMdance,  and  aay  whether  he  or 


tt  pay  it 


Oh  January  1,  1910,  the  state  of  George  German's  business  was 
as  follows :  Cash  in  hand,  £420 ;  Goods  on  hand,  £510.  Debtors : 
A.  Ayrea,  £120  ;  B.  Baird,  £75  ;  C.  Cass,  £250.  Creditors  :  D.  Dan, 
£145  and  E.  Euston,  £55. 

You  are  requested  to  find  and  credit  hia  capital.  Then  enter  the 
transactions  given  below  in  suitable  books,  post  them  to  the  Ledger, 
draw  out  a  trial  Balance,  balance  the  accounts,  and  make  out  a 
Profit  and  Lobs  Account  and  Balance  Sheet. 

1910.  £     $.  d.      £     t.   d. 

Jan.      1.     Received  Cash  of  A.  Ayree 

Wrote  off  his  Balance  as  B 
Debt    .... 
„       2.     Received  Cash  ot  C.  Cass  . 
Allowed  him  Discount    . 

„       3.  Paid  for  Stationery    . 

4.  Cash  Sales  .... 

„       6.  Cash  Purchases  . 

„       e.  Sold  Goods  to  C.  Cass 

„       8.  Paid  Wages 

,,     10.  Purchased  Goods  of  D.  Dan 
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1910.  £■*.€.      € 

Jan.    11.    Received  Cuh  for  «  Bad  Debt 

previously  written  off     . 
,,     12.    Paid  for  FaiDting  PramtuB 

„      la    Drew  Cub  f or  ^f    .         .        .  15    0 

„      li.     Charge  B.  Baird  intu«Bt  on  his 

overdue  Account     ...  11' 

„      15.     C.  Cau  paid  me  Cash 

aud  was  allowed  Disconiit 


Sales  to  a  Caaa . 

B.  Euston  bought  Goods 
Received  Cash  of  B.  Braid 
F.  France  sold  me  Goods   . 
Paid  E.  Euiton  Cash 
Disconnt  in  addition 


«  15 
32  10 
76     1 


Bought  Goods  of  E.  Enston 
B.  Baird  purchased  Goods . 
Paid  F.  n«Dce  Oaah  . 
He  tJlowed  Disooout 

Pud  Sakujea 
Interest  on  Capital     . 
Goods  on  hand  . 


I  13    g 


NATIONAL  UNION  OF  TEACEEBB  EXAMINATIONS. 
Ihieemxdiate,  1910. 
[3  hoars  allowed.] 

(  Taa  may  tmavxr  all  tht  qamtiotu. ) 

1.  BricQy  explain  :  Assignee,  Consignee,  Drawee,  Leasee,  Mort- 
g^ee.  Payee. 

2.  In  the  exeFcise  below.  R,  Roberts  forwards  an  Account  Sales 
to  the  Consignor  on  January  17.  Write  ont  the  document  in 
proper  form,  and  specify  the  various  items  which  might  compose 
the  charges  incnrred  on  Jauusiry  13, 

3.  Set  out  a  suitable  ruling  for  a  Bills  R<eoeivable  Book,  and  ent«r 
therein  from  the  exercise  telow  the  Bills  received  on  January  1) 
and  IS. 

ExxRcian. 

On  January  1,  1910,  the  affairs  of  Vivian  Grey  stood  as  follows — 

Cash  in  Office,  £120;  Bank  Overdraft,   £1,200:   Goods  on  hand 

£1,900   10s.;   Freehold   Premises,  £7,800;   Maohinery  and   Plant 

£2,000;  Bills  Receivable,   Nos.   10,   11,  £450;  Debtors:  F.  Pain 
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£240  I5i.  ;  Q.  Quick,  £410  Gs.  ;  R.  Robert*,  £320  10s.  ;  Creditor  t 
8.  S&ul,  £290  151.  ;  T.  Turk,  £81  6.9. ;  BiUs  Payable,  No*.  20,  21, 
£270. 

HU  tninsBCtioDa  for  the  month  sre  given  beloT.  You  ara 
reqnested  Co  enter  them  in  the  proper  bookH,  poat  them  to  the 
Ledger,  and  make  out  a  Trial  Balance,  Profit  and  Lou  Accoant,  and 
Balance  Sheet.  Alt  paymoDts,  nnleas  otherwiia  stated,  are  made  hj 
cheque  ;  all  receipts  are  paid  into  the  bank  «»me  day. 

1910.  £    8.  d. 

Jan.      1.     Consigned  to  B.  Roberta,  to  be  sold  <»i  my 

Booount  and  risk,  goods  invoiced  at  "    " 

„        1.     Paid  Freight  £12.  and  luBurance  £8,  < 
above  from  Office  Cash     . 

„       3.     Dren'  on  R.  RoberM  at  3  months  for  £200 
as  an  advanoe  on  the  above  oonai^meut. 

„       i.     Discounted  the  above  draft  on  R.  Roberta 
with  the  Bank  for    . 

,,       4.     Returned  Goods  to  S.  Saul . 

,,       5.     Received  P.  Pain's  cheque  . 

„       S.     Discount  allowed  in  additio 

,,       6.     Received   payment  of  Bill  No. 

,,       6,     Rebate  allowed    . 

,,       6.    FaidS.  Saulchsquo    . 

„       6.     Discount  in  addition   . 

,,       7.'   Paid  Wages 

„       7-     Cash  Purcbases    .... 

„       S.     Received  cheque  from  R.  Roberts 

„       8.     Received  a  (^nsignment  of  Groods 

sold  for  the  account  and  risk  of  T.  Turk 

invoiced  at       .         .        . 
„       8.     Paid  charges  on  the  same  from  Office  Cash 
„      10.     Gave  a  cnstomer  Office  Cash  for  a  cheque 
„      11.     Bou^t  Goods  of  S.  Saul     . 
. ,      II.     Received  R.  Roberts'  acceptance 

;,     12.     Cash  Sales 

„      13.     R.  Roberts  informs  us  that  be  has  sold  the 

Goods  coneigDcd  to  him  for 
„  13.  And  that  the  charges  amount 
,,  14.  Cash  received  for  work  dotte 
„      15.     Discounted  B.R.   No.  11,   £200  with  the 

Bank  for ' 

„      17.     Received  Account  Sales  from  R.  Roberts 

and  Sight  Draft  for  . 
„      IS.     Sold  Goods  to  P.  Fain  tor  his  acceptance  ai 

one  month 

,,      19.     Bought  Goods  of  S.  Saul     . 
„      19.     Gave  him  our  acceptance  at  2  months 
20.     Received  Bill  from  Q.  Quick 

Purchased      Additional      Machinery 


120  10 


10  10  0 

120  10  6 

200    0  0 

275  18  6 


198  10    0 
270    0    0 


120  10 


Chen 
21.     Paid  Wages 

21.  Vivian  Grey's  Drawings 

22.  Charge  Q-  Quick  for  work  done  for  him 
22.     Paid  Tor  repairs  to  Machinery— Office  Cash 


200    0    0 
60    0    0 
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1910.                                            ■  £  s  <£ 

Jan.    24  Paid  BiU  Payabla  No.  20    .                           .  120  0  t> 

24.  Salea  to  P.  Pain 190  7  6 

23.  gales  of  Q.  Quick 3M  2  S 

23.  Sold  T.  Turk's  Comisnueiit  for  Cisli          .  760  0  0 

28.  Our  Comnuaram  on  Uie  above  13    0     0 

25.  Posted  AcocKiat  StOea  wd  Cheque  to  T. 
Tuzk  for  uat  prooeeda. 

29.  PaidSalarieg 55    0  0 

M.  Sold  Ooodfl  to  R.  Boberta  .         .                 .  250  15  6 

31.  DeprecUtioo  of  Premiaea     .         .         .         .  15     0  0 

31.  Depreoiatim  o(  Machinery  and  Plant .         .  20     0  0 

.?1.     Interest  on  Capital 45    0  0 

31.     Stouk  on  hand 402    4  0 

NATIONAL  UNION   OF   TEACHERS   EXAMINATIONS. 

Adtahcbd,  1910. 

[3  hours  allowed.) 

( Y<nt  may  answer  all  Iht  questions.  ] 

1.  The  following  balances  composed  the  Balance  Sheet  of  John 
Brown,  Ltd.!  Cash  £6,000,  Bills  Beoeivable  £1,200,  Sundry  Debtors 
£2.500,  Stock  £5,000,  Capital  £10,000,  Bills  Payable  £800,  Sundry 
Creditors  £1,400,  Divisible  Profit  £2,500. 

It  was  resolved  to  start  a  Reserve  Fund  with  such  an  amount  of 
the  Balance  of  Profit  as  would,  when  invested,  purchase  £1,500 
Consols  at  85  (chareea  Deglect«d). 

Von  are  requested  to  give  the  necessary  Journal  entries  to  effect 
Oiis;  then  set  out  Ledger  Accounts  for  Investmente,  Reserve  Fund, 
and  Profit  and  Loss  ;  also  draw  up  a  new  Balance  Sheet  showing 
these  changes. 

2.  The  Timbuctoo  Railway  Company  issued  its  prospectus  oa 
January  I,  1910,  inviting  applications  for  200,000  Bharea  of  £5  each, 
payable  £1  per  share  on  application,  £1  ou  allotmeut  on  January- 10, 
anil  £3  on  March  1. 

In  addition,  there  was  an  issue  of  £1,000,000  3  per  cent.  Redeem- 
able Debentures,  payable  as  to  6  per  ceat.  upon  application,  and  95 
per  cent,  on  January  31.  The  whole  of  the  issues  were  apphed  for 
and  the  cash  duly  received,  with  the  exception  that,  ou  March  25, 
the  directors  resolved  Uiat  10  shares  upon  which  application  and 
allotment  money  had  been  paid  should  be  forfeited  fur  nonpaymeot 
of  the  call  of  £3  per  share  on  March  1. 

Oive  th£  usual  Journal  entries  for  the  above  transactions,  omitting 

3.  A  colliery  is  worked  under  a  lease  granted  by  the  Lord  of  the 
Manor  at  a  royalty  of  6d.  per  ton,  but  with  a  minimum  annual  rent 
of  £1,200,  with  power  to  recoup  short  workings.  During  the  flrsb 
vew,  40,000  tons  are  raised  ;  second  year,  44,000  tons  ;  third  year, 
52,000  tons ;  fourth  yea*-,  50,000  tons. 

Make  out  Ledger  Accounts  for  Royalties,  Lord  of  the  Manor  and 
Ovm-poid  Royalties  ;  and  say  how  you  would  deal  with  the  balance 
af  Overpaid  Royaltiea  when  making  up  the  Annual  Accounts. 

4.  Fcem  the  following  fibres  rSating  to  the  Dewonshire  Life 
Aasuraoce  ComjiMijf,  cAmpiIe  its  Revenue  Aocouot  md  Balance 
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Sheet  for  the  year  ending  December  31,  1909,  in  the  preBoribed 

Shftreholden'  Capital,  £200,000  Id  2,S00SfaBiM  of  £100  each,  with 
410  paid  np  on  each. 

£ 

Situreholdera'  undivided  Profita 33,78S 

life  Assurance  Fund   on   January   1,   1909,  iocloding 

paid-up  Capital  and  undivided  Profits          .         .         .  1,325,412 

Claims  by  death 03,067 

Claims  matured  by  survivance 47,460 

Surrender! 8,636 

eommiaBJOD S,224 

Premiums 134,872 

Intereab,  Dividends  and  Rents  received  ....  72,563 

Management  Expenses 23,860 

Dividends  to  Shareholders 3,265 

FineaandFeea 201 

InooraeTax 3,525 

Written  off  SecnritiaB  upon  Re'Valoation                 .         .  17,089 

Mortfages  in  United  Kingdom 172,332 

Loans  on  Company's  Policies 00,152 

Freehold  Ground  Rents 1,218,310 

ClaiiES  admitted  but  not  paid 6,84€ 

Claims  announced— not  admitted 22,846 

CrJonial  Government  Securities 147,259 

Bailwav  Shares,  Jic 74,149 

House  Property 105,292 

Agents'  BiilanceB  outstanding 19,976 

Ontataoding  Interest  and  Bents  receivable      .        .        .  IG.OGS 

Ontatonding  Premiums — Head  OQce        ....  1,465 

Sundrj-  Creditors 142 

Cash  in  hand  and  at  Bonk 5.K>4 

Furniture  and  Fittings '.         .  2,857 

6.  The  following  are  the  balances  of  the  Great  Southern  Railway 
for  the  half-year  ending  December  31,  1909.  You  are  requested  to 
make  out  in  the  prescnW  form  :  (1)  Capital  Account ;  (2)  Eerenue 
Aooount ;  (3)  Net  Revenue  Account ;  (4)  Oenenil  Balance  Sheet. 

£ 

Ordinary  Stock       .       .  ^ 6,192,500 

4  per  cent.  Preference  Stock 2,702,711 

Debenture  Stock 1,526,258 

Premmms  received 55,653 

Expended  upon  lines  open  Cor  traffic  to  Jane  30,  1909    .  9,181,704 

„         on  the  above  during  current  half-year    .         .  44,304 

„         upon  Workii^  Stock  to  June  30,  1909  .  6I6,9G1 

„            „               n               during  current  half-year  654 

„            „     Maintenance  of  Way,  Stations,  &c.        .  38,373 

„            „      Locomotive  Power         ....  93,008 

„            „     Carriage  and  Wagon  Repairs         .         .  14,858 

„            „     Tiaffio  EipenacB 61,098 

„           „     General  Charges 13,342 

„            „     Shiepiug  EspenMS         ....  19,190 
„            „      DtxX  anii  Sirboar  Expenses  and  Be- 

pain 9,371 
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£ 

Expeockd  upon  Iaw  Ctiargn 2,697 

„            „      Farlument&Tj  Expeneea  3,834 

„            „     CompeusatioD 35* 

„            „     Mileage  and  Demurrage                           .  447 

,,            „      Ratea  and  Taxes 31,060 

„            „     Government  Duty          ....  395 

Receipts  from  Powengen 106,401 

Parcela,  CBniagea  and  Horses  .  9,578 

Mails 2,641 

Mercbandiw     ......  43,608 

Mineiila 280,448 

19.355 


Docks  and  Harbooi* 

Rents 3,tfJ7 

Interest  on  Debenture  Stock ^834 

Rents  payable  oa  Leased  Lines,  Guarantees,  &C.     .         .  31,876 

Balance  to  Credit  of  Net  Bevenne  Account,  30.6.09        .  62,666 

General  Interest  Account — Credit  Balance      .        .         .  290 

Cash  in  hand  and  at  Bank 45,528 

General  Stores— Stock  on  hand 39,363 

Traffic  Accounts  due  to  the  Company     ....  73,658 

Amonnts  due  from  other  Companiea        ....  12,356 

Amounts  due  from  Post  Office 1,446 

Sundry  Debtors 25,103 

Unpaid  Dividends  and  Interest 2.612 

Debts  due  to  other  Companies 59,730 

Amount  due  to  the  Clearing  House         ....  12,417 

Sundry  Creditors  uid  Snapense  Accounts       .         .         .  19S,S06 

Fire  Insurance  Fnud 23,946 

Reserve  Fund 22,419 

Employes'  Savings  Bank  Deposits 17,467 


NATIONAL  UNION  OF  TEACHEKS  EXAMINATIONS. 
Elememart,  1911. 

[3  bonrs  allowed.] 
[You  may  ansKcr  all  tht  queatiims.) 

1.  Bule  a  model  Petty  Cash  Boot.  Enter  £10  Cash  in  hand. 
Pay  for  six  different  items  of  expense  and  balance  your  book  f(« 
commencing  the  next  period. 

2.  When  a  merchant  keeps  his  books  by  Single  Entry  he  negleota 


On  March  1,  1911,  Samuel  Sparrow,  Merchant,  hod  Caah  in  hand, 

£3G0  lOs.  M.  ;  Goods  on  hand,  £450  15s.  Debtors  :  James  Crow, 
£J20  129.  lid.  ;  Thomas  Finch,  £150  17a  6d.  ;  John  Jay,  £270  4s.  6A 
Creditors :  Lonis  I^k,  £180  17s.  M.  ;  Robert  Book,  £200  29.  3d. 
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Fiod  and  credit  bis  Capital.     Enter  the  bransactioaa  given  balow 
hi  suitable  books,  post  them  to  the  Ledger,   draw  out  a  Trial 

Baltuice,  balance   tlie  accounts,  and  make  out  a  Profit  and  Loss 
Account  and  Balance  Sheet. 

1911.  £    B.  d. 

Mar.    1.  Samnel  Sparrow  drew  Cash  for  Self       .         .  20    0  0 

2.  Received  Cash  from  J.  Crow          .         .         .  210    0  0 

2.  Discount  allowed  in  addition          .        .         .  10  12  6 

3.  Paid  for  Postages 1     7  C 

4.  Cash  Purchases 210    S  3 

6.  Sold  Goods  to  J.  Crow 175    6  8 

6.  Charged  him  for  Carriage   paid  on  above 
Goods 1  13  4 

7.  Eeoeived  Cash  o(  T.  Finch    ,        .         ...  147    0  0 

7.  Discount  allowed  in  addition         .         .         .  3  17  6 

8.  Paid  Rates 4  15  0 

9.  Caah  Sales 130    2  6 

10.  T.  Finch  boaght  Goods 180  13  4 

11.  Sales  to  L.  Lark 60    0  0 

13.  Paid  L.  Lark  Cash 127    0  0 

13.  Received  Disconnt  from  him          .         .         .  3  17  9 

14.  Sales  to  Hy.  Robin 135  11  8 

■  15.  Purchases  from  L.  Lark         .         .         ,         .  216  10  .  0 

16.  PaidR.  Rook  Caah 19G    0  0 

16.  Received  Discount  from  him         .         .         .  S    2  3 

17.  Received  Cosh  from  Hy.  Robin     .         .         .  35  11  8 

18.  J.  Crow  bought  Goods 28  10  0 

20.  B.  Rook  sold  me  Goods 165    6  0 

21.  Received  Cash  of  John  Jay  in  full  settlement  255  10  0 

21.  Wrote  oS  his  Balance  as  Bad  Debt        .         .  14  14  6 

22.  Bought  Goods  of  Charles  Wren     .        ,         .  54    2  6 

23.  Received  Cash  for  a  Bad  Debt  written  off  two 


45  10 

2 

100    0 

0 

77    0 

0 

16  17 

25    0 

0 

4  10 

<l 

529  14 

U 

Purchases  from  B.  Book 
Paid  R.  Book  Cash 
Received  Cash  from  J.  Crow 
Paid  Wages   .... 
Paid  Bent      .... 
Interest  on  Capital 
Stock  on  hand 


NATIONAL  UNION  OF  TEACHERS  EXAMINATIONS. 

Intbkubdiate,  1911. 

{3  hours  allowed.  ] 

( You  may  ansKsr  all  the  qualiims.) 

1.  Briefly  explain  ;   Ad   Valorem,  .Tale  Quale,   Accommodation 


BiU,  Case  of  Need,  6 
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He  Bells  the  Oooda  for  £700  cMh  uid  the;  sbara  the 
net  profit  equally.  Browneives  White  a  cheque  for  the  total  enHtunt 
due  to  him.  M&ke  out  a  Joint  Acoount  and  en  account  for  Heni^ 
White  as  in  John  Brown's  Ledger. 


On  March  1,  1911,  the  affaira  of  Sidney  Sjotiiiiore,  Contractor, 
stood  as  follows — 

Asaeta:    Cash  in  Office,  £160;   Cash  at  Bank,  £1,500;    BiUi 

Receivable,    No.    20,    £250,   No.    21,  £300;    John  Aab, 

£230  12s.  Gd.  ;  Williaor  Beech,  £145  7t  td,  ;  Contract  1, 

Expenditure  to  Date,  £2,100  ;  Contract  2,  Expenditure  to 

Date,   £1,S00;    Freehold  Fremiees,   £10,000;   Plant   nnd 

Machinery,  £5,200;  Stock  of  Materials,  £1,850. 

liabiUtiesr    Bills  Payable,    No.    25,    £290,    No.    26,    £176; 

Henry  Lime,  £3^2  lOs.  m.  ;  Thomas  Oak,  £148  Ss,  6d.  ; 

Contract  1,  instalnients  received,  £1,800  ;  Contract  2,  ditto, 

£1,200. 

Hia  transactions  for  the  month  are  given  below.     Enter  them  in 

the  proper  books,  post  them  to  the  Ledger  and  make  out  a  Trial 

Balance,  Profit  and  Loss  Account,  and  Balance  Sheet.     AU  pi^- 

ments,  unlesa  otherwise  stated,  are  made  by  cheqne  ;  all  receifrtB 

are  paid  int«  the  Bank  tame  day. 

)91L  £  $.   d. 

Mar.    1.  Received  cheque  for  Bill  Receivable  "So.  80, 

aUowing  Eebote 2  17  6 

„       1.  Signed  Contract  3,  to  build  Westland  Bridge 

fcr 4.080  0  0 

„      2.  Bought  Granite  of  Hy.  Lime        .       .        .  31S  S  6 

„       3.  Materials  sapiflied  to  Contract  1   .                 .  27S  10  0 

,,       3.  Materials  supplied  to  Contract  2  .         .         .  150  15  6 

„       3.  Materials  supplied  to  Contract  3  .        .        .  75  0  0 

„       4.  Paid  Hy.  Lime  Cheque 122  10  6 

„       4.  And  our  acoeptanoe  at  1  month     .        .        .  200  0  0 

„       6.  Received  cheque  from  John  Ash   .                 .  227  10  0 

„       6.  Discount  in  addition 3  2  6 

,,       7.  Bought  Bricks  of  Thos.  Oak  for  2  months  Bill  275  6  8 

8.  Contract  I.     Instalment  received .         .         .  500  0  0 

„       8.  Contract  2.     Instalment  received .        .         .  250  0  0 

„       9.  Materials  in  yard  destroyed  by  fire  this  day. 

Claimed  upon  Insurance  Co.  for         .         .  30  0  0 

„       9.  Received  Wm.  Beech's  Acceptance       .         .  14G  7  6 

„      10.  Paid  Tbes.  Oak  cheqne 146  0  0 

„     10.  Discount  in  addition 2  9  6 

„     11.  Contract  1.     Paid  WagM      ,        ,        .         .  110  14  0 

,,     11.  Contract2.     Paid  Wage*      .                 .         .  140  7  4 

„      II.  Contracts.     Paid  Wages      .        .        .        .  48  3  4 

,,      13.  Bought  Cement  of  Henry  Lime      .         .         .  260  7  6 

„      14.  Bought  a  Steam  Crane  from  Volcan  h  Co.  for 

2  months  Bill 590  10  0 

„      15.  Sent  Offioe  Cash  to  Bank               .         .        .  LM  0  0 

,,      16.  Materials  supplied  to  Contract  1   .        .         .  216  8  S 

„     16.  Materials  aupplied  to  ConDract  2  .        .        .  160  6  9 
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r.  Ifi.  MatwiaJa  aapplied  to  OoDtnot  3  . 

18.  B«tired  Bill  Payable  No.  25,  with  Cheque  for 

i!0.  Sales  to  John  AsYt 

21.  Discounted  Bill  Receivable  No,  21  with  the 

Bank  for 

22.  Paid  for  email  Repaiie— Office  Cash 

23.  Sidae;  Sycamore's  DrawmgB 

24.  Contract  1.     Paid  Wages      . 
24.  Contract  2.     Paid  Wages      . 

24.  Contract  3.     Paid  Wages      . 

25.  Received  cheque  from  Insurance  Co.  in  fu 

settlement  of  claim    .... 

27.  Contract   1   completed,   final  instalment  r 


ceived 

28.     Contract  2  completed,  'instalment  received 

A  balance  of  £350  is  held  back  as  retention 

money  on  this  Contract. 
a>.     Paid  for  Stationery— Office  Cash  . 

30.  Paid  Salaries         .... 

31.  Bank  allowed  us  Interest 
31.      Interest  on  Capital 
31.      Depreciation  of  Premises 
31.     Depreciation  of  Plant  and  Machinery 
31.     Stock  of  Materials  on  hand  . 


NATIONAL  UNION  OF  TEACHERS  EXAMINATIONa 
Advanced,  1911. 
[3  hours  allowed.  ] 
[Yen  may  snauwr  all  tite  qutttion^) 
\.  Give  a  ruling  suitable  for  a  combined  Begivter  of  Memben  an4 
Share  Ledger. 
2.  Illustrate 
posting  direct  frtm  the  e 
examination  all  t  .e  items  necessary  to  form  a  complete  Safes  Ledger, 
render  it  setf-btd.  ncing,  and  take  oat  a  Trial  Balance. 

"    "'     '        ■•-"'-         g  equal  partners  and  their  Balance  Sheet 

Assets:     Cash,    £400;    Debtors,     £2,000;     Stock,     iei,G00j 

Machinery,  £2,000. 

Liabilities  :  i  Creditors,     £1,80 

White's  Capital,  £1,200. 

Th^  decide  to  dissolve  partnership,  and  the  Aiweta  reolize  th« 

lollomng  amonnts;   Debtors,  £1,660;  Stock,  £1,200;  Maohinery, 

£1,600.     They  receive  £100  as  Discounts  from  Creditors,  and  Ch« 

•xpeases  of  Realization  amount  to  £230.     Prepare  Ledger  aoconnt* 

•howine  the  result  of  the  winding-up. 

4.  The  figuresgiveu  below  relate  to  the  Cornwall  Colliery  Company 
lor  the  year  ending  December  31,  1910. 

¥oo  are  requesUd  to  cooBttnct  from  them  a  Capital  Account  and 


Black's    Capital,    £2,9( 
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Ganenl  Balui«e  Shoot  on  the  Double  Acoonnt  System,  ftnd  then 
exhibit  the  lanie  figures  in  a  Balance  Sheet  on  the  Single  Acooaot 
System. 

Nominal  Capital 250,000 

110,000  Ordinary  Shares  of  £1  each  fully  paid         .         .  110,000 

60,000  6  per  cent.  Preference  Shares  of  £1  each  fully  paid  60,000 

Debentures  S  per  cent 30,000 

Bills  Payable 6,000 

gnndry  Crediton 0,000 

Lands  acquired S,50O 

Shaft  Sinking,  etc 111,000 

nant  and  Mactiinery 35,000- 

Wagons 13,500 

Office  Buildings 3,000 

Workmen's  Cottages 9,000 

Depreciation  Fund SO,0(X> 

EeserveFund 15,000 

Balance  to  Credit  of  Profit  and  Loss  Account .         .         ■  25,000 

Stock  on  hand 12,000 

InveatmenU 17,000 

Snndry  Debtors 35,000 

Cash  in  hand  and  at  Bank 30,000 

Short  Workings  Account 1,000 

The  above  figures  include  on  issue  of  10,000  Preference  Shares- 
during  the  3rear  1910  ;  and  the  following  amounts  were  al«o  spent 
during  the  same  period :  Shaft  Sinking,  i&,000  ;  Machinery,  fS.OOO  i 
Wagona,  £3,000  ;  Workmen's  Cottages,  £1,000. 

6.  From  the  following  statement  make  out  Trading  Account, 
Profit  and  Jmbs  Account,  and  Balance  Sheet  for  the  Motor  Manu- 
facturing Company,  Limited,  for  the  year  ending  December  31, 
1910. 

Write  oCF  the  whole  of  Preliminary  Expenses  and  depreciaM' 
Plant  and  Machinery,  Office  Furniture,  Pattema  and  Patents  at  a 
uniform  rato  of  7i  per  cent,  per  annum. 

Add  £2,000  to  the  Sinking  Fnud  for  redemption  of  Debentures, 
and  leave  the  Reserve  tor  Bm  and  Doubtful  Debts  at  5  per  cent.  on. 
Snndry  Debtors. 

St<A  on  hand  at  the  above  date  was  taken  at  £  0,087. 

£ 
Nominal  Capital  80,000  Shares  of  £1  each ....       S0,000 
Subscribed  Capital  60,000  Shares  of  £1  each  fully  called   .       60,000 

Calls  in  Arrear 1,000 

Freehokl  Premises 18,000 

PUnt  and  Machinery -        ,       20,000 

Literim  Dividend  paid 2,000 

Debentures,  6  per  cent 20,000 

Stock  31.12.00 18,750 

Office  Furniture -         .  626 

Patterns S,2» 

Patents 3,750 

Goodwill 12,000 

Sundry  Debtors 37,500 

Sundi^  Creditors 16,800 
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£ 

Cash  in  hand 160 

Cash  at  Bank— Current  Account 3,000 

Cash  at  Bank  on  deposit 12,000 

BtOance  to  Credit  of  Profit  and  Loaa  1.1. 10        .         .         .  S90 

BillB  Payable 15,600 

Sales 1-22.000 

Parchases 62,100 

Preliminary  Sxpenaes 400 

Sinking  Fund  for  redemption  of  Debentures      .         .         .  S,000 

N.B. — This   is  represented  by  Investmenta  to  on 

equal  amount,  and  there  is  one  year's  interest  on 

them  at  3}  per  cent,  per  annum  due,  but  unpaid, 

at  the  date  of  making  up  these  accounts. 

Manufacturing  Wages 30,000 

Repairs  and  Renewals 1,300 

Coal 2,226 

Gas  and  Water 175 

Rates,  Taxes  and  Insurance 1,260 

Office  Salaries 1,000 

Travellioe  Expenses 1,325 

General  Expenses 475 

Discounts  allowed 2,120 

Discounts  received ,        .  1,780 

Directors'  Fees 525 

Bcrpaltice  paid 450 

Interest  on  Bank  Deposit 300 

Bad  Debhi 150 

Eeaecve  for  Bad  and  Doubitol  Debts .         .         .         ,  2,350 

Debenture  Interest 1,000 


LANCASHIRE   AND  CHESHIRE  INSTITUTES. 

Junior  Grade,  1900. 

[3  hours  allowed.] 

{Yoa,  iraiM  first  attempt  not  mortthanfouroftht  gv,atit>ra  in  Part  T, 

"atements  of    '  ■  -    ~    -    — 

Part  I. 

1.  What  is  the  use  of  the  Journal  T  Give  two  examples  illustrat- 
ing the  class  of  items  which  can  be  passed  through  the  JonmaL 

2.  What  is  meant  by  "Consignment  Account"!  Albert  Jonea 
sends  to  Jamaica,  on  consianmeiit  account,  goods  of  the  value  of 
£600.  He  also  pays  for  freight  and  insurance  charges  £22.  What 
books  would  these  entries  be  passed  through,  and  how! 

3.  What  do  jou  imderstand  by  a  "Returns  Book"!  Make  the 
ruling  of  such  a  book  for  a  company  who  have  a  number  of  returns, 
and  whose  business  is  divided  into  the  three  following  departments  : 
Woollens,  cottons,  silks, 

4.  William  Robinson  owes  to  yoa  for  goods  sold  to  him  on  July  2, 

ER2 
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1908.  £275  18».  On  July  0,  1908,  lie  sends  a  Eil!  for  £125  due  on 
October  1,  IQOS,  mid  aUo  caah  on  account  of  the  baluice,  £62  lit.  ^. 
On  October  1 ,  190S,  he  fails  to  meet  hia  Bill,  luid  jou  pay  foi:  rioting 
Jihe  dishonoured  Bill,  \».  &d.  On  December  31,  1908,  you  leoeive 
irom  hia  Trustee  in  Etaukruptcy  a  first  and  final  diridend  of  &.  Hi. 
in  the  £.     Show  William  Robinson's  Ledger  Account  in  jour  booki. 

5.  What  ia  meant  by — 

(a)  GroflB  profit, 
(6)  Net  profit ! 
A  man's  turnover  for  the  year  ending  October  31,  1908,  is  £12,500, 
his  groBB  profit  ia  £2,800,  htf  net  profit  is  £7B0. 

What  is  the  rate  per  cent,  on  the  turnover  for  grosi  profit  and 
also  for  net  profit  1 

6.  You  supply  Mr.  Lloyd  Aaquith  with  goods  of  the  value  of 
£5S0,  and  he  gives  yon  in  payment  a  Bill  of  Exchange  due  oa 
January  I,  1909.  On  November  1,  1908,  you  discount  the  Bill  at 
the  rate  at  5  per  cent,  per  annum.  How  much  cash  will  yon  received 
and  give  the  entry  that  you  will  make  in  your  Cash  Book  on  this 

Part  II. 

7.  On  February  1,  1909,  Henry  Wood  commenced  busineu  with 
the  following  assets  :  Cash  in  hand.  £50  l9.  6ii.  ;  Cash  at  Bonl^ 
£864  ^a.  6(j.  ;  Stock-in-trade,  £560.  William  Jones  owes  him 
,£162  1^.  Zd.  ;  Jamea  Slater  owes  him  £124  2i.  6i.  Hia  Uabililiea 
.are :  John  Jackson,  £400  29.  M. ;  A.  Wilson,  £103  15a. ;  Webster  hi 
rCo.,  £156  13s. 

0%e  transactions  for  the  month  of  February  were  as  {ollowa — 

£  >.    d. 
Fab.    1.     Sold  Goods  to  Wm.  Jones      .         .         .         .  80  10    0 
„      2.     Gave  Bill  to  A.  Wilson  at  3  months  in  settle- 
ment of  his  account 101  0    0 

„      3.     Paid  John  Jackson  on  Bcoount  (by  cheqne)    .  100  0    O 

„      4.     Drew  from  Bank  for  Petty  Cash     .         .         .  10  0    0 

„      5.     Ca^h  sales 125  0    0 

„      6,     Paid  into  Bank 150  0    0 

„      9.     Boughtof  Webster*  Co.,  Goods   .        .         .  250  0    0 
„    11.     Received  from  Wm.  Jones,  Bill  at  4  months, 

in  full  settlement  of  his  aecount .        .         .  236  0   -O 
,,    12.    Bought  Office  Furniture   and  Fittings    (by 

cheque) 50  0    O 

„    13.     Henry    Wood   withdraws   from    Bank,    for 

private  purposes 180  0    0 

„    13.     Paid  out  of  Patty  Cash,  Stamps  and  Sondry 

Espensea 3  0    0 

„    15.     Sold  Goods  to  Jaa.  Slater       .         .         .         .  200  0    D 
„    17.     Jas.  Slater  returns  Goods  as  being  inferior  to 

sample 20  0    0 

„    19.     Paid  Webster  ft   Co.    by  cheque  £300,  and 

received  Discount,  £7  10s. .        .         .         I  307  10    0 
.,,    S3.     Paid  John  Jackson  on  account,  by  cheque, 

£100,  and  received  Discount,  £5.         .         .  105  0    O 

„   38.     Received  Rent  from  snb'tenaat      .         .  6  0    0 
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Feb.  2S.     Drew  cheqae  for  Wages 
Arid  paid  £S7. 
,,    28.     Rent  rfue  to  Landlord     .... 
„   28.     Credit  Capitot  vith  loterMt,  £6  IQs. 
„    28.     Depreciate  Office  Furniture,  £4. 


On  February  28  the  Stock  amounted  to  £434  lOs. 

LANCASHIEE  AND  CHESHrRE  INSTITUTES. 

Senidb  Gbade,  1909. 

[3  hours  allowed.] 

( Y(ra  must  first  attempt  mrf  mure  than  frntr  of  the  qvteiioni  in  Fart  I, 

and  aflervjarda  attempt  the  Stalements  qfAeamni  in  Parts  Hand  Hi 

of  Ikis  grade.) 

Part  I. 
0.   What  ia  the  meaning  of  (a)  forfeited  shares,  (b)  premium  on 
shares  T    How  are  thej  dealt  with  in  a  company's  accounta  1 

10.  Having  before  tou  the  Profit  and  lose  Account  of  a  manu- 
facturing busiDeaa,  what  paints  would  require  attention  in  adjusting 
it  for  the  purpose  of  submission  for  Income  Tax  assessmentt 

11.  W'hat  is  a  sinking  fund  ?  Give  an  example,  with  imaginarj 
figures. 

12.  Define  an  "  Account  Current,"  and  make  out  such  an  account 
for  Alfred  Brown  in  respect  of  the  following  transaotions  with 
Charles  Dawson — 

1908. 
Jan.    17.     Ciooda  sold  to  Charles  Dawsen,  £200,  due  Febniarj  1. 
Feb.      1.     Received  cash  from  Charles  Dawson,  £50. 
Mar.    IS.     Goods  bought  of  Charles  Dawson,  £300,  due  April  1. 
April    1.     Paid  to  Charles  Dawson,  cash,  £200. 
May      1.     Goods  bought  of  Charles  Dawson,  £160. 

,,     10.     Goods  aold  to  Chorlea  Dawson,  £120,  due  June  1. 

The  account  to  be  made  up  to  June  I,  IB08,  interest  to  be  at  6 
per  cent,  per  annum,  which  may  be  calculated  by  months  instead 
of  days. 

13.  Explain,  as  applied  to  the  Balance  Sheet  of  a  Joint  Stock 
Company,  the  following — 

(a)  Capital  Anthorized. 

(b)  Calls  in  Arrear, 

{c)  Mortgage  Debentures, 
(rf)  Preliminary  Eipenaes. 
On  which  side  of  tfae  Balance  Sheet  would  they  appear ! 

14.  How  should  the  figures  be  shown  in  a,  company's  Balance 
Sheet  4i»  boUi  the  following  cases — 
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(a)  A  compaD;  inuea  £40  0<X)  4  per  cent.  Mortgage  Deben- 

(5)  A  company  iaguea  £40,000  4  per  cent.  Mortgage  Debea- 
tures  at  p«r, 
and  undertakes  t«  redeem  tben  at  the  end  of  ten  years  at  £105. 
Part  n. 
IS.  The  necretarj  of  the  Cheahin 


6,000  Preference  Shared,  £10  eaeh, 
£2  paid 

10,000  Ordinary  Shares,  £10  each, 
£G  called  up      ...        . 

160  5  per  cent.  Mortgage  Deben- 
tures of  £100  eacb,  iamied  at  9£ 

Cost  of  iBBue  of  Debeotures 

Parch  asea 

Land  and  Buildings 

Fuel      .... 

Plant  and  Machinery  . 

Bepaire 

Loose  Tools,  Jan.  1, 1908 

Office  Expenses    . 

Sales    .... 

Discounts  received 
Disconnts  allowed 
Salaries 
BadDebU  . 
Postage,  etc. 

Rates,  Taxes,  and  Insurance 
Travelling  Expenses    . 
Interest  and  Bank  Charges 
Directors'  Fees     . 
Stock,  Jan.  1,  1908 
Sundry  Debtors   . 
Sundry  Creditors 
Carriage  inwards 
Ooodwill      . 
Carriage  outwards 
Debenture  Interest  paid 
Profit  and  Loss  Account,  balance 
of  loss  brought  forward  from  last 

Unpaid  Calls,  Ordinary  Shares    . 
Bank  Overdraft   .... 

Cosh  in  hand        .... 


Cr. 

£  i 

10.000  ( 

50,000  ( 

15,000  ( 


£139,866    0    0      £139,858    0    0 
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Reserve  for  Debenture  lotereit,  £375. 

Beserve  for  Wages,  £50. 

Provide  tor  Bad  Debts,  £400;  Inaur&nce  prepaid,  £21, 

Depreciate  Land  and  BuildJogi  1  per  cent,  aad  Plant  and 
Machinery  10  per  cent. 

Reserve  for  Discovmts,  5  per  cent,  on  Sundry  Debtors  and  2J  per 
cent,  on  Sundry  Creditors.     Stock  at  December  31,  190S,  £13,7^. 

Value  o(  Loose  Tools  at  December  31,  1908,  £2,000. 

I'art  in. 

16.  Arthur  Amott,  Ben  Barber,  and  Charles  Corson  carried  on 
business  in  co-partnership  aa  Cora  Millers,  at  Salford.  Oa  October 
1,  1907,  their  capiUl  was  £S,000,  £5,000,  and  £2,1X10  respectively. 
By  the  deed  of  partnership  each  partner  was  to  have  0  per  cent- 
interest  ou  his  money,  and  a  aaUry  of  £230  per  annnm.  The  only 
amount  drawn  out  of  the  bnaineaa  by  each  partner  during  the  year 
was  the  amount  of  his  salaiy- 

Before  taking  into  account  any  interest  on  partners'  capital, 
or  partners'  salaries,  the  profit  of  the  business  for  the  year  ended 
September  30,  1908,  was  £2,070.  Profits  were  divided  in  the  pro- 
portion of  3,  2,  1,  respectively. 

Prepare  Profit  and  Loss  Account  and  open  Partners'  Capital 
Accounts,  showing  each  partner's  position  on  September  30,  190S. 


LANCASHIRE  AND  CHESHIRE  INSTITUTES. 

JcHioa  Gbadb,  1910. 

[3  hoon  allowed.] 

[Ton  mtittfint  attempt  not  more  than  four  of  the  qualiom  in  Part  7, 

and  a/iennardi  attempt  Ike  Statementa  of  Aceotint  in  Parla  II  and  lit 

o/tkit  Grade.) 


Part  L 


"Inwatd  Invoice"!     Into 


...      1  you 
what  book  wonld  it  be  entered  and  to  which  side  of  a.  personal 
account  in  the  Ledger  vould  the  amount  be  posted!    How  would 
it  be  dealt  with  for  easy  reference  ! 

2.  What  is  the  difference  between  "Bankers'  Discount"  and 
"True  Discount"?  You  discount  with  your  banker  a  Bill  of 
Exchange  at  three  months  for  £200,  the  bank  rate  being  4  per 
cent.  What  amount  would  your  bajiker  charge  for  discounting 
Bueh  Bill! 

3.  Who  are  the  parties  to  a  Bill  of  Exchange!  Make  out  a 
Bill  of  Eichange,  showing  the  amount  of  Stamp  Duty,  drawn  by 
K.  Hindley  on  J.  Thompson  for  £312  9».  6rf.,  dated  March  5,  1909, 
at  3  months'  date.  -  Show  also  the  acceptance  and  endorsement  of 
such  Bill. 

4.  On  January  1,  1910,  John  Mason  supplies  yoD  with  goods 
amounting  to  £200.     His  terms  are  S  per  cent,  discount  if  you 

ay  caah  on  January  31,  or  nett  if  you  pay  by  a  6  months'  Bill 
ted  from  January  1.     Which  method  would  you  adopt  in  paying 
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Muon'i  account,  uauming  tbat  on  Jiumuy  1,  1910,  von  had  £U0 
in  the  Bank  on  wbick  internet  was  1::eiiig  earned  at  a  per  cant,  per 

fi.  Define  the  follon'ing  terms — 
(o)  Capital  Expenditure, 
(i)  Revenue  Account 
(e)  Depreciation. 
\d)  Mortgage. 
6.  In  taking  out  the  balance!  of  jonr  books  you  find  that  your 
book-keeper  has  made  the  following  errors — 

£25  paid   tor   Office  Furniture  haa   been  debited  to  "Trada 

Expenses  Acoonob." 
Invoice  for  £23   for  Goods  purchased  haa  not  been  paieed' 
through  books,   although-   the   Qoods  ate  included  in  th« 
stocktaking. 
How  woold  ;ou  rectj^  these  etroriT 


Part  IL 

7.  On  December  1,  1909,  the  balances  in  Joseph  Penn'a  books 
stood  as  follows  r  Caah  in  hand,  £20  I83.  Sd.  ;  Cash  at  BanV, 
£123  4c.  2d.  ;  Stock-in-trade,  £617  S>.  ;  Fixtures  and  FittingB, 
£83  3s.  There  U  owing  to  him  by  L,  Mai.  £3S  ;  by  WUliama 
&  Son,  £26  10s.  Id.  ;  and  by  Kay  ft  Co.,  £5  9j.  He  owes  to 
H.  Simpson,  £40S  10s.,  and  to  H.  Taylor,  £302  3i; 

"'  "'' "  is  for  the  month  were  as  follows — 


1.  Borrowed    from   W.   Sykes  on 

2.  Bought  Goods  from  H.  Simpnon 

forCash 23  12    8 

2.     And  for  Credit ,        .         .         .     65    6    2 

4.  Paid  iiito  Bank  .... 

5.  Received  Bill  of  Exchange  at  6 

montiw   io    payment   of    L. 
Max's  Account 

6.  Sold  to  Williams  &  Son,  Goods 
6.     Sold  Goods  for  Caah  . 
8.     Paid  H.  Simpson  on  Account  by 

Che^ne 2 

And  received  Discount 

B.     Received  from  Williams  k  Son 
cheque  on  account,  which  waa 
paid  into  Bauk  same  day 
And  allowed  them  Discount 

10.  Received  Credit  Note  from  H. 

Taylor  for  Goods  returned  . 

11.  -Sold  Goods  to  H.  Taylor  . 

12.  Draw  Cheque  for  Petty  Cash    . 


- 

78  18  10 
90  0  0 

36  a  0 
87  10  0 
12  0  0 

200  0 
10  0 

0 

0 

21Q  0  0 

50  0 

0 
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Bee  13.     Bou^t  StaiDpB  out  of   Petty 

„     15.     EoughtofWilliNn  Smith,  Goods 

„  18.  Repaid  W,  Sykes  by  Cheque, 
being  £30  part  Repftjrment  of 
Loan,,  and  £1  Interest  to 
December  31  . 

„,  21.  Received  from  Kay  t  Co.  in 
tjettlemeot  of   their  Account 

,,  22.  Received  notice  fram  Official 
Receiver  thfttL.  Max  hae  been 
made   Bankmpt  and   has  no 

„     23.     Paid  Salaries  out  of  Cash  . 

,,     28.     Paid  Carriage  out  of  Petty  Cash 

„     31.     Railway  Aceounta  due  but  not 

„     3L     Joseph     Penn    mtbdrawa    for 

private  purposes  . 
Credit  Capital  with  Interest :  £2 
Depreoiat*    Fixtures    and   Fit- 

tinga:   £2  3s. 


a  the  proper  books,  post  to  Ledger,  and 


On  December  31,   1909,  the  Stock  amounted  to  £480  23.  10(2. 

LAIICASHIRE  AND  CHESHIRE  INSTITUTES. 

Bbhiob  Okadi,  1910. 

[3  hours  allowed.  ] 


and  III  of  this  Orade.) 

Part  I. 

9.  What  are  the  advantages  of  Double-entry  Book-keeping  over 
Single-entry,  and  how  would  you  ]iroceed  to  convert  a  single  entry 
system  into  double  entry  ? 

10.  The  Coaley  Colliery  Co.,  Ltd.,  pay  a  Royalty  lo  a  Ground 
Landlord  of  M.  per  ton  of  coal  raised,  with  a  minimum  of  £1,200 


m,  with  power  to  recoup  Bhort  workiuKa.  In  I90T  they 
raised  20,000  tons  ;  in  1908,  30,000  tons  ;  in  1909,  44,000  tons. 
How  would  you  deal  with  these  items  year  by  year  in  the  ProQt 
and  Loss  Accounts  and  Italance  Sheets  of  the  Compaay  ■ 

II.  What  do  you  understand  by  a  Balance  Sheet!  State  the 
method  and  sources  of  its  preparation.  How  does  it  diSer  from  & 
Statement  of  Affairs  ! 
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IS.  la  the  ftooonnta  of  a  private  individoal,  who  owns  his  own 
premfaes,  how  would  you  deal  with  the  following  for  Income  Tax 
purpoaeB — 

(a)  Hia  SaUrjr,  aharged  against  profiti. 

{b)  Intereit  on  Capital. 

(c)  Life  InenrAnce  Premium  for  self  and  wife. 

(<j)  Aimaal  value  of  Premisea. 

13.  what  do  yon  nndentAiid  by — 
(a)  Secret  Beaervea. 

{b)  Coat  Accounts. 

(e)  Accommodation  SiUa. 

14.  What  do  jon  understAod  by  a  "  Deficiency  Account "  !  Set 
out  such  an  account,  with  imaginary  figur«a. 


Part  IL 
19.  The  following  ia  a  Trial  Balance  extracted  from  the  books  of 
the  Ideal  Nawamper  Co.,  Ltd.,  on  December  81,  1909,  from  whioh 

Siu  are  reqniredto  prepare  Berenue  Account  and  Balance  Sheet : 
omiual  Capital,  £100,000,  divided  into  40,000  Preference  Shares 
of  £1  each,  and  60,000  Ordinary  Shares  of  XI  each. 

Jh-.  Cr. 

£  £ 

Isaued—  40,000  Cumulative  Preference  Shares  of  £1 

each,  Tf.  6d.  paid 15,000 

Issued— 60,000   Ordinary  Shares  of  £1  each,  5s. 

caUedup 15,000 

Calls  in  advance IGO 

Calls  in  arrear 7S 

Freehold  Property,  January  1,  1909      .         .         .     28,OS3 
Plant  and  Machinery,  January  1,  1900  .         .         .      9,500 

Sundry  Creditor* 7,300 

Returns  ajid  nnaolds 2,650 

Reserve,  January  1,  1909 10,000 

Divideuds  accrued  on  Investments         .        .         .  300 

Cash  in  hand 130 

Liverpool  Banking  Co. ,  Ltd 5,295 

Sales  (cash  «ud  credit) ^,650 

Advertisementa 19,090 

Debtors 5,800 

Linotype  Installation,  January  1,  1909  .        .         .      1,300 
Linotype  Installation,  additiona  made  on  Juoe  30, 

1909 135 

Additiona  to  Plant  and  Machinery,  made  on  Juno 

30,  1900 980 

Stock,  January  1,  1909 1,750 

Inveatments  at  cost 6,310 

Profit  and  Loss  Account,  Jannary  1,  1CG9     .         .  7,320 

Motor-cars,  Vaoa,  etc.,  January  1,  1909        .         .  845 

Motor-CBis,  Vans,  etc.,  additions  made  on  Juca::3, 

1909 90 

PurchaMB  of  Paper 8,250 

Carried  forward       ....  £71,440  £96,510 

D,g,t,7P:hy  Google 
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Brought  forward       ....  71,440 

Purchaaee  of  Ink 4TS 

Salaries 9,230 

Wagea 1,000 

Trade  chu^ea 7,S60 

CorrespondeQoe      ....               .        .  4,365 

Discounts  allowed S5E 

Commiasion 380 

Priuting  Mid  Stationery 110 

Freeoopies 69S 

BwlDBbta 75 

Bank  Interest,  Dividends,  etc 

Repairs 1S5 


£96,640  £96,640 

BoBerve  for  Wages,  £48;  Diacounte,  £350;  Bad  Debts,  £200. 
Depreciate  Freeliola  Property  at  the  rate  of  1  per  cent,  par  annian, 
Plant  and  Machinery,  7^  per  cent,  per  annum,  Linotype  Installation, 
lOper  cent,  per  annum,  Motor-vans,  15  per  cent,  per  annum. 

The  amount  received  for  advertisements  includes  £1S0  for  ad- 
vertisements which  will  not  run  off  until  1910.     The  sales  include 
Spera    prepaid    for    1910   amounting   to    £350.     Stock-on -hand, 
icember  31,  1909,  £1,646  ISs. 

Part  III. 

16.  L.  Brier  and  C.  Oke  entered  into  partnership  on  January  1, 
1905,  U  Brier  bringing  in  cash  £8,000,  O.  Oke  bringing  in  nothing. 
The  partnership  agreement  stipiilated  that  Brier  was  to  receive 
S  per  cent,  interest  on  his  capital  before  dividing  any  profit,  which 
was  divisible  three-lifths  and  two-lifths  respectively.  " 

31,  1909,  they  agreed  upon  a  dissolution.     A  Balan 
prepared  at  December  31,  1909,  and  stood  as  follov 

LlABILITICS. 

L.  Brier,  Capital  Account  8 
J.  Harrison,  Loan  Account  4 
Sundry  Creditors  .  .  i 
Balance  of  P.  Jc 

L.  Account     £10,000 
Profit  for  the 

year  1909   .         2,500 


28,700 


Book  debts 
Stock-in-trade 
Machinery,  etc. 
Drawings  Account : 

L.  Brier      . 

C.  Obe        . 


£28.700 


L.  Brier  has  not  been  credited  with  any  interest  since  the  com- 
it  of  the  partnership.     No  interest  on  drawinss  or  undis- 
ia  to  be  taken   into  account.     The   Book  Debta 
n-trade  £1,900,  and  the  machinery 
it  of  £500  was  also  received  for  goodwill,  which 
>t  appeared  in  the  partnership  books.    Write  up  the  necessary 
"~  "■/:>  give  effect  to  the  above  statumcnts,  assuming  that  all 
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liatrilHies  are  dlischareed  and  that  the  costs  of  realization,  amoontiDg 
to  £300,  are  also  paid  by  cash.  Show  the  closing  of  the  partner^ 
Capital  Account*.  The  interest  on  L.  Brier'«  capitM  if  to  be  reckoned 
for  each  year  on  the  original  &gure  of  jC8,0Ot),  and  do  iDtereat  on 
interest  used  be  taken  into  account. 


LANCASHIRE  AND  CHESHIRE   INSTITDTES. 
JuHioR  Gbade,  IQIl. 

[3  hours  allowed,  ] 
(  You  mtiMJiTsl  allempt  not  mort  than  four  of  the  qutsSioru  I'n  Part  I, 
■    ~  "    '         '    f  Aeanird  in  Parts  II  muL  III 


PartL 

1.  What  do  you  underatfud  by ;  {a)  Lien,  (&)  Insolvent,  {c)  K 
and  O.E.t 

2.  Explaio  the  meming  and  effect  of  the  words  "  not  negotiable  " 
when  written  across  a  cheque. 

3.  On  January  1,  1911,  A.  Marston,  Manchester,  sella  the 
fbllowing  goods  to  M.  Archer,  Leeds-— 

2  cwts.  best    Sugar  at  £12  per  ton,    subject    to  a  Trade' 

Discount  of  10  per  cent. 
1^  cwts.  Butt«r  at  £5  per  cwt.,  subject  to  a  Trade  Discount 

of  20  per  cent. 
2  gross  Eggs  at  M.  per  doz.,  subject  to  a  Trade  Discount  of 

334  l*rcent. 
6  cwta.  Bacon  at   £6   lOt.   per  cwt.,   snbjeot  to   a    Trada 

Discount  of  25  per  cent. 
Terms,  2i  per  cent,  monthlv. 
Make  out  Invoice. 

4.  On  February  1,  1911,  Messrs.  Bhodea  k  Co.,  Stockport, 
drew  a  Sill  of  Exchange  upon  John  Ellis,  of  Liverpool,  for  £325  at 
four  months'  date,  which  was  duly  accepted  payable  at  the  Man- 
chester and  County  Bank,  Liverpool ;  after  acceptance  the  Bill  waa 
endorsed  to  Albert  Blackaton,  Preston.  Braw  the  Bill  of  Gxchangv 
diowilig  Acceptance,  Endorsement,  and  Stamp  Duty. 

5.  Referring  to  the  previous  question,  supposing  the  Bill  at  dne 
date  was  returned  dishonoured,  and  the  endorsee  arranges  with  thff 
acceptor  to  accept  a  new  Bill  of  Exchange  dated  the  due  dale  of  tjie 
one  dishonoured  at  four  months  plus  Interest  at  5  per  cent,  per 
annum  for  the  period  and  29.  &d.  expenses. 

Make  the  Journal  entries  in  the  books  of  the  aoceptor. 

6.  What  is  a  Trial  Balance  and  what  are  its  uses  ! 

Part  IL 

7.  On  January  1.  1911,  L.  Huntley  commenced  business  witlf 
assets :  Cash  in  hand,  £32  ISk,  9('.  ;  Cash  at  Bank,  £133  16s.  Id.  ■ 
Goods  on  hand,  £413  3j.  :  M.  Saunders,  £38  10a.  ;  F.  Eartler, 
£53  16s.  ;  S.  Fearnley,  £86  12s.  id.  ;  and  Horses  and  Carts,  £S8t 
Liabilities:  A  Knowles,  £219  lis,  M.  ;   and  W.  Close,  £291   12». 

His  traasaetions  for  the  month  were  as  follows — 
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.    1.    Bought  Oeoda  for  cotb 

2.  Received  from 'M.Sannderscheque 
for  bis  oocouDt  and  allowed 
him   5  per   cent.  Diaconnt. 

4.  Sold  Goods  to  S.  Fearaley  for  cash 

On  credit         .... 

5.  Accepted    A.    Knowlea'   Bill   of 

Exchange  at  4  mouthB    . 

6.  Received  from  S.  Feamley  cheque 

and  paid  same  into  Bank 
And  ailowed  him  Diaoount 

8.  Sent  Credit  Note  to  F.  Hartley 

for  Cioods  damaged  . 

9.  Sold  Gooda  to  M.  Saunders 

,    10.     Bought  Goods  from  W.  Close      . 
,   11,     Sent  cheque  to  W.  Close     . 

And  he  allowed  me  Discount  . 

,   12.     Bought  a  new  Horse  and  paid  for 

,   13.     Paid  Wages  hy  Caah    . 

,  15,  Received  cheque  on  account  from 
M.  Saunders    .... 

,    18,     Paid  int«  Bank    ,         .         ,         . 

,  20.  Returned  Goods  to  W.  Close,  not 
up  to  sample    .        ,         ,         . 

,  32,     Paid  (^h  for  carriage 

,  23.  M,  Saunders  failed  and  paid  a 
composition  of  6a.  8d.  m  the  £ 
into  oar  Bankin'g  Account, 

,  23,  L.  Huntley  pays  hia  private  ac- 
counts by  cheque    . 

,   31 .     Depreciate  HoTees  and  Carts 


15    0    0 


„   M.     Credit  capital  with  interest.        ,         1  10    0 

„   31,     Gas  and  Water  Account  dne        ."        9  11     6 
Enter  the  above  items  in  the  proper  books,  post  to  Ledger  and 
tAke  out  Trial  Balance. 

Part  III. 

8.  From  the  foregoing,  close  the  accounts,  bring  down  the 
balances,  make  out  Profit  and  Lose  Account  and  Balance  Sheet. 
On  January  31,  1911,  the  Stock  amounted  to  £355  5^.  4d. 

LANCASHIRE   AND  CHESHIRE   INSTITUTES. 

Senior  Gkadb,  1911. 

[3  hoars  allowed.] 

(I'ou  miatfiTit  atUmpt  lat  'more  QuxtifotcT  of  Ike  jBesiioiu  in  Part  /, 

a»d  afieruarda  attempt  Oie  Slaiemenia  of  Account  in  Pari^  II  aiui  III 

of  thia  grade.) 

Part  I. 

9.  The  toUowina  Is  the  Profit  and  Lose  Account  of  John  Aines, 
for  the  year  ended  March  31,  1911,  he  having  started  business  os 
April  1,  1910. 
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£      t.  d.  £       t.  d. 

To  Stock,  April  1,  Br  Salea  .     9,000    0     O 

leiO     .        .    2,123    0    0,,  S»ck;     M«roh 
„  Purchuas         .     5,8»e    0    0  31,  1911   .        .     1,548    0    0 

,,  TnMle  expenae*       748    1    S 
„  John        Aioei. 

ulaiy  .         .        ISO    0    0 
„  Life  InaursDCfl  93    0    0 

„  SohadulB   "  A" 

toi        .  7    0    0 

, ,  Mortgaire  inter- 
eat  £70,   leu 

Ui,  £4  U  Srf.  65  13    4 

„  DeprecUtioQ  10 

per  cent,  per 

•nnum .        .       212    0    0 
„  Interest         on 

Capital  .        103    0    0 

„  Net   profit   for 

theje&r        .        150    0    0 

£9.548    0    Q  £9,548    0    0 

Make  out  ■nronmry  for  Income  Tax  puipoaes,  ahowlug  the  t&x 
payable,  aaaominK  that  the  anrveyor  hu  agreed  to  asaeas  on  the  one 
jmlt's  profita.  "Lhe  bnainess  premisea  beloiiK  to  John  Ainea,  and 
are  asaessed  under  Schednle  "  A  "  at  £120.  The  allowance  for  wear 
and  tear  is  5  per  cent. 

10.  What  do  you  underttand  by — 

(a)  Floating  Capital, 

<i)  Fixed  Capital 

(e)  Gilt-edged  Securitiea. 

11.  On  December  31,  1910,  your  CMh-Book  shoirs  that  you  have 
in  Bank  ths  aum  of  £1,200.  On  checking  your.Caeh  Book  with 
the  Bank  Paaa  Book  you  find  that  cheques  drawn  amoontiog  to 
£212  have  not  pawed  through  the  Bank,  and  alw>  that  the  &nk 
have  not  credited  you  with  a  Bum  of  £108  cheques  paid  in  on 
December  31,  1010.  On  the  same  date  the  Paaa  Book  Aiow*  that 
the  Bank  have  credited  you  with  interest,  leaa  charges,  £24,  which 
yoo  have  not  passed  through-  your  Cash  Book.  Draw  ap  a  Recon- 
ciliation Account  showing  adjustmenta  between  your  Bank  Poai 
Book  and  Cosh  Book. 

12.  Explain  the  difference  between — 

(a)  Debenture  Stock. 

(i)  Debentures  to  Bearer. 

(c)  Debentures  to  Registered  Holder. 

13.  What  do  you  understand  by  the  "  Double  Account  System  " 
and  in  what  way  does  it  differ  from  the  "  Single  Account  System?" 

14.  On  December  31,  1910,  John  Allison  and  Albert  Baker, 
trading  aa  Allison  Ic  Baker,  Cotton  Spinners,  before  taking  oat 
their  Balance  Sheet  for  the  year,  decide  to  have  a  re-valuatiou  made 
of  certain  mill  premiaes  which  form  pari  of  the  assets  of  the 
business.  On  the  re-valuation  being  made  it  ia  found  that  the 
property  is  worth  £10,000  more  than  is  shown  in  the  books.  It  ia 
their  deaire  that  the  true  value  ahall  be  ahown  on  their  Balance 
Sheet.  How  would  you  give  effect  to  this  in  the  Vioaka  of  tbo 
busineaa  ! 


EXAMINATION  PAPERS  819 

Part  n. 
16.  The  following  is  a  Trial  Balance  extracted  from  the  booki  of 
of  the  Pleaesnt  Hotel  Co.,  Ltd.,  on  December  3l,  1910,  from  wbicb 
yon  lire  required  to  prepare  Revenue  Account  and  Balance  Sheet. 

Nominat  Capital,  £25.000,  divided  into  10,000  5  per  cent.  Cumu- 
lative Preference  Shares  of  £1  each,  and  10,000  Ordinary  Shares  of 
£1  each,  and  5,000  Deferred  Ordinary  Shares  of  £1  each. 

Dr.  Cr. 

Issued— S,500  5    per  cent.   Cumulative  £    t.  d.  £    s.  d. 

Preference  Shares  fnlly  paid  8,600  0   0 

9,000   Ordinary    Shares   tally 

paid 9,000   0   0 

6,000  Deterred  Ordinary  Shares 

issued  to  vendors  as  fully  paid  5,000   0   0 

Purchases— Beer,  Wine  and  Spirits,  etc     5,450    0    0 

Provisioni   ....     4,5S0    0    0 

Wages  and  Salaries        ....     5,230    0    0 

Rites.  Taxes,  Insurance,  Licences,  etc.      1,890    0    0 

I^nndry 313    0    0 

Taking- Beer,  Wines,  Spirits,  etc         .  7,862   0   0 

Sales  of  Food 6.263   0   0 

Coals 121)    0    0 

Carriage  and  Porterage  ....        236    0    0 
Sundry  Trade  Expenses  .        .         .        584    0    0 

Advertising 471    0    0 

Repairs 208    0    0 

Apartments    .....  8,161   0   0 

Billiards 212   0   0 

Sundry  receipts      .....  159   0   0 

Discounts  received         ....  390   0   0 

Transfer  feet 6   0   0 

Freehold  Land  and  Buildings         .         .  35,000    0    0 
Furniture  and  Fittings  .         .         .         .     3,671     0    0 
Stock  on  hand,  January  I,  I9I0— 
Beer,  Wines,  Spirits,  etc  .         .         .    2,128    0    0 

Provisions 320    0    0 

Cash  in  hand 123  13  11 

Parrs  Bank,  Ltd 2,212   0   0 

Pretiminary  expenses  of  formation  of 

Company 864    0    0 

200  4}  per  cent.  1st  Mortgage  Deben- 
tures of  £100  each      ^,000   0   0 

Debenture   Interest   paid   less    tax  to 

October  31,  1910  .         .        706    5    0 

Profit  and   Loss  Account,  January   1, 

IfllO 1,510   0   0 

Sundry  Creditors 4,980   0  0 

Investments 5,069    0    0 

Goodwill  at  cost  to  Company         .         .  10,000    0    0 
Interim      Dividend      on       Preference 
Shares,  half.year  to  June  30.  1910     .        200    2    1 

Reserve  Fund 5,000  0  0 

Debtors  for  apartments  not  yet  entered  152    0    0  162   0   0 

Additions  to  freehold    ....     2,112    0    0 

£79.437    0    0  £79.4370  0 


ogle 
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Keserre  for  Debenture  lutoreat.  less  tax  at  \s.  2J.  in  the  £  ; 
WaKes  and  SolitriM,  £128.  Stock,  December 31,  1910:  Beer,  Wines, 
Bpinti,  ebc.,  £2,530;  Provisimu,  £164. 

Depreciate  Furmture  and  fitting!  5  {mt  cent.  I«r  the  year,  laasi 

and  Buildings  nil. 

Ako  make  ou'„  Profit  and  Lora  Aj^ropdatioD  Account  aBsumine 
that  after  the  Ordinary  Bhareholders  are  allowed  10  per  cent,  free  m 
tax,  it  is  suggested  tlio  Deferred  Ordinary  share  holders  are  to  be 
paid  a  dividend  of  10  per  cent,  free  of  tax,  and  the  balance  .carried 
iorward  to  next  year. 


it  Titiuf  ht  tBorked  on  page  S  of  fht  um-king /onrt.) 


W.  Lone,  two-thirds  ;  and  T.  Stanley,  one-third.  The  following 
is  the  Balance  Sheet  of  Lone,  Stanley  i,  Co.,  aa  at  December  31, 
1908— 


W.  Lone,  Capital 

Cash    .        . 

200    0    0 

Account    . 

2,000    0    0    Sundry  Assets 

.     27,600    0    0 

T.  Stanley,  Capi- 

tal Account      . 

1,800    0    0 

Sundry  Creditors 

24,000    0    0 

£27,800    0    0  £27,800    0    0 


On  January  1,  1909,  they  admit  M.  Maxwell  as  a  partner  on  the 
following  terms- 
fa)  Profits  are  to  be  divided  aa  to  tWee-uitha  to  W.  Lone, 

two-aixths  to  T.  Stanley,  and  one-sixth  to  il.  MaiwelL 
(i)  M.  Maxwell  to  bring  in  £1,000  as  his  CapitaL 
(«)  A  Goodwill  Account  is  to  be  raieed  for  £1,800,  this  anm 

to  be  credited  to  the  old  partners. 
(d)  W.  Lone  U  at  liberty  to  withdraw  £400  of  bus  Capital  on 

January  1,  1900. 
(«)  M.   Maxwell  to  have  a   salary  of  £400  per  annum  out  of 

{/)  Interest  to  be  allowed  on  partners'  Capital  Accounts  at 
the  rate  of  5  per  cent,  per  annam.  No  interest  on 
ordinary  drawings  to  be  taken  into  account.  Each 
partner  is  at  liberty  To  draw  £40  a  mouth  in  anticipation 
of  profits  (in  the  case  of  M.  Maxwell  the  £40  is  ki 
anticipation  of  profits  and  salaiy). 


Assume  that  all  traosactions  montioned  above  have  been  carried 
oat.  The  profits  for  the  year  ended  December  31,  1909,  before 
making  any  ^owance  for  M.  Maxwell's  salary  or  for  interest  cm 
partners'  Capital  amounted  to  £2,510. 

Show  the  parbneis'  Capital  Accounts  at  December  31,  1909. 
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MIDLAND  COUNTIES  UNION  OF  EDUCATIONAL 
INSTITUTIONS,  WOO. 

Elihemtaxt. 
Part  I.     CoaipQlBory. 
On  Jnne  1,   1908,  the  books  of  Mr,  John  Sronm  showed  tho 
tollowing  .balances — 

l}r.,  C^sh  at  Bank  £3S0  1&.  6.^.,  Cosh  in  hand  £10  14s.  3d., 
Stock  in  Trade  £1,003  148.  3if.,  Machinerj  and  Plant  £250lSs.9d.j 
Furniture  and  Fittinga  £120  12s.  6d.,  R.  Jevons  £33  16s.  2d., 
P.  Thomas  £140  175.  ft/. 

Crs.,  S.  Tailby  £126  \6s.  Id..  R.  Adams  £202  lOs.,  Capiul  £1,643. 
His  transactions  for  the  moDth  were  aa  follows — 

£    s.    d.  £    s.  d. 

June     1.     Bonght  of  S.  Tailby,  8  tons  of 

irun,  at  £6  Is.  M.jaer  ton    .  48  10    O 

,,      2.     Paid  by  ehequa,  S.  Tailby        .     122  14    0 

Discount 3    2    7 

125  16    7 

„      4.     Sold  S.  Tonks  3  Rolls  of  Zinc 

at  25s. 3  15    0 

„      6.     Sold  F.  Thomas  10  tons  Rails, 

at  £14 140    0    0 

„       9.     Received  by  cheque  account, 

R.  Jevons      .        .        ,        .      Ill  10    0 

Discount 2    6    2 

93  16    2 

„     10.     Bought  of  S.  Tailby  150  tons  of 

Scrap  Iron,  £4  IQ9.  per  ton  .  G75    0    0 

„      11,     Sold  for  Cash  70  tons  Castings, 

£6  15a.  per  ton     .        .        .  472  10    0 

„      11.      Paid  into  Bank  ...  5S4     0    0 

„     12.     John  Brown  paid  Private  Ac- 
count, W.  Gregg,  by  cheque  15  10    0 
„     14.     Received  Account,  P.  Thoroas, 

Cash 132    0    0 

Discount 3  17     S 

Allowance  for  Defective  Goods        5    0    0 

140  17    9 

„     IS.     Bought  of  B.  Adams,   80  tons 

Pig  Iron,  £10  per  ton   .         .  800    0    0 

„     16.     Paid  by  Cash,  carriage  on  P^ 

Iron  from  Adams  .        .  -       0    6    8 

„     19.     Paid  into  Bank         ...  132    0    » 

„     19.    Paid      bf     cheque,     Account 

R.  Adams    .        .         .         .     197    8    9 
Discount 5    18 

202  10    0 

„    21.     Sold  to  R.  Jevons70tons  Rails 

at  £14  10s.  per  ton       .        ,  1,015    0    0 

„     24.     Paid  Rent  of  Yard  by  cheque  10  15    0 

„    2S.     Received   cheque,  P.  Thomas, 

and  paid  into  Bank       .         .     133    0    0 
EVompt  Cash  Discount  ■        7 


140    0    f» 
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£ 
June  S8.     Drew  cheque  for  Office  use      .  40 

„    28.     Pwdby  cBsli :  Wages,  £18  10a.; 
Trade     EipenseB,      £S ; 
Carriage,  £6;  3.  Brotrn, 
Private  Acconnt,  £1S. 
„     30.     Stock  in  hand .        ...  1,142 


Part  n. 

{Four  quediota  only  are  to  be  Bilcmpled.  Ansvxrt  art  to  be  given 
briefly.) 

1.  What  is  meant  by  the  terms  E.  and  O.K.  B/L,  Deed  of 
AsBignment  and  Consignee  ? 

2.  L.  Brown  paid  T.  Jones  £40  23.  M.  \>j  cheque.  Give  the 
form  of  chsqae. 

3.  What  w  the  diflference  between  Invoice  and  Statement  of 
Accoant!    Give  a,  form  of  the  latter. 

4.  What  ii  meant  by  pro  forma  Invoice,  and  under  what  circam- 
stances  is  it  generally  used  ! 

5.  What  is  a  Debit  Note,  and  in  what  does  it  diSer  from  an 
Invoice  T 

8.  What  LB  the  chief  advantage  in  keeping  a  Purchase  Day-Book 
and  a  Sales  Dav-Book  instead  of  Journalising  all  Purchases  and 
Sales  T 


MIDLAND  COUNTIES   UNION   OF  EDUCATIONAL 
INSTITUTIONS,  1909. 

iNTEBldBDIATE. 

Part  I.    Compnlsory. 

W.  Smith  is  a  Manchester  Warehoaseman.  On  September  30, 
1908,  hia  position  was  as  follows — 

Afide.CBek  Balance,  £10  14;..  Zd.;  Cash  at  Bankers, 
£2,003  163.  Id.  ;  Bills  Receivable,  £650  10>.  4^  ;  Horses  and 
Carts,  £540  Ms.  6d.  ;  Furniture,  Fittings,  and  FUtures,  £370  195.  Od. 

Stock- 
Heavy  Goods  Dqtartment  (Wool  and  Linens},  £3,006  I8».  9i 
Fancy  Goods  Department  (Silks,  VelveU,  etc.)  £1,510  17».  6d. 
L  Stevens.  £750  I83.  9d. ;  P.   Tonka,  £270  13).  id.  ;  Balance  due 
from  Estate  of  Turner  &   Co.,  Original  Debt,  £350  17s.  2rf.,  one 
llalf  of  which  has  already  been  written  off  to  Bad  Debt  Account- 

Liabilities.  Dreyfus  k  Co.,  £970  173.  9rf.  ;  Bylands  &  Son, 
£1,1S9  I63.  4<f.  ;  Loan  Account,  Mrs.  J.  Smith,  £3,000  (bearing 
interest  at  the  rate  of  5  per  cent,  per  annum) ;  Bills  payable, 
£240  ie>.  6i. ;  Capital,  £3,890  it.  dd. 
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Repaid  UrB.  J.  Smith  part  of 
Loui  Accouot  by  cheque 

Bills  Receivable  {Thompeon 
&  Co.)  Paid  into  Back  for 
oollectioa      .... 

Sold  to  L.  Stephens,  Linen 
Goods 

Sold  to  L.  Stephens,  Velvet 
Goods  


370  14 
273  IG 

75    0 


due  thU  day  (£370  Us.  6rf, ), 
renewed  part ;  giving  cheque 
for  £150  to  enable  them  to 
take  up  their  Bill,  and  ra- 
eeiving  fceah  Bill  for 
£150  I6«.  at  1  month. 
(Interest  and  Expenses,  16s.) 
6.  Cash  Sales,  Heavy  Uept.  .  .  170  IS  9 
6.    Cash  Sales,  Fancy  Dept.    .        .     210  16    0 

Paid  into  Bank         ,         .        .     

S.     Contracted  with  Dreyfus  k  Co. 
for  1,200  boxes  of  Velveb  at 
£3  per  box,  to   be  delivered 
by  them  100  boxes  per  month. 
10,     ReceivedofL.  Stephens,  cheque    3B0    0    0 
10.     Bill  at  2  months        .        .         .     382    3    0 
10.     Discount 18  15    0 

Paid  into  Bank         .        .     -  . 
13.     Casli  Sales,  Heavy  Dept.  .         .     210  17     8 

13.    Cash  Sales.  Fancy  Dept.   .         .     273  14    3 
Paid  into  Bank         .         .         .     

17.  Bills  payable  due  this  day  paid 

by  Bank        .... 

18.  PaidRylandai  Co.  by  cheque  1,105  18  10 

Discount       .        .         .         .      23  17    Q 

IB.  Received  firat  delivery  of  Velvet 
fromDreyfusJb  Co.lOO  boxes. 

20.     Discounted  Stevens'  Bill    with 

onrBonk      .         .         .         .     392    3    0 
DisconntinE       .        .         .  1  12    0 

23.  Received  first  and  final  Divi- 
dend of  5).  in  the  £  from 
the  Trustee  of  Turner  &  Co.  's 

Estate 

Paid  into  Bank 

29.     Cash  Sales,  Heavy  Dept.  .     315    6    8 

29.     Cash  Sales,  Fancy  Dept.   .         .     427    0    6 

Paid  into  Bank 
29.     Drew  cheque  for  Office  use 
29.     Paid  Wages       .... 
29.     Paid  Carriage  Account 


433  11 

240  16 
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Paid  Horse  Keep  and  C«Ti»go . 

Paid  W.  Smith  Private  Account 

Paid  Credit  Loan  Account,  Mrs. 

J.    Smith,    with     1    month 


Stock.     Heavy  Dept         .        .  2,206  16    8 

Stock.    Pane;  DepL         .        .      928  IS    6 

Draw  out  the  Profit  and  Lbaa  Account  and  Balance  Sheet. 

Fart  IL 

(Fii:e  qxteduma  only  are  io  be  aiteTapUd.  Answers  are  to  he  given, 
briefly.) 

1.  GiTa  ruling  of  Bills  Receivable  Book  and  one  specimen  entry. 

2.  What  is  meant  by  Coatm  Acoonnt,  luid  how  should  the  same 
be  kept? 

3.  What  is  meant  by  renewing  a  Bill  T  How  should  you  treat  the 
following  transaction ;  W.  Jones  renews  T,  Brown's  Aoceptance, 
£50? 

(a)  When  W.  Jones  retains  possession  of  BilL 

{h)  When  W.  Jones  has  discounted  the  Bill  with  his  Bonkers. 

4.  What  is  meant  by  Consiniee,  lAtn,  Demurrage,  Owner's  Bisk  I 
6.  E:iplain  the  terms  F.O.B.,  Bill  of  Lading,  C.LP.,  Certificate 

6.  What  items  are  proper  to  a  Trading  Aooount,  and  what  clasa 
of  items  shonld  be  included  in  a  P,  and  L.  Account ! 

7.  What  is  meant  by  indorsing  a  Cheque,  and  vhat  aignaturee 
would  Smith  &  Co.'e  Bankers  require  upon  a  Cheqne  in  the 
loUo  wing  transaction  T — 

W.  Brown  pays   Smith  k  Co.'b  Account,  £30,  by  cheque   of 
W.  Tonkiiw,  drawn  in  favour  of  B.  Harris. 


MIDLAND   COUNTIES  UNION  OF  EDUCATIONAL 
INSTITUTIONS,  1909. 

Advahckd. 
Part  I,     Compulsory. 

„.      R.Sii 

The  following  w 

months  ending   December  31,    1908.     Prepare  Trading   Account, 
Profit  and  Loss  Aijoonnt,  and  Balance  Sheet. 

Make  the  following  Provisions  and  Reserves.  Profits  or  Losses 
to  be  shared  equally.  Interest  at  6  per  cent,  on  Fartoers'  Capital 
Accounts,  ignoriiiK  Drawings.  Transfer  £.15  from  Purchases 
Acoonnt,  ana  £115  from  Wages  Account  to  Additions  to  Plant ; 
Depreciate  Plant  Account  5  per  cent,  off  balaocb  and  £S  per  cent, 
off  additions ;  Depreciate  Furniture  and  Fittings  Account  S  par 
cent.  ;  add  to  Leasehold  Premises  Redemption  Account  2\  per  cent. 
Snterest  on  balance  and  Annual  lostalmcnt  of  £37  lOt.  ;  Reserve  for 
Bad  and  Doubtful  Debts  5  per  cent,  on  Debtors. 

Before  dividing  profits,  J.  Smith,  -the  Works  Manager,  is  to 
receive  a  Bonus  on  Uie  net  profits  of  2  per  cent,  up  to  £2,500,  and 
li  per  cent,  on  any  profits  o'       "    ' 
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Tbiai.  Bai.jU(OB,  DtesmlcTZl,  1808. 


G.    SykeH,  Cwital  Account,  Jan.   1, 

1008 

G.  Sykes,  Drawings  Acconnt 

R.  Simpson,  Capital  Acoount,  Jan. 

IflOS 

R.  Simpaon,  Dravings  Account . 
Leasehold  premiaeH  .         » 

Leasehold  premuies,  Redemption    i 

Plant.  Machioery  and  Tooli,  Jan. 

1008 

Plant,    Machinery  and    Tools,    ^ 

ditions  during  the  year  . 
Furniture,  Fittiuga  and  Fixtures 
Cash  Account     ,         .         .         .         . 
Lloyds  Bank,  Ltd.,  Currant  Account 
Bills  Reiceivable  Account 
Bills  Payable  Account 
SoUa  .... 
Pnrchaaea   . 
Wages  Account,  Producers 


Carriage  and  Freight . 
Sundry  Trade  Expetues      . 
Gronnd  Rent,  B^tel  and  Taxes 
Coal,  Oaa  and  Water,  Works  Acconnt 
Coal,  Qaa  and  Water,  Office  Account 

Bank  Charges 

Crediton 

Debtors 

Bad  Debt  Account  .... 
Repairs  to  Plant  .... 
Stock  Account,  Jaa  1,  190S 


750  0 

,270  10 

6 

675  0  0 

,012  11 

8 

252  17 

4 

673  14 

6 

'>. 

,014  16 

7 

,173  16 

2 

4,673  19  10 
38,350  2  6 

,753  14 

H 

,642  12 

H 

,013  10 

H 

,075  U 

6 

1,162  8  10 

457  IS 

U 

5,003  16  2 

0,872  12  6 

63  16  10 

5,274  16  10 

£04,802  1  1 

64,862  1  1 

I,  1908,  £6,378  12s.  6<;. 


e  aHempted.     Annnert  are  to  be  givtn 


(Five  queattona  only 
Iricfly.) 

1.  What  =  .  „ 
gage  Debentures,  Cumulative  Preference  Shares,  Deferred  Sbarei 

2.  T.  Brown  purchased  a  Hecoadhand  Lathe  for  £25,  which  he 
naed  for  some  time  ;  but  Bubsequently  purchased  a  more  modem 
Lathe  from  Messrs.  Sagar  k  Co. ,  ior  £65,  they  a^^eing  to  take  the 
old  Lathe  in  exchange  in  part  payment ;  allowiug  for  same  £35. 
Show  these  entries  in  T.  Brown*^)  Accounts. 

3.  Bow  ^ould  a  manufactnrer  arrange  his  Trading  Acoonnt 
laTtng  regard  to  the  ^checking  of  his  Costs  Acoounta  1 
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4.  Mbbstb.  ThompBOQ  &  Co.  of  Cutada,  iDstniot  P.  Brown,  of 
LondoD,  to  draw  upon  them  at  sight  in  payment  of  Account 
£57  lOi.  Givt<  the  form  of  the  Bill,  and  denribe  bow  P.  Brown 
wonldproa«ed  to  collect  the  Hme. 

fi.  Explain  the  meaning  of  Beoeiver,  Liqoidator,  Trnitee,  Deed 
of  Aiuignment. 

6,  A  firm  keep  five  Sales  Ledgers.  What  rulines  would  be 
neceaary  in  tliu  Cosh  Books,  Sales  Day  Books,  and  Betums  Book 
to  enable  them  to  have  each  Ledger  KDaratel;  bnlanced,  and  what 
items  would  need  journalizing  to  enable  this  to  be  s;Bt«m4lica11y 
carried  out! 

7.  The  Beserve  Fund  of  a  Limited  Company  is  invested  in 
Consols,  the  market  price  of  which  vories  from  time  to  time  ;  how 
would  these  fluctuations  be  dealt  with  in  preparing  their  Bolanco 
Sheets  ? 

MIDLAND  COUNTIES  UNION  OF  EDUCATIONAL 

INSTITUTIONS,  1910. 

Elembhtaky. 

Part  I.     Compulsory. 

Mr.    F.    Connor's    books    disclosed    the    following    Asoots    and. 

Liabilities  on  June  30,  1909— 


Caah  in  hand 

Cosh  at  London  and  City  Ban!: 

C.  Porter,  debtor . 

H.  Willis,  debtor. 

C.  W,  Harrison,  debtor 

Stock  on  band 

J.  Berry     . 

P.  White  . 


74    9    0 


£1,123  18    5  £1.123  18'   g 

Open  the  books  by  a  Journal  entry,  enter  np  and  post  the  follow- 
ing, after  which  make  out  a  Trial  Balance,  a  Profit  and  Loss 
Account,  and  a  Balance  Sheet,  as  at  July  31,  1900. 

Note, — Candidates  may  {a)  write  up  and  Balance  the  Coeb  Book, 
and  jonmalize  the  remaining  transactions  or  {b)  journalize  all  the 
transactions.  Additional  marks  will  be  given  for  writing  up  and 
balancing  the  Cash  Book. 

1909.  £    ,.     d. 

July    1.     Paid  cheque  to  J.  Berry  in  settlement  of  his 


Sold  Goods  to  D.  Kemp         .     ■  . 
Beceived  Cash  from  H.  Willis 

AUowed  piBcounl 

Paid  H.  Smithson  cheque      .... 

Discount 

Sent  C.  Porter  Credit  Note  for  Goods  soiled 
Purchased  from  B.  Spencer,  Goods        . 

Go( 


53  10 

n 

67  U 

» 

23  IS 

« 

0  IS 

H 

:t 

I  18 

3 

43  19 

7 

EXAMINATION  FAPERS 


IMS. 

£   %   d. 

July  11. 

Pftid  cheque  to  E.  Spencw    . 

14    8    0 

„      13. 

Lent  to  C.  Seoteon,  cheque    . 

25    0    0 

„       14. 

C.  Porter,  paid  on  account     . 

C.  W.  Harrison,  paid  IB  tettlemcut 

10  10    0 

Sold  to  E.  Willii,  OoodB       . 

38  19    S 

Paid  Rent 

25    0    0 

.,      21. 

C.  Porter,  bought  Goods 

Cash  received  from  D.  Kemp         .         . 

Paid  into  London  and  City  Bank  . 

43  IT    0 

„      22. 

120    0    0 

„      23. 

Received  cash  from  C.  Porter 

13  10  10 

,.      27. 

Sent  cheqne  to  B.  Bpencer     . 

41  15    7 

Discount 

2    4    0 

„      30. 

Salea  for  Cash  for  the  mouth 

47  10    0 

„      31. 

Sundry  Tmde  Bicpenses  (cash) 

7  16    0 

Wages  paid  for  the  month  (cash)  . 
StoAs  of  Goods  on  hand        .        . 

.,     31. 

Part  II. 

{F<MT 

TWrfioTM  only  are  to  bt  attempted.     Amvxn  a 

■e  lole  given 

hriejly.) 

1.  Give  the  meanings  of  the  following:  '/^  '/,  LO.U.,  folio, 
coiuign. 

2.  What  atamp  to  required  on  an  I.O.U.  I 

3.  Write  out  a  receipt  for  £3  14«.  7d.  aa  if  F.  Connor  received  it 
from  C-  Sharpe  on  December  30,  1909. 

4.  It  to  proposed  to  charge  G.  Scoteou  £1  5s.  lor  interest  on  the 
loan  made  July  13,  in  Part  I.  Show  the  entry  you  would  make  to 
charge  him. 

5.  What  is  a  Balance  Sheet  ! 

6.  What  do  you  understand  hy  a  "  croued  cheque  "  ! 

MIDLAND  COUNTIES  UNION  OF  EDUCATIONAL 

INSTITUTIONS,  1910. 

Ikterhediatb. 

Part  I.     Compulsory. 

Charles  Peters  &  Co.,  Oil  Merchants,  on  March  31,  1909,  found 

their  balances  a*  follow* — 

£    I.  d. 

Cash  in  hand 27  14  (J 

Cash  at  London,  County  and  Westminater  Bank,  Ltd.  27S    5  6 

Fixtures  and  Fittings,  valued  at      '   .                 .  58    0  0 

Property,  valued  at 1,550    0  0 

Walker  k  Co.,  debtors 96  17  0 

J^..  McDonald,  debtor 29  16  7 

A.  Parkinson,  debtor 14  17  7 

H.  Byers,  creditor 89    6  S 

D.  Lyons,  creditor 77    4  8 

Bills  receivable  (Nos.  33/35) 342  IG  0 

Bills  payable  (No&  89/93) 395  10  0 

Stock  of  Oils 675  15  0 

Stock  of  Bottles  and  Drums 36    7  0 

C.  Peters,  Capital 1,697  14  4 

H.  Peters,  Capital 848  17  2 
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_  t  link.  lySBAXi 


&     B«k  Betircd  Ftrai's  fin.  Ho.  M 

V.     Beceircal  froia  A.  Paridaaa 

8.     PorciiMed  Petrolmii  frmn  B.  Gonw>r      . 

ft     Accepted  B.  CoBWBjr'adnltatSB/d  tea 

21  per  caot.  io  pnnBBt  <rf  alM«a  . 
10.     McDntUd  uked  lor  iMMMMptnnlobe 
ranewcd— X«.  3S,  £91^  wtdcb  woald  be- 
Mme  due  on  tbc  17tlt  bat. ;  Beamed 
No.   35   and   received   new  occtptance 
No.  as  at  3  m'd  with  intereat  added 
\S.     Sold  to  A.  I^vkiiMoii.  Colis  OU 
14.     Paid  1>.  Lyooa,  cbeqne 

14.  iJiacount 

15.  Beceiredof  Walk^&Co. 

IS.     Beeetved  of   Wdker  A   Co.   Aoceptaace 


\6.  Sold  Walker  *  Co.,  Eniraie  OQ 

17.  ReceJTcd  pajmnit  of  Bill  No.  33  befiir* 
matarity         ...... 

17.     IHaeoQDt  allowed 

17.    I^td  into  Bank 

19.  Bonk    returned   Walk«r   ft  Co.'a  cheque 

21.  Pnrchaaed  Bottlca  and  Drama,  duqne 

24.  The  firm's  acceptuoe  No.  00  paid  hj  Bank 
29,  Paid  for  general  repaira,  cheqne 

25.  Beceived  caah  from  Walker  kCa.     . 
31.  Sundry  Caah  f3atei  for  the  month 

31.     Paid  Waaea,  cMh 

ndry  general  expenses,  caah  . 


42    0    O 


21  IS 


Paid  SI 

Stock  of  Oils" 

Btock  of  Drums  andfottlea 
After  crediting  the  partners  -with  interest  at  tite  tste  of  5  per 
cent,  per  annum  on  their  capital,  divide  the  profit  in  proportion  to 
the  amount  of  capital  held  by  each.      Prepare  a  iMitl  Balance, 
Profit  and  Lo«s  Account,  and  Balance  Sheet. 


(,n 


Eartll. 

T  quationt  only  are  to  be  aUempted.     Antaert  a 


—   -       .      v  l6  be  given 

1.  What  do  yoQ  understand  \>j  Tare,  ad  vaiorem,  trmeher! 

2.  KniUin  the  difference  between  Bnllioo  ajid  Speei*. 
S.  What  ia  Legal  Tender  in  this  country ! 


i>,  Google 


EXAMINATION  PAPERS  829 

4.  State  the  UDonnt  of  Staap  Doty  uBcnrary  on  B/B  far  the 
foUowmg :  £20  at  3  m/d,  £57  at  1  m/d,  £140  on  demand:  £101 
•»  lidA. 

6.  ExplaiD  the  terms  Bamtiy  and  Jettifoo. 

A  M^e  oat  a  Prominarj  Note  for  £89  16«.  aa  from  Tboa. 
Hawks  in  favour  of  Harry  Mosa,  dated  June  90,  1900,  for  3  m/d, 
and  state  when  it  will  ht  (a)  nommallj,  [b)  actnalljr  daa> 


Part  I.     Compnlaorf. 

The  Highbnm  Maouf actnriog  Co. ,  Lid. ,  with  a  Nominal  Capital 
of  40,000  OrdiDac^  Shares  of  £1  each,  and  by  the  Memorandnm  Mid 
Articles  of  Association  have  power  to  issue  200  Debentures  of  £50 
each  bearing  interest  at  4J  per  cent.  p.B. 

On  June  30,  1909,  the  Ledger  Balances  were  abaUacted  as 
follows — 

£ 
Bhare  Capital  (isaaed  40,000  shares  at  £1  each,  i5t.  called 

on  each) 30,000 

CalU  in  »rrear 306 

Debentures  iaued,  100  at  £60 5,v;00 

Stock  (July  1,  IWS) 6,537 

Pnrohanes 22,448 

Returns  to  crediton Is  746 

Sales 40,728 

Returns  from  cuEtomers 1,174 

General  Trade  eipeosea 1,014 

Wages 13.032 

Salaries 2,042 

TrBTelling  expenses 7S8 

Advertising 870 

Rents,  Rates,  Taxes  and  Insurance 858 

Discount  Debtor  Balance 314 

Bank  Interest  and  Commission  Debtor        ....  114 

Bad  Debts  written  off 240 

Premisea 12,450 

Macimieiy  and  Plant 18.750 

Fixtures  and  Fittings 3,750 

Sundry  DebUors 12,160 

Sundry  Creditors 7,728 

Interest  Paid  on  Debentures 211 

Dividend  Paid  (in  August  190S) 1,415 

Reserve  Fund 5,000 

Reserve  for  Bod  Debt*  (Balance  at  July  1,  1908)  760 

Cash  in  hand 43 

BalB«ee  it  Bank  Cr. 1.427 

Balansa  of  P.  and  L.  Account  (Juh  h,  I9M)        .        .        .  3,463 

Ih«  Stock  on  hand  on  Jtma  3^  UHS  — £etSO&  
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Drair  np  a.  Trading  and  Profit  and  Lou  Aecoant,  after  making 
the  following  odjiutmenta — 

(a)  Depreciate  the  Macbinerj  and  Plant  by  10  per  cent.,  the 

fixtures  aod  Pittiagi  b;  10  per  cent. 
{b)  Make  up  the  Regerve  for  Bad  Uebti  to  7}  per  cmt.  of  the 

Book  Debt*. 
{c)  Iniurauces  ore  paid  in  advance  to  the  extent  of  £96. 
{d)  Make  out  a  Balance  Sheet  ai  at  June  30,  1909. 

Partn. 

(Five  quitstiotti  only  art  to  be  atUmpUd,  but  No.  6  muit  he  tried. 
Answcra  are  to  be  given  briefiy.) 

1.  Explain :  Agio,  Allonge,  General  Average,  York-Antwerp 
Rules. 

i.  Why  are  foreign  B/E  made  out  ih  eeta?  Are  they  always 
mode  out  goT  Write  out  a  Second  of  Exchange,  drawn  by  Chas. 
Carr,  of  Loudon,  on  Kiehen  -Lall,  of  Baroda,  eo  D/8  for  £175,  and 
convert  into  Rupees  at  li.  4d. 

3.  Name  some  preferential  debts  allowed  to  be  paid  before 
distribution  of  the  estate  of  a  bankrupt. 

4.  What  are  Exchequer  Bills! 

5.  In  the  oaae  of  the  deatli  of  a  Shareholder  what  would  you 
require  before  paying  any  dividends  on  account  of  the  holding  1 

6.  Draw  up  a.  return  for  Income  Tax  assessment  from  your  result 
of  Part  I,  assuming  that  the  aseeaanienta  in  the  two  previous  years 
were:  1907.  £2,100,  and  1908,  £1,760.  respectively.  The  toUowing 
are  included  in  the  charges:  £35,  chief  rent  in  rents,  rates,  etc.  ; 
gifts  to  the  value  of  £00  in  the  general  expenses  ;  and  the  Assessor 
will  only  allow  depreciation  on  the  machinei^  at  the  rate  of  7i  per 
cent.  ;  Income  Tax  pud  and  included  with  rente,  rates,  etc., 
account,  £88.     Show  what  the  assessment  wiU  be  for  1909. 


MIDLAND  COUNTIES  UNION  OF  EDUCATIONAL 

INSTITUTIONS. 

Elgmehtabt,  1911. 

[3  hoars  allowed-] 

Part  I.     Compulsory. 

On  May  31,  1910,  the  baknces  in  the  books  of  Mr.  Hy.  James 

were  as  follows— 

Caahin  hand £22 6f. ,  balance  of  Cunlilfe's  Bonk  £335  14s., stock  of 
goods  on  hand  £477  17i.,  accounts  owing  to  him,  C.  Regan  £18  9>-  2d., 
K.  8nelling£13  17s-  iil,,  and  H.  Watson  £22  09.  M.  His  liabilities 
were :  A.  Clarke  £73  149.,  J.  Spark  £3Si.  Ss.  Sd,  and  T.  Andrews 
£39  lOs. ;  the  balance  being  his  capital. 

His  transactions  for  the  month  of  Jane  were — 

1910.  £    ».  d. 

June    1.     Bonaht  goods  from  F.  Hamer         .        .         .       77    5    0 

„      2.     Paid  cheque  to  T.  Andrews    .        .  .       38  10    3 

Discount  deducted,  2^  per  cent. .         .  0  19    9 

3.     Sold  goods  to  S.  Dyson 46    0    0 

„       5.     Paid  carriage  account,  oish    .        -        .         .         1  14    8 
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BeoMved  caah  from  C.  R^m,  nUowing  balsnca 

fta  discount 

Received  clieque  from  H.  Watjioa  . 
Sold  to  H.  Watson  gooda  valued 
Sent  credit  note  to  H.  Watwjn  for 
12.     Sold  goods  for  cash  to  G.  BeU 
Bank  charged  for  cbeque  book 
Parchased  goods  from  8.  liarratt 
Sold  gnoda  to  T.  Andrews 
Sold  goods  to  E.  Evans  . 
K.  Snelling  paid  cash  on  aooonnt 
20.     Paid  i^eque  to  J.  Spark  in  settlement 
23.     Eteceived    credit   not«   from  S.   Barratt   for 

damaged  gooda 

£5.     8.  Djraon  paid  his  accoimt  of  £45  by  cheqi 
(less  3  per  cent,  discount)   . 

27.     Paid  into  Bajik 

29.     Paid  for  stationerj,  etc.,  caah 

29.  Paid  wages  by  cheque  drawn  on  bank    , 

30.  Bank  debited  Hy.  James'  acoonnt  with  com- 

mission and  postages  . 
30.     Gooda  on  hand  valued  at  cost 


Hake  oat  a  Trial  Balance,  Profit  and  Loss  Account  and  a,  Balance 
Sheet  as  at  June  30,  1910. 

PartIL 
{FvHT  gut^iom  only  are  to  be  attempUd.     Anitnera  iAotdd  be  bri^.) 

1.  What  is  (a)  a  Statement  of  Account  7    {!>)  A  Debit  Note  T 

2.  What  aecoimte  do  yoa  close  to  the  Profit  and  Loss  Account, 
and  why  ? 

3.  What  U  Gross  Profit ! 

4.  Brieflv  explain  the  uae  of  tho  Ledger. 

5.  How  does  a  trader  'gay  aocoimU  through  a  hanker?    Give  a 
specimen  of  a  form  that  is  used  in  making  such  payments. 

6.  What  is  Interest,  and  how  is  it  generally  calculated  ? 

MIDLAND  COUNTIES  UNION   OF  EDUCATIONAL 
INSTITUTIONS. 
Ihtibmbdutk,  1911. 

[3  hours  allowed.] 

Part  I.     Compulsory. 

The  books  of  Messrs.  KnowIes&Co.  on  December  31, 1910,  showed 


creditors,  H.  Crewdwm  £77  14*.,  J.  Wilson  £357  7j.,  and  C.  Oo^r 
(lo«n)£2,000.  Debtors,  J.Beck £87  ll<.,H.Waddington £137 17s.  7d., 
and  W.  Barclay  £Sti  I4«.  4d.  Fixtures  and  fittings  £220,  macMnery 
and  plant  £1.270.  Stock  on  hand  £1,700.  The  oapital  to  be  divided 
between  the  partoars,  C  Knowiea  b»TiBg  three-Sfttuand  G.  Knowles 


St 
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loia  £  t.  d. 

Jan.     2.     Received  cheque  from  H.  Waddington,  dis, 

11%  Id. so  17    7 

„      2.    His  MceptonM  at  2  tn/d  .        .      87    0    0 

,,      2.     Sold  cuttiags  for  caah 14     7    6 

„      S.     Shippedon  coniignment  to  MesBrs.  Henri  &Co., 

Calais,  5  tons  of  Imit.  Art  Paper  at  £3ft  .  180  0  0 
„  3.  Paid  by  cheque  freight  and  charges  OD  above  5  IS  4 
, ,       4.     Paid  caah  for  repai™  to  macliinery  ,         .  7     7     0 

„      4.     Purchaaed  chemicaU  from  C.  Firth  and  paid 

for  same  by  cheque 54  18     0 

„  6,  Sold  J.  Boch  printing  paper,  3  tooa  at  £28  .  84  0  0 
„      5.     Paid  H.  CrewdBoa  by  cheque  amount  due  to 

him,  leas  5  per  cent,  discount  (£3  17a.  9d.) 
„      7.     Sold  J.  Beck  brown  craft,  15  tons  at  £12  10».     J87  10    0 
„     10.     Bought  of  W.  Barclay,  esparto,  30  tons  at 

£4  10) 135     0    0 

„     10.     Beceived  acceptance  at  2  m/d  from  J.  Beck, 

including  interest  at  5  per  cent,  per  aonum 

on  £187  10». 189     1     3 

„     12.    OaveJ.  WiLsonbiUat  Im/d.  .        .     150     0    0 

„     13.     Pud  J.  Wilson  cheque,  less  dia.  5  per  cent., 

total 72     0    0 

„  15.  Paid  cheque  to  C.  Cooper  on  account  of  loan  500  0  0 
„  17.  C.  Knowlea  drew  cheque  for  private  purpasee  50  0  0 
„  21.  Bank  received  payment  for  B/R  .  .  .  145  0  0 
,,     21.     Agreed  to  accept  composition  of  16j.  in  the  £ 

on  Waddington's  acceptance,  not  yet  doe, 

and  wrote  off  the  balance  .... 
„    21.     Received  cheque  on  account,  of  above     .        .       69  12    0 
,,     22.      Sold  K  Barclay  sundry  items         .  .         .      110     0     0 

„     23.     Paid  cash  for  coal  and  Coke    .  .  .        33     0     0 

„     24.     Paid  C.  Wallis  for  the  account  of  G.  Knowles 

(the  junipr  partner)  cheque  .         .       14     0    0 

.,    25.     Received  A/S  from  Henri  &  Co.,  Ca1^a,  with 

draft  at  sight    on    London,  consignment 

having  been  sold 260  16    0 

„    25.     Received  cheque  from  T.  Harvey,  being  part 

payment  for  account  previoosfy  written  off 

asWl 20    0    0 

„    26.     Discounted  B/R  £80  and  received  cash  .  79    8    8 

„     27.    Purchaaed  waste  (used  in  manufacturing)  for 

cash 14    0    0 

„  29-  Paid  carriage  acconnt,  cheque  .  -  .  17  8  9 
„     30.     Paid  sundry  oxpeaaix,  cash    .        .        .         .       12  U    8 

„     3a     Paid  wages,  cash 80  10    0 

,,     3a     Stock  on  band 1464    0    6 

You  are  required  to  enter  the  above  transactions  in  the  varioiie 
books,  post  to  the  Ledger,  and  draw  up  a  Trial  Balance.  The  Cash 
Book  mnst  he  balanced.  Then  make  the  following  adjustments, 
debiting  or  crediting  a  Profit  and  Loss  and  respective  accounts 
direct,  complete  Primt  and  Loss  Acconnt,  and  draw  up  in  proper 
form  a  Balance  Sheet  for  January  Si- 
Rent  of  premises  £120  per  annum :  5  per  cent,  per  anuum  to  be 
allowed  to  partners  on  capital  (ignoring  withdrawala) ;  5  per  cmt. 
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per  annum  to  be  allowed  on  lo«n,  taking  into  acoonnt  proportion 
repaid  6a  half  a  month.  DepreciatB  inacEinery  and  fittin({«  10  per 
cent,  per  iLimiim.  No  Dniwiiigg  AccounlB  required.  Profit  to  be 
divid^  according  ta  capital. 


(Four  queitiona  only  ots  to  be  atiempted.     Anawtn  shovXd  be  hri^.) 

1.  DeSce ;  Bank  Rate,  Negotiabls,  Profit,  Dayn  of  Graoe. 

2.  Explain  the  nature  of  tbe  entries  which  are  passed  throngh  the 
Joamal  in  practical  work. 

3.  Biffereotiate  between  Single  and  Doable  Entry  Book-keeping. 

4.  Explain  the  difference  between  CousigniDeiits  and  Sales.  How 
are  they  treated  in  the  books  ? 

5.  A  merchant  who  has  a  fair  and  increasing  business,  but  keepa 
his  accounts  by  so-callsd  single- entry,  now  desires  to  have  a  proper 
system  of  double-entry  book-keeping.  State  the  procedure  and 
what  books  yon  would  recommend  to  carry  out  his  object. 

6.  What  is  a  Manifest!    A  Mate's  Receipt!    A  Charter  Party r 


MIDLAND  COUNTIES  UNION  OF  EDUCATIONAL 

INSTITUTIONS,  19iL 

Advasced, 

[3  hours  allowed.] 

Port  L    Compulsory. 

Henry  Moore,  trading  as  Moore  ft  Co.,   decided  to  convert  hi> 


LlAWLITIBS.             £       S. 

d. 

AssBTS.                £      s. 

d. 

Bank  Overdraft  .         427    4 

2 

Cash  in  hand  (Petty 

Sundry  Creditors       2,475  10 

0 

Caeh).                        65  14 

8 

Parkes{Loan)      .       1,000    0 

0 

Sundry  Debtors     .     4,310    7 

a 

Capital         .         .     10,300    0 

0 

Premises        .        .     3,500    0 
MaohinetT         and 

0 

Plant          .        .        SSa  IS 

a 

Fixtures   and  Fit- 

tings.        .        .        279  17 

0 

Blackmore         Co. 

Shores,  100  fnUy 

paid  £10 at  par.     1,000    0 

0 

Stock  on  hand      .    4,200    0 

0 

£14,202  14 

2 

£14,202  14 

2 

Under  an  agreement  dated  Decemoer  31,  1909,  Hy.  Moore  was 
to  be  credited  with  interest  at  the  rate  of  S  per  cent^  per  annum  on 
the  above  capital  from  that  date  to  the  date  of  Registration.  It 
was  also  agreed  that  the  Vendor  should  retain  the  £1,000  Black- 
more  &  Co.  Shares,  and  in  addition  receive  £11.000  in  fuIW-paid 
£G  Ordinary  Shares  when  the  Company  was  floated ;  tbe  difierence 
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£1,700  being  ootuidered  w  Ooodwill,  the  Utter  to  be  eTtincnlelnd 

at  the  rate  of  £260  per  annmn.  The  Company  wer«  to  take  over 
all  oCher  liabilities  and  aaaeta,  Th«  CkHnpiuiy  was  regiatered  as 
Moore  k  Co.,  Ltd.,  on  March  31,  1910,  with  a  oapital  of  £30,000 
divided  into  4,000  Ordinary  Shares  of  £5  each,  and  2,000  6  per  oent. 


amount  having  been  paid  U 

During  the  year  the  tranWKtiona  were — 

Purchaser     .        .        ,        . 

Sales     .         ,         .         . 

Outward  returns  . 
DUcounts  allowed  to  onstnmera 
Diecounta  allowed  by  creditors 
Bad  Debt«  written  off  . 
Cash  paid  by  customers 
Cash  paid  to  creditors  . 
B/R  received  from  customers 
B/R  paid  into  Bank  and  collected 
Bank  charges  on  Bills  collected 
Formation  expenses  paid 
Wages  ani'  "  '     "  ' ' 

Interest  oi 


a£) 


145  14 

8,i20  17 
6,453  II 


General  expenses  paid . 
Rent,  Rates  and  Taxes  paid 
Repairs  to  Property  paid 
Repairs  to  Machinery  paid  . 
Drew  from  Bank  for  Petty  Cash 
Paid  sundry  petty  cash  expenses 
Stock  on  hand  December  31,  1910 

You  are  to  draw  np  a  Trial  Balance,  a  Trading  and  Profit  ajid 
Loss  Account,  making  the  following  adjustments  in  addition  to  soy 
previously  indioated  ;  Depreoiate  Machinery  and  Fixtures  6  per 
cent.  each.  Reserve  5  per  cent,  on  Book  debts  for  Bad  and 
Doubtful  Debts.  Finally  draw  up  a  Balance  Sheet  as  at  December 
31,  1910. 

Part  IL 
^Four  questimta  anl)/  to  he  attempted,  but  No.  1  nviat  be  tried.) 
1.  Comment  on  the  Balance  Sheet  on  the  next  page. 


when  is  the  former  generally  prepared ! 

4.  What  is  the  "Double  Account  Syst«m,"  and  what  objectioas 

5.  What  do  you  understand  by :  Course  of  Exchange,  Arbitratioo 
of  Exchange,  and  Hy|Kithecatioii  • 

0.  ^Vlnt  are  Consola,  and  bow  ace  their  Talnea  aacwtalDed  sod 

controlled  T 
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COUNTY  COUNCIL  OF  THE  WEST  KIDINO  OF 
YURESHIBE. 

Book-Kbbfino  AMD  AcooirNTANcr. 
[3  hours  oUowed.] 
TUid  Teu,  1910. 


JaD.    1.  Ciuh  in  hand    .... 

,,      3.  Bought  Oooda  of  M.  Koble  &  Co. 

„      8.  Sold  Oooda  to  S.  James    . 

„    19.  Bought  Goods  of  M.  Noble  &  Co. 

„    28.  Paid  Trade  expensea 

„    28.  Paid  Wages      .... 

,    31.  Sold  Goods  to  S.  James    . 

Feb.     5.  Sold  Goods  for  cash 

„     12.  Bouebt  Goods  from  M.  D.  Knox 

„     14.  PaidRent        .... 

„     24.  Sold  Goods  to  B.  Marshall  &  Sons 

„    29.  Sold  Goods  to  S.  James  , 

Mar.   5.  Eeceived  cash  from  S.  James  . 

„      8.  Bought  Gooda  from  M.  D.  Knoi 

,,      9.  Paid  cash  to  M.  D.  Knox 

„     12.  Bought  Goods  for  cash      . 

,,    14.  Bought  Gooda  from  M.  Noble  4  Co. 

„    19.  PaidWaees      ,         .         .         , 

„    24.  Paid  Trade  axpensea 

„    31.  Stock  on  hEJid  £10. 

2.  Write  up  in  Thomas  Walker's  Cash  Book  with  columns  for 

■  "    ■        '  " ;  balance  the  Cash 


pril  1, 

Cash  in  hand     . 

13  17  10 

>.     *■ 

Sold  Goods  tor  oaah  .         . 

I     4    9 

„      5. 

Paid  advertisemenU . 

0    2    4 

Paid  by  cheque  to  Martin 

„      8. 

Co.  and  paid  to  Bank    . 

9    5    0 

„      9. 

Eeceived  from  Hy.  Hirst . 

I  18    4 

discount  \s.  M. 

Bought  Goods  for  casli 

4    5    0 

„     13. 

Wright  .... 

1  19    0 

discount  ll. 

Paid  for  Coals   . 

0  15    3 

„     18. 

Paid  to  self 

Eeceived  from  Chaa.  Dear- 

1  17  10 

man        .... 

2  18    S 

diKonnt  U.  M. 
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„  26.  Paid  to  Andrews  J:  Son  ,  1  10  0 
„  28.  '  Ciub  drawn  from  Bank  .  2  10  0 
„     2D.     Paid    NaamiCh    BrM.    by 

cheque    ,         .        .         .9TB    diaoouDt  12j.  6a. 
„     30.     Paid  Blindly  expenses        .       18    4 

3.  Give  a  full  descriptioa  of  a  Petty  Cuh  Book  and  the  method 
of  uaing  it. 

4.  State  five  different  kinds  of  mistake  which  will  cause  the  totals 
of  the  Trial  BaUnoe  to  diaa^ve. 

Mention  on  error  which  will  not  afiect  the  Trial  Balance  totals. 

5.  Explain  what  is  meant  by  "  Taking  Stodl  "  and  describe  tho 
prooesa  aa  completely  as  yon  can. 


Fourth  Yaw,  1910. 
John  Major,  electrician,  finds  that  on  January  i,  1010,  his  financial 

position  ifl — 

Cash  in  hand  '£13  is.  M.  Stock  in  trade,  lamps  £28  lis.  Sd., 
Fittings  £72  di.  »d..  Materials  £15  Ss.  2d.  Debts  due  to  him  are 
R.  Varvell  £6  15s.  id.,  T.  MitcheU  £8  18>.,  Harris  k  Co.  £1  6s.  M. 
He  ha*  £149  10;.  at  the  Bank,  and  his  machinery  and  tools.are 
worth  £3S.  Hia  liabilities  are  £56  10s.  to  Dmry  k  Co.,  Ltd., 
£10  5s.  9d.,  to  Norton  &  Son.,  and  Bill  Payable  due  March  4, 
£48  10s. 

(,Nole:  The  Sales  and  Purchase  totals  maj  be  posted  quarteriy.) 
His  jSales  ami  Work  dime  are — 
Jau.  18.     Sold  to  R.  Varvell  18  Somar  25  o.p.  Lamps  at  48s.  dozen. 
^    29,     Four  weeks  Cash  Sales  £10  18a. 

„  31.  Fixed  for  T.  Mitchell  Lighting  installation,  includwg 
wiring  and  fittings :  IT  Lights  at  21s.  per  light,  ami 
supplied  24  16  c.p.  Lamps  at  21s.  per  dozen. 
Feb.  T.  For  Harris  S  Co.  overhanW  Electric  Bella  per  contract 
for  £1 1  10s.  and  supplied  40  feet  wire  at  3^.  foot. 
„  IB.  Sold  to  R.  Varvell  a  Transformer  £8  10s.  and  charged 
£1  15s.  labour  and   ISa.   M.  for  materials   in   fixing 

.,     26.     Four  weeks  Cash  Sales  £23  14s. 
Mar.    5,     For  Harria  k  Co.  repured  Lightning  condnctor,  charged 
labour  £3  18j.  and  materiab  17s.  6<f. 
„    28.     Fixed  for  R.  Varvell  one  Motor  and  accessories,  complel* 

tor  £35. 
.,    28.    Four  weeks  Cosh  Sales  £37  16s.  4d. 
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Hia  Piirehatea  (to  b«  wpanted  inUi  I^mps,  Fittings,  Unted&li,  and 
Macbineiy  and  Tooli]  are-^ 

Jan.     4.     Sought  from   Drury  k  Co.,  Ltd.,   lAinps  £12,  Fittings 
£8  ISi.  W. 
„     31.     Bought   from    Harris    b,    Co.,     Traiuformer    (FittingB) 
£8  10(.  leas  15  per  cent,  trade  diaoount. 
Feb.  16.     Bought    from    Norton    jc    Son,    Fittinga    £16    &t.    &d.. 
Materials  £10  12>.  Zd.,  New  Toola  £5. 
„     16.     Bought   from    T>mTj    A    Co.,    Ltd.,   Lwapi    £72    J5s., 
Matariala  £6. 
Mar,  \2.     Bought  from  Norton  &  Son,  Fittings  £19  5f.,  New  l^iha 
£10. 
„    20.     Bought  from  Hania  &  Co.,  Motor  for  w(»iubop  £12. 

Jan.  20. '  R.    Varrell    returns  3   Lamps  and  is  oredit«d   invoice 

price  of  Jan.  IS. 
Feb.     7.     T.   Mitchell    returns  4  lAmpa  at   1^.    Od.   and   is   also 
credited  special  BUowance  on  contract  £1  Kb. 
„      S.     J.  Major  returns  i  Lumps  to  Dmry  &  Co.,  Ltd.,  and  is 
credited  69. 
Mar.  25.     Harris  k  Co.  allow  £1  for  overcharge  on  Motor. 
The  Caah  received  is  (Items  raariced  B  are  paid  into  Bark) — 
ifole;  The  Cash  Book  maj  be  boUnced  quarterly. 

Jan.  26.  R.  Tarvell,  £6.  diaconmt  fc.  U.    B. 

Feb.    7.  T.  MitelleU,  £26  7s„  disoount  13i.     E 

„    14.  B.  Varvell,  £3  lOs.  discount  23. 

„    17.  For  old  Uthe,  £2  lOr. 

Mar.  3.  Harris  k  Co.,  £11  143.,  diw»unt  6*.     B. 
Also  the  C^h  Sales  •«  wentiwied  above. 

The  cheques  drawn  on  the  Bank  are — 

Jai^  15.  Rates,  £6  18&  6d. 

„    18.  Norton  ft  S«n,  £11^  dUooont  Ss.  M. 

„   20.  Drury  b  Co.,  Ltd.,  £53  13i.  M.,  discount  £2  I61.  Vd. 

Feb.  S.  DmrvJtCo.,  Ltd.,  £19  Ifti.,  discount  10s.  9d. 

Har.  3.  BiU  adriied  £48  lOr. 

„    23.  Bill  due  Jane  23  paid  by  cheque  less  discount  Lfii 

,,    26.  Bent£ia 

On  Feb.  S  T.  Mitchell's  cheque  is  returned  by  Bank,  dishcnumred. 
On  Uardi  20  J.  Jlajor  receives  (and  pays  into  Bank)  in  settlement 
ICii.  in  the  £,  and  writes  off  the  balaace  of  Mitchell's  account  as  a 
Bad  Debt. 

The  Caah  payments  are- 
Jan.  26.  ddvertJBinx  £2  S>. 
Feb.    9.     Harris  ftCS.  £5  LSi.  (discount  3>.  6i.). 

„     12.     Trade  Expenses  £1  16jt.  9d. 
Mar.   3.     AdvertisioR  £1  St.,  Trade  Fipenaea  14^. 

„      7-     Insaianoe  lOn. 
Also  r 
Feb.  2 

J.  Major  withdraw!  for  personal  use  £8  eack  four  week* 
(total  £24). 
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On  Feb.  9  Harris  k.  Go.  (Stiles  Ledger)  are  credited  with  diacount 
Or^.  and  £1  61.  ia  trauf^ened  to  Bought  Ledger,  thna  aqoaring  the 
account  of  Jan.  31. 

On  Feb.  20  Major  accepts  Drury  &'Co.'b,  Ltd.,  Bill  £60,  dae 
Juno  23. 

On  March  20  Major  accepts  Norton  k  Son's  Bill  £40,  du« 
Jnly  23. 

At  March  31  the  Stock  is :  Lamps  £00,  Fittings  £86,  MateriaU 
£20. 

Write  up  the  ruled  set  oE  Books  provided,  close  them  at 
March  31,  ISIO,  and  prepare  a  Trading  Account  and  Balanoe  Sheet. 
Show  in  the  Trading  Account  the  coat  of  Lamps,  Fittings  and 
Materials  separately. 

COUNTY  COUNCIL  OF  THE  WEST  RIDING  OP 

YORKSHIRE. 

Fifth  Tsar,  I9ia 

1.  Mildred  k  Mebstwsatheb, 

Tkiai.  Bai-abcb,  December  31,  1909. 

£      I.   d.  £      ,.   d. 

3.  C.  Mildred,  Capital  as  at  Jul;  1, 

1909 8,«53  U    8 

W.  F.  Merryweather,  Capital  as  at 

July  1,  1909 6,610    3    7 

I^nd  and  Buildings  as  at  July  1, 

IB09 8,300    0    0 

Maohinery,  Plant  and  Utensils  .      .       6,250    8    2 
Office  Furniture       ....  130    0    0 

£iLeeat<H's  of  Henry  Watson,  Loan 

on  Mortgage  4  per  cent.      .         .  4,000    0    0 

R.  A.  Merryweather,  Bonus  Account  * 

as  at  July  1,  19U9  ...  329  10    0 

J.  C.  Mildred,  Drawing  Account     .  378    4  10 

W.     F.     Merryweather,     Drawing 

Acooont !^    3    1 

R.     A.     Merryweather,     Drawing 

Account 141    6    7 

Materials  Purchased         .        .        .     14,187  14    9 

Wages 4.544    6    8 

Office  ealaries 189  U    3 

TraveUera'  salarie«  .        .        .         .  432    9    6 

Bat««  and  Insnrance  .  121  15  10 

XHsoooDt  Allowed     ....       1,06414    2 
Bepaira  and  renewals  of  Machinery         248    3    I 

Safes 20,465    7  11 

Royalty  (on  manufacturing  process)         149    1     2 

Om  and  Water  Account  .  35  13    7 

Rent  of  Stabling  let  off    .        .         .  41     2    0 

Travellers'  Commission    .*       .        .  123    4    2 

Bad  Debt  Account   ....  133    9    1 

Travelling  Expenna         .        .         .  269  13    1 

Bank  (barges 68    9    3 

F  F2 
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Discount  received    .... 

Beturna  Inwards      ....  143    6    7 

Creditors  .         .        .         .    •    . 

Trade  Expenses        ....  179  10    5 

Trading  Acconnt.   Stock  of  materials 

July  1,  1909 3,611  17    6 

Debtors 2,700    2  11 

Bank 

Petty  C«ah  Balance  ....  501 

Bills  Payable 

Interest  Account      ....  40    0    0 


£41,&43  15    8    £41,543  15    S 


Stock  of  Materials  December  31,  1909,  £7,032  lli.  M. 

3.  C.  Mildred  and  W.  F.  Merryweather  are  partners  and  divide 

Erofits  and  losses  equally  after  being  credited  with  Interest  oa 
apital  at  S  per  cent,  per  annum. 

E.  A.  Merryn-eother  is  the  FncUnr  Manager  and  is  entitled  to 
a  bonus  of  15  per  cent,  of  the  profit  alter  allowing  for  all  Interest. 
He  is  also  entitled  to  Interest  at  6  per  cent,  per  annum  on  the 
amonnt  of  hie  Bonus  left  in  the  business. 
Interest  on  all  drawings  is  ignored. 

Laud  and  Buildings  Acconnt,  Depreciation  1  per  cent,  per  annum. 

Machinery,  Plant  and  Utensils  Account  includes  additions  this 

half-year  £179  8».  2d.,  write  off  for  Depreciation  10  per  cent,  per 

]  balance  at  July  1,   1909, 

Fumilure  Account.      This 

_.^ ed  each  half-year  at  10  per  ,  

year  it  has  also  been  reduced  on  September  30,  1909,  by  the  sale 
of  a  Typewriter  for  £5,  which  nas  purchased  on  Jnne  30,  1906, 
for  £25 ;  include  the  loss  on  this  transaction  with  this  half-year's 


Interest  on  Morl^age  owing  from  October  1,  1909  (ignore  Income 
Tax). 

W.  F.  Merryweather  requires  £100  transferring  from  his  Acconnt 
to  the  credit  of  R.  A.  Merryweather  as  a  present  at  Christmas, 
1909. 

Wages  include  £12  13t.  6(f.  paid  to  an  injured  workman,  and 
recoverable  from  the  Insurance  Company. 

Bates  owing  £75.     Inmrance  prepaid  £30. 

Discount  allowed  should  be  shown  in  Trading  Account  as  » 
deduction  from  Sales,  Reserve  6J  per  cent,  of  the  Debtor*. 

Gas  and  Water.  The  note  from  the  Corporation  received 
February  2,  1910,  shows  the  gns  for  the  half-year  ending  December 
31,  1900,  is  £132  11*.  M.,  water  for  half-year  ending  June  30,  1910 
(payable  in  advance),  is  £33  &.  M.  The  Corporation  allow  5  per 
cent,  discount  on  this  note. 

J.  C  Mildred  should  be  charged  lOs.  per  week  for  the  half-year 
for  use  of  Stabling  belonging  to  ihe  business. 

Bad  Debt  Account,  Reserve  £200. 

Discount  received  should  be  shown  in  Trading  Acconnt  aa  a 
deduction  from  Materials  porcbased ;  Reserve  2J  per  cent,  of 
Creditors. 
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Preptro  a  Trading  Account,  showioe  the  Grow  Profit;  th«  profit 
before  charging  Partnera'  Interest  on  Capital ;  and  the  net  Profit. 

Show  the  Balance  Sheet,  December  31,  1909,  and  prepare  copies  of 
the  Partners'  Capital  Accounts  for  the  half-jear. 

2.  Befemng  to  the  previoug  qneation  gt^te  what  percentage  the 
following  items  in  the  Trading  Account  bear  to  the  net  Sales — 

Materials  consnmed  (including  Rojalty). 

Wages. 

Groas  Profit. 

Net  Expenses  before  charging  Partners'  Interest. 

Net  Profit  (after  Bonus). 

3.  Gxplain  what  ia  meant  bf — 

Nominal  Capital 
Sabeoribed  CapitaL 
Called.npCnpitaL 
Paid-up  CapitaL 
'4.  A  Limited  Companj  has  issued  £40,000  4)  per  cent.  First 
Mortiraee    Debenture    Stock,    interest    payable    March    31    and 
Being  in  poBaeesion  of  snrpliis  funds,  it  pnrcha» 


£1,000  of  thU  Debenture  Stock  at  96  per  cent,  on  July  1,  1910. 
The  Company's  year  ends  September  90:  State  fully  how  this 
tranaactioo  should  be  dealt  with  in  the  books,  and  also  in  the 
Balance  Sheet  at  September  30,  1910. 

5.  A  Retail  Trader  has  4  shops  (A,  B,  C  and  D).  His  total 
figures  for  the  year  are  Sales  A  £4.000,  B  £3,600,  C  £3,800,  D 
£2,000.  The  Stock  at  the  beginning  of  the  year  is  £3,500,  and  at 
the  end  £5,300,  The  Purchases  are  £9,S00.  The  E^tpenees  not 
kept  separately  for  each  Shop  are  Printing,  Stationery  and 
Advertismg  £48,  Trade  Expenses  £210. 

The  Rent*  and  Rates  are  A  £150,  B  £110,  C  £160,  D  £115, 
and  the  Wages  are  A  £21S,  B  £194,  C  £234,  D  £180.  On  the 
basis  that  each  shop  earns  the  same  rate  of  gross  profit,  prepare 
a  statement  showing  the  net  profit  at  each  shop,  dividing  the 
expenses  in  proportion  to  the  busjoess  done. 


COUNTY  COUNCIL  OF  THE  WEST  RIDING  OF 
yORKSHIEE. 

BoOK-EeEFINO   ABD    ACCOCNTIKCI. 

[3  hours  allowed.] 

Third  Tear,  1911. 

1.  Write  np  in  the  Cosh  Book,  Sales  and  Purchase  Day  Books, 

and  Ledger,  the  following  Transactions  of  Wm.  Stewart.     Prepare 

Trial  Bauace,  Profit  and  Lobs  Account  and  Botanoe  Sheet,  June  30, 

1911. 

£    a.  d. 

April    1.     Cash  in  hand 15  10    0 

,,      3.     Bought  Goods  for  cash 11  11    6 

„     5.    Sold  Goods  to  C.  Coates         .        .       .        .623 
„      7.     Received  cash  from  C.  Coates         .  .400 

„      0.     Bought  Goods  of  W.  Musgrave      .  .942 
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April  13.    Sold  Goods  to  C.  Coatoa         .       .        .       .    20    0    3 
,,    17.     Paid  Trade  ExpcDsea      .        .  .        .      3    S    0 

May     1.     Paid  Rent .      3    6    S 

,,      2.     Bought  Goods  of  W.  Mosgravs      .        .         .     10  10    0 

„      5.    Sold  Goods  to  G  Coatee  .        .        .         .     17    2    $ 

6.     Received  cash  from  C.  Coates         .        ,         .     22    0    0 

„      6.     Allowed  Diacount  to  C.  Coatea        .        ,         ,026 

,,     10.     Sold  Goods  for  cash 2    3    6 

„     13.     Bought  Gooda  of  W.  Musgrave      .        .         .     11    0    6 
„     13.     Paid  cash  to  W.  Musgrave  £19  IDs.,  and  he 
allows  Discount  4s.  2d. 

„      23.      Bought  Goods  for  casb V    2    2 

„    24.     Sold  Goods  to  C.  Coates  .         .         .         .      6  11     0 

„    24.     Received  cash  from  C.  Coatea  .        ,         .     10    0    0 

„     2S.     Bought  Goods  of  W.  Musgravo      ■         ■         .     32    6    3 

„     31.     Paid  Trade  Expenses 6  16    0 

June    4.     Sold  Goods  to  C.  Coates  .         .        .         .489 

„     11.     Received  cash  front  C.  Coates  £13  IO9.,  and 
allowed  him  DiscounC  3i.  M. 

„     14.     Sold  Goods  for  cash 1  18    0 

,,    22.     Paid  cash    to    W.   Mvisgrave   £10   lEa.,   and 

he  allowed  Discount  bs.  6rf. 
,,     26.     Kecetved  cash  from  0.  Coates  .         ■         .900 

,,     30.     Paid  Trade  Expenses 1  14    6 

„    30.     Stocii  of  Goods  on  hand  £40. 

2.  What  is  tlie  meaning  of 

Credit  Sale, 
Credit  Note, 
Credit  Posting! 

3.  Upon  oonnting  your  cash  in  hand  on  April  4  yon  find  that  it 
is  jCl  10s.  %d.  less  than  the  balance  shown  by  the  Cash  Book.  On 
April  I  it  agreed  exactly.  Say  how  you  would  prooeed  to  find  the 
cause  oE  dif^rence. 

4.  Explain  as  fully  as  possible  the  "  Trial  Balance,"  stating  the 
object  for  which  it  is  prepared,  and  how  often  it  should  be  taken 

5.  Describe  the  process  of  sending  out  "  Customers  Statements 
of  Aceount,"  showing  how  they  are  prepared  and  tor  what  purpose 
they  are  used. 

6.  On  April  7  Thomas  Lewis's  Cash  Book  is  accidentally  burnt. 
He  knows  that  on  April  1  he  had  £3  cash  in  hand  and  £20  cash  at 
Bank  and  the  following  sources  of  information  are  available — 

CaunUTfoil  Sxeipt  Bajk  shows — 

£   I.    d.  £     I.  d. 

April  1.     C.  Wiggins,  cash  .     14    G    0  discount    0  16    0 

„     3.     W.  Turner,  cash       .         .       0  19    6  discount    0    0    6 

„     B.     R.  0.  James,  cash    .         .      9  16  10  discount    0  10    8 

CoiinUrfoil  Chcaue  Book  shoxaa — 

£   3.  d.  £   3.  d. 

April  1.     Parker  Bros.,  cash   .         .      0  11     S  discount    0    8    9 

,,     3.    Kirkly  tCo.,  cash  .         .490  discount    048 

„     6.     E.  H.  Honter,  cash .        .     22  10    0  disconnt    2  10    0 
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JUeeipUd  Acemiait»  File  has  recaipta  given  b;  the  following — 
£    ».  d. 

April  2.     lilumers  k  Sod,  cash        .       113    3    diaoount 
„     4.     W.  Hopwood,  cash  .      5  17    0    discount 

„     6.     R.  Fletcher,  cash     .        .       I  18    0    discount 


April  2.     £7. 

„     6.     £5  10». 

Waga  Bock  shows  Wa^es  paid  April  7,  £5  15s.  9d. 

Enter  op  a  nev  Cash  Book  commencing  April  1,  with  columns  for 
Discount,  Cash  and  Bank,  showing  Balances  at  April  7. 


COUNTY   OOUNCIL  OF   THE  WEST   BIDING   OF 

YORKSHIRE. 

Fourth  Tsar,  1911. 

The  bnsineHS  o(  3.  &  H.  Mason,  Ironfouudcrs,  is  carried  on   I 

James  Maaoii  aiiil  Heiirj  Mssod,   who  are  partners. 

Their  Balance  tiheet  at  December  31,  1910,  is— 

Capital  and  LiabUUia. 

£    $.   d.  £    3.  . 

80    0    1 


Bill  Payable   . 
Capital — Jss.  Mason 
Hy.  Mason 


Machinery  and  Plant    . 

Stock     .... 

Debtors — Bean  k  Moor  . 

Rentons,  Ltd. 

Bank      .... 
Cash      .... 


The  partners  are  entitled  to  Interest  at  5  per  cent.  p.a.  on  their 
Capital  and  share  profits  equally. 

You  are  reqnired  to  record  the  transactions  for  the  two  months 
ending  February  28,  1911,  in  the  ruled  set  of  books  provided,  to  close 
the  books  at  February  28,  and  show  Balance  Sheet  at  that  date. 

The  Cash  Book  should  be  balanced  monthly,  also  the  Sales  and 
Purchases  totals  posted  monthly. 
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Invoices  sent  out — 
Jon.  S.  Elentans,  Ltd.,  York,  12  Castinga  Ho.  495,  total  weight 
19  owts.  I  qr.  2  Iba.  and  12  Caatings  No,  608,  total 
weight  14  ctrts.  2  qra.  26  lb«.  at  353.  per  cwt.  as  per 
Order  No.  F.  510,  sent  per  North  Eaet«m  Railway, 
(carriage  paid)  in  a  caaa  No.  42  for  which  a  charge  of 
lOs.  ia  to  be  made. 

„  30.  Bean  k  Moor,  Heckmondwike,  60  teta  Biiutll  Furnace 
Doors  and  Grates  36  cwte.  1  qr.  14  Iba.  at  12;.  per  cwt. 
and  100  lengths  No.  56  Gratings  36  inches  bj  6  inches 
by  \  inch,  S  cwts.  2  qrs.  at  \la.  per  cwt. 
Feb.  9.  Bean  k  Moor,  Heckmondwike,  3  tons  4  cwts.  1  qr. 
Castings  at  16i.  per  cwt. 

„     18.     Bentons,  Ltd.,  York,  20  tons  3  cwts.  3  qrs.  Castings  at 

„    21.     Bean  k  Moor.  Heckmondwike,   1   gross  Fig.   27  Inlets 
fitted  complete  6  tons  1  cwt.  2  qrs.  19  lbs.  at  5s.  'id. 
each  and  16  IS.inch  Grate  Bars  1  cwt.  1  qr.  14  lbs.  at 
12>.  per  cwt.,  packing  case  No.  43,  lOi. 
Credit  Notes  sent  out — 
Jan.   10.     Bentons,  Ltd.,  York,  Case  No.  42  returned  Ids. 

„     31.     Bean   k    Moor,    Heckmondwike,   allowance   for    short 
weightonFurnoceDoois  and  Crates  1  cwt.  Oqrs.  12Lbs. 
at  12i.  per  cwt.  ISi.  M. 
Fob.  27.     Bean  k    Moor,  Heckmondwike,  Cbm  No.   43  returned 

Invoices  received — 
Jan.    0.     Lewis    k  Co.,  Iron  and    Materials  £33   Ma.  9d.,   Coal 
£19  Si.  9J.,  Bepairs  to  Machinery  £7  Itb.  9d. 
„     SI.     Arroll  k  Sons,  Trade  Expenses   £5  lis.  Sd.,  and  Com* 

mission  6  per  cent,  on  net  Sales  for  /anoary. 
„     31.     Nortli  EaBtem  Bailway  Co.,  Carriage  £13  2s.  9d,,  Rent 

£20. 

„     31.     Lewis  k    Co.,  Iron   and   Materials  £59    6s.   2d.,  Coat 

£23  49.  3d.,  Machinery  and  Plant  £50  15s. 

Feb.     8.     Arroll  k  Sons,  Trade  Expenaes  £6  i9a.  Sd.,  Machinery 

and  Plant  £18  3a,  2d..  Iron  and  Materials  £31   19».  6rf. 

,,     23.     Lewis  k  Co.,  Iron  and  MateriaU  £25   IGf.  Ud.,   Coal 

£25  2s.  id.,  Repairs  to  Macninery  £15  9s.  04. 
„     2S.     Arroll  k  Sons,  Commission  5  per  cent,  on  net  Sales  for 

February,  and  Trade  Expenses  £6  13>.  9//. 
„     28.     North  Eastern  Bailway  Co.,  Carriage  £15  llf.  7d.,  Bent 

£20. 
Credit  Notes  received- 
Jan.  12.     Lewis  &  Co.,  Iron  and  Materials  £3  lis:  3d. 

,,     31.     Arroll  k  Sons,  Trade  Expenses  59.  9d. 
Feb.     S.     Arroll  k  Sons,  Machinery  and   Plant  £1  5».   Sd.,  Iroa 
and  Materials  £3  ISs.  2d. 
„     25.     Lewis  k   Co.,    Iron    and   Materials   £5   39.    Id      Coal 

£2  Is.  9rf. 
Cash,  eta.,  received— 
Jan.     5.     Bean  k  Moor,  cheque  £33  13t.  id.,  di«»unt  £1  13s.  &d. 
„      6.     Edward  Brown,  an  employee,  for  Coal  sold  to  him  tbii 
day  £1  Ss. 
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,  13.    Drew  cash  from  Bank  by  cbeqae  £40. 
26.     ReijwnB,  Ltd.,   cheque  £30,  cash  £49  1*.   3d.,   dUcouDb 
£4  2).  M. 

7.     Bean  k   Moor,  cheque  for  Janutiry  AccoQUt  less  6  per 

10.     Drew  oash  from  Bank  bj  cheque  £60. 

13.     Lewia  &  Co.,   Cash   IQs.  amount   of  January  Account 

overpaid. 
23      Rentoni,  Ltd.,  Bankers'  Draft  pavable  on  demand  £30, 

caah  £36  lOn  6i^.,  discount  £2  10».  6i^. 


Paid  to  Bank  £33. 
„     13.     Wages  £30  63.  6d. 

,,     17.     Arroll  k  Sons,  bv  clieque  £15  lb.  M.,  discount  9s.  2d. 
,,     23.     AdvUed  Bank  of  Bill  £80  due  to-morrow. 
„     26.     Lewis  k  Co.,  cheque  £70,  caah  £«,  discounC  £4  Os.  \d. 
„     27.     Wages  £32  3s.  9rf. 
„     27.     Paid  to  Bank  £32. 
Feb.     3.     Bank  charge  Account  for  cheque  book  S9. 
„      5.     Paid  Property  Tux  by  cheque  £11  13t.  M.  on  behalf  of 

landlords.  North  Eastern  Railway  Co.,  to  be  refunded 

by  them. 
„     10.     Paid  Wages  £35  lis.  M. 

„     10.     Paid  North  Eastern  Railway  Co.  Cash  £21  Rs.  7d. 
,     11.     Lewis    ft    Co.    by   cheque     £1S3    lU.    \d.,    discount 

£0  Us.  \Qd. 
„     23.     Paid  to  Bank  £45. 
„     24.     Paid  WMea  £34  &j.  6rf. 
„     23.    James  Mason  [paitnei')  Cash  £10. 
,,     28.     Henry  Mason  (partner)  Cheque  £10  • 
Stock,  February  38,  1011,  £553  14>.  U. 


COUNTY   COUNCIL  OF  THE  WEST   RIDING   OP 

YORKSHIRE. 

Pifth  Year,  1911. 

i,    Taa  "Wbbkly  Basbbr"  Limited. 

Triai.  Balance,  March  31,   1911. 

£    >.  d.  £    e. 

Cash  Sales  (newspapers)-.         .         .  642    6 

Agents'  Sales 4,307  13 

Advertisements  charged   .         .         .  6,869  18 

Cash  in  hand 63    5    5 

Agents'  Returns  .         .         .        359    2    4 

Sundry  Printing  Sales       ...  12  15 

Advertiaera'      Prepayments,      unex 

hausted 37    9 

Copyright 2,000    0    0 

Mac'hineryandllant,  March  31, 1910  9,000  0  0 
Freehold  Properly  ....  4,000  0  0 
Office  Furniture  .  120  0  0 
Bank 3,630    S    0 
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Revenne  SnrnlnH,  March  31,  1910 

£7,000  CoiifmlB  2\  per  cent,  at  coat 

Beaerve  Fund  Account 

Discount  allowed 

Paper,  Ink,  etc.  Account. 

Trade  Expenses 

Wages 

Discoont  Poceived 

Bad  Debts 

Interest   on  Consols  (9  months 


Ivri). 


n  other  Papers 
Fuel,  etc.  . 

Repairs     .... 
Rent  of  Branches,  Bates  and  Taxes 
Correspondence  Fees 
Printing  and  Stationery 
New  P&nt  bought  Oct.  1 
Telephone 

Billpoating  and  Carriage 
Insurance  . 

Postaee  and  Telegrams 
TmveTlmg  Expenses 
Share  Capital  4,660  £10 
called  up        .        .        . 
Bank  Interest  . 
Creditors  . 

Agents'  Debit  Balances 
Subscribers'  Balances 

Sales  to  Subscribers  . 

Credit  Balances,  Subscribers' 

Ten  fl  shares  "Yellow   Press  Co., 

Ltd."  no  value      .       .       .       . 


1010 


shares  £5 


103  11  1 
2,960  13    8 

170  6  10 
4,845  13    0 


4S  10  0 
187  12  2 
195  16  10 


(  13    7     £38,763  13    7 


The  Stocks  at  March  31,  1911, 


^£324  10s. 


Telephone,  £25  is  prepaid. 

Reserve  £150  fiw  estimated  costs  in  Libel  action. 

Reserve  £50  for  Bad  Debw. 

Depreciation  on  Plant  7^  per  cent,  per  annum. 

Depreciation  on  Famiture  5  per  cent,  per  Annum. 

Provide  10  per  cent,  for  allowances  on  Advertisers'  Debts. 

Writ*  down  Consols  to  79i  per  cent. 

Provide  Managers'  Commission  6  per  cent,  on  Year's  Profita 
before  crediting  anj'  interest  or  charging  loss  on  Investments. 

Prepare  Balance  Sheet  and  Trading  Account  (or  jeir  ending 
March  31,  1911. 
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2.  For  the  year  1910  >  Trading  Account  itanda  Uid 


Coat  of  MaterialB    .     6,000 
Wagea      .  .     3,000 


Discount . 


l;500 


State  the  above  costa  aa  percentages  on  Turnover. 

As  this  leaves  no  profit,  Ihe  Trader  conBidera  how  he  can  improve 
matters,  and  finding  that  he  cannot  advance  hia  selling  prices  ha 
will  aim  at  increasing  the  Turnover  by  £2,000,  and  reducing  the 
percentage  costs  on  Turnover  by  Materiala  2,  Wages  1,  Discount 

3  ;  the  Expenaes  rem^iin  at  the  same  amonnt. 

Show  his  Trading  Account  for  1911  on  the  basis  of  these 
alterations. 

3.  Explain  what  ia  meant  by  "Capital  Expenditure,"  and  state 
the  considerations  which  would  guide  you  in  deciding  whether  a 
particular  item  of  eipenditure  properly  comes  within  this  category 

i.  A  busineaabas  ten  Sales  Ledgers  marked  respectively  A,  S, 
C,  etc.  The  Sales  Day  Book  has  analysis  columns  correeponding  to 
the  Ledgera.  Each  ledger  is  balanced  8eparat«ly  each  month.  On 
January  SO  a  sale  of  £10  posted  to  F  Ledger  ia  pbtoed  in  Day  Book 
in  e  eolamn  by  mistake.  Say  how  the  January  monthly  anmrnaries 
of  F  and  0  Ledgers  are  affected,  and  how  the  balances  shown  by 
the  summaries  will  compare  witii  the  balances  aa  extracted  from 
the  Ledgera, 

5.  The  Rajpntana  Syndicate,  Ltd.,  at  December  31,  1910,  stood 
as  follows — 

£  £ 

10,000  fl    6  per    cent.   Cumulative   Preference 

Sharca 10,000 

l.SOO  £1  Ordinary  Shares 1,500 

4  per  cent.  Debentures 3,000 

Creditors 1,300 

Bank 450 

16,250 

Expenditure  on  Patents 8,500 

Cash  in  band         . 25 

Loaa  on  Trading 6  220 

Stock  of  Materials 325 

Sundry  Debtors 180 

W.  6^'wick  loan  at  5  per  cent,  per  annum  .         .       1.000 

£16,250 

The  Preference  Dividend  is  at  above  date  5  years  in  arrcar. 
There  are  no  trarjactiona  until  June  30,  1911  ;  on  this  date  lb« 
Company  is  supposed  to  be  wound  up.  The  amounts  then  realized 
are:  Patents  £20,000,  Stock  £180.  Sundry  Debtors  £120.  The 
expenses  of  winding-up  are  £800.     The  Preference  Shares  an  only 
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•boirinff  ths  distribution  of  the  aBsets.     Igoore  Income  Tax. 

W.  brwick  holds  £500  Debentnras,  1,000  Pnference  Shares, 
and  500  Ordinary  Shares.  Prepare  a  •tatemeat  (bowing  how  much 
ia  doe  to  bim. 

(t.  An  Hotel  proprietor  makes  the  foUowii^  arrangement  with 
the  Imperial  Telephone  Co.  On  Janoary  I  he  pays  £10  for  12 
nonthr  rent  in  ailvanoe,  and  £10  Sa.  ^.  for  fi,000  oaUs.  His 
CQstomere  can  only  use  the  aerrice  by  paying  a  penny  into  a  box, 
thia  money  belongs  to  the  Hotel  pn^rietor.  The  total  calls  nsed  are : 
JannwT  4S0,  February  510,  March  600.  The  bills  for  Tmnfc  Fees 
(payable  by  Hotel)  are  Jannary  9s.  ^d.,  Febmaiy  8(.  3(f..  March 
lU.  Oif.  IlieBamscollectedfrom  the  boxaie  January  £1,  Febmaiy 
£1  Si.,  March  £1  10*.  Prepare  accoont  showing  the  cost  of  tbe 
Tekphooe  for  each  of  these  3  months. 


INSTITUTE  OF  BANKERS. 

Pkeuhihikt  Paper,  April  1909. 

[2  boon  allowed.] 

Note. — Seten  only  ont  of  the  followinz  tot  questions  ore  to  be 

_.. .._j     rMfl. 1  — ,  — L —  *^'o  each  question  ia  given 

DlHHlTtOR  AND  QbNKKAI.  PuNdFLKS. 

1.  ]d.  Rankin  and  W.  King  decide  to  amalgamate  their  two 
bnaineasas  under  the  style  or  firm  of  Rankin  K  King. 

The  firm  decided  to  take  over  the  following  Assets  and  LiabiliticB 
at  the  Ggnree  stated — 

From  M.  Bankin—  t      t.    d. 

I^nd  and  Buildings 10,000    0    0 

Plant  and  Machinery 5,000    0    0 

Stock-in-trade 3,000    0    0 

Work  in  Progress 1,000    0    0 

Debtors 5,500    0    0 

Cosh  at  Bank 1,000    0    0 

Bills  Receivable 3,000    0    0 

Bilb  Payable 3,000    0    0 

Reserve  for  Discount  on  Debtors       .        .  160    0    0 

Creditors 6,000    0    0 

Mortgage  Creditor S.OOO    0    0 

Ftom  W.  King- 
Stock-in-trade  .......         6,000    0    0 

Debtors 10,000    0    0 

Cash  at  Bank 2,000    0    0 

Creditors 5,000    0    0 

Make  the  opening  Jonmal  entries  in  respect  of  the  above,  post 
the  same  to  Ledger  acconnts,  and  prepare  starting  Balance  Sheet 
of  Bankin  k  King,  showing  the  respective  Capitals  of  M.  Rankin 
and  W.  King  in  the  new  firm.  [20  marks.] 

2.  Wliat  is  the  distinction  between  "Gross"  and  "Net"Pro6t 
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"  Accoant  Current"! 

[10  m&rkB.} 

3.  Enter  the  folloffinK  tmntactions  in  the  reBpective  Bouebt  &nc( 
Sold  D&]'  Books,  Journal,  and  Cub  Book,  uid  poet  to  the  Ledger ; 
balance  the  Ledger  acconnta  and  prepare  a  trial  nalance. 

(a)  Purchued  from  A.  Bray  &  Co.  200  tons  Pig  Iron  at  45j. 

rrum,  iMSO. 
Wm.  Smith  &  Co.  40  tons  Pici  Iron  at  60s.  per  ton, 
£120.     Paid  Carriage  thereon,  £10. 
(0  Sold  F.  Midlane  148  tons  Pig  Iron  at  4Sf.,  £355  4m. 
{d)  Received  Cheque,  £118,  from  Wm.  Smith  ji  Son  in  payment 

oC  Pis  Iron.    Disconat  allowed,  £2. 
(e)  Received  from  F.  Hidhuie  cash  on  account,  £200. 
if)  Withdrew  from  Bankers  £100,  from  which  were  paidSalariea, 

£50 ;  Rent,  £40 ;  and  £10  advanced  to  Petty  Cash. 
{3)  Accepted  A.  Bray&Co.'*  Bill  for  £450  at  Smontha. 

[20  marki.] 
1.  Explain  the  terms — 

(a)  Debit  and  Credit. 

(b)  Assets  and  Liabilitiee. 

ic)   Revenue  Account  and  Profit  and  Lobs  Account. 
d)  Cash  Account  and  Inoome  ajid  Eicpenditure  Account, 

[10  ntarka.] 
0.  (a)  A.  Brandt  tells  B.  Spioer  Goods  to  the  value  of  £S00. 
{b)  A.  Brandt  bajs  from  B.  Spicer  Goods  to  the  value  of  £300. 

(c)  A;  Brandt  receives  from  B.  Spicer  cash,  £250. 
Show  the  above  transactions  at  they  would  appear  in — 

(a)  A.  Brandt's  Ledger. 

(A)  B.  Spicer's  Ledger.  [10  nurks.] 

6.  When  an  Invoice  of  a  Purchase  U  received,  how  would  the 
accuracy  of  the  same,  in  large  works,  be  osoertained  as  to  quantities 
and  prices,  and  what  signatures  would  be  required  before  the  book- 
keeper would  enter  such  Invoice  in  the  Purchases  Day  Book  ? 

[10  marks.  1 

7.  Make  out  an  Account  Sales  of  600  bales  of  Cotton  from  New 
Orleans  per  s.s.  Witmdow,  consigned  to  M.  Cook  ft  Sons  on  commis- 
sion by  John  Smythe  i  Ca — 

Sold  250  Bales  =  103.270  IIm.  at  M.  per  lb.  to  W.  Soley. 
Sold  200  Bales  =  80,375  lbs.  at  6^.  per  lb.  to  W.  Boollte. 
Remainder  unsold. 
Charges  paid  by  Consignee  as  follows— 
Freiglt,  £160. 

Insurance  and  Other  Charges,  £50. 
Commission  on  Sales,  2J  per  cent.  [10  marks.] 

8.  Erplaio  the  terms  "Bill  Receivable,"  "Bill  Payable,"  and 
"BiUof^Exchange." 

Rule  a  form  of  Bills  Receivable  Book  and  enter  particulars  of  two 
Bills  thereoo. 

r1  and  Imnersonal  Ledger  Accounts  in  respect  of  the 
«  such  aocooDts.  [15  marks.] 
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■■U  fMfraMd  to 

a  SbM«,aMlwktB 
•■eh  adSooDt  napectirel  j  * 

10.  TW faUovM i(C<u«« mnaUVt 
■rcpan  •  BiImw  Siast  ot  the  fiia  cf  Blvk  *  Wliite,  E 
!9«— 

£       t.  d. 
a  Bhek,  Capital 

L.  While,  OamUl  Accooiit  ia  dd>t 
Land  and  SmldingB 
Plant     , 
Debtcn 

Stock  of  Oooda      . 
Rawrre  for  Bad  Debta  ', 
Crediton 
BObPanUe 
C.  Black,  DnwingB 
L.  WhiU,  DtBwiogi 
PepreeiatwB  of  BnildiDgB  (Credit 

Profit —  £ 

C.  Black,  two-thirds     1,400 
L.  While,  (me-third         TOO 


(Credit  B 


2.0W  0  I 

3,000  0  I 

1,000  0  < 

6,000  0  I 

^000  0  I 


INSTITUTE  OF  BANKERa 

FiKAL  Paper,  April  1909. 

[2  honrs  allowed.] 


Double  Ehtbt  :  ELrciDAHOH  and  EbcFLANAiioir. 

1.  S.  Svme  was  in  bQaineBs,  and  decided  to  Bell  the  Goodwill  to 
A  Limitod  CompaDj. 

A  Limited  Oompany  was  incorporated  with  a  nominal  Capital  of 
£100.000,  viz.  10,000  Shares  of  £10  each,  of  which  5,000  Shares 
full;  paid  were  issued  to  8.  Sfine  in  respect  of  the  Goodwill,  and 
3,000  Shares  were  applied  for  aud  allotted  to  the  general  public. 

Theae  latter  3,000  Shares  were  payable  as  follows — 

£1  per  Share  on  Application. 
£2  per  Share  on  ^lotment,  October  1.  190S. 
£2  per  Share  First  Call  on  December  1,  1908. 
£2  pet  Share  Second  Call  on  Febmary  1,  1909. 
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waa  received  and  p*id  into  the  Banking  Acoonnt,  th«  balance  <A  th« 
Ledger  account  representing  CalU  unpaid. 

Make  the  opening  Journal  and  Cagh  Book  entries  for  the  above 
tianBactians  and  poet  the  same  to  the  Ledger. 

Prepare  the  first  Bolanoe  Sheet  of  the  Company  aa  at  February 
2, 1909,  aa*uming  that  there  hoB  been  no  Capital  expend  itore  and  that 
the  whole  of  the  money  received  remaina  at  the  bankers,     [25  marks.] 

%  Tho  fallowing  is  the  financial  poaition  of  BichardBoa  & 
Pickford  at  January  1,  1908— 

BALANCE  SHEET.  January  i,  1908 


ijCashal 


inken,,.. 


„  Capltal- 
0.  pUiifoni."  fi'oiJO  0 


„  Debtora— 
V.  F.  Fuwie  £l,a»  I 
M.    Filking- 
ton SCO  I 

2,000  I 

tor  DU- 

count SO  I 

„  Stock  orOoods 

„  PIsnt  and  MuhiDM 
.,  Land  and  Budding: 


ijis  ia  a  8 
^  l>eceinbe 


^  BySalarie. 

",  BiS  Payable"!!! 
,,  PafTumta  tu  A. 

ini  "iitoBO 

„  Oensnl    OOlce    Bi- 

BiAurdsen  

„  I>rawini».G.  Hcl 
„  BikaoB  at  Dsee 

SI,  1908 


POit   the  whole  of  the  above   itema 
Tkta  following  are  the  i 


their  respective   Ledger 
tranaactious  for  the  year  ending 
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December  31,  IMS,  which  rater  in  their 

£        «. 

Porchwe.  from  B.  Glover  .         .         . 

3,000     0 

Discount  kUowed  by  A.  WilUug 

50     0 

Bale*  to  W.  F.  Fowl*         .        .        . 

12,550     0 

8aU«  to  M.  Pilkineton              .       . 

6,450     0 

DiBcoDnt  aUowed  to  W.  F.  Fowle 

100     0 

4.550     0 

BiUa  Payable  accepUd  for  A.  Willing 
Slock  of  Good*  at  December  31,  1908 

7,760     0 
3,500     0 

prepare .  _ 

31,  1908.     Divide  tbe  profit  eqaallj  between  the  two  partner 

[40  marke.) 


W.  WilU  k  Co. 
For  Goods  . 
Brokerage    . 
IniDrance     . 
Freight 
Other  Chargee 
WB&Co. 
For  Goods  . 

Commission  . 

Freight 

Charges 


W.  Joi 


A.  Baaden  ft  Co. 
FcsOoode  . 

Commisaion  . 


£1,015    0    0 


p:h»Google 


EXAMINATION   PAPERS 


Bills  Payable 

Land  and  Buildings     ....        7,000 
Work   in  Progreaa  at  December  31, 

IMS 2,500 

Received  on  account  of  Work  in  Fro- 

greea  to  December  31,  1908     . 
Stock  of  Goods  at  January  1,  1908     .       4,000    ' 
F.  Jones,  Capital         .... 
Q.  Colville,  Capital     .... 
Plant  and  Machinerr  ....       5,600 

Bills  Receivable 1,500 

Purchases 13,000 

Sate* 

Wages         ......       3,600 

Salariea       ......  S70 

Rates  and  Taxes         ....  200 

Oeneral  Office  Uxpenses      .         .         ,         SOO 
Partners'  Salaries        ....  800 

Furniture  aod  Fixtarea       .        .        .         300 

Cash  at  Bank 230 

Discounts 500 

Creditors 

£40,200 


Stock  of  Ooodi  at  December  31,  1008,  £6,470. 
Prepare  Profit  and  Loss  and  Balance  Sheet  at  December  31,  1908, 
dividing  the  profit  two-thirda   to  F.  Jones  and   one-third  to  O. 


acceptance  dated  Jnly  1,  1906,  for  £200  at  3  months,  which  Mr. 
Segoin  accepted.  On  July  4  Mr.  McCall  discoanted  the  Bill  with 
bis  Bankers,  receiving  credit  in  his  Pass  Book  for  £200  and  was 
charged  £5  for  Discount. 

On  October  1.  1908,  Mr,  McCall  received  from  Mr.  Segoin  a 
cheque  for  £105,  representins  £100  on  account  of  the  Bill  and  £S 
for  Interest,  and  a  further  Bill  for  £100  at  3  months  dated  October  1, 
1908.  Mr.  McCaU  paid  the  clieque  into  the  Bank  but  did  not 
discount  tbe  BilL 

On  October  4,  190S,  Mr.  McCall  handed  to  Mr.  Segoin  a  oheqne 
for  £200  to  meet  the  BiU  then  due. 

On  January  1,  1909,  Mr.  McCall  paid  tbe  Bill  for  £100  into  hig 
Banking  Aeconnt  for  collection,  and  this  was  duly  met  by  Mr. 
Segoin. 

Make  the  necessary  entries  in  A.  MoCall's  Joamat  and  Cash 
Book,  posting  them  into  the  Ledger.  [16  marks.] 

6,  Eipltun  the  meaning    of   the    terms   "Fixed    and  Floating 
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Explun  the  probable  cause  of  the  difference  between  the  two 
books,  anil  make  a  Reconciliation  Statement  illiutratiiig  your 
answer.  [5  marks.J 

8.  Should  a  boob-keeper  in  preparing  a  Balance  Sheet  of  a  trading 
concern  show  aa  a  Liabilitj'  Bills  Receivable  under  Discannt  with 
the  Bankers ;  if  bo,  show  the  entry  you  would  make  in  the  Balance 
Sheet.  [5  marks.l 

9.  In  the  cose  of  a  manufacturer,  which  items  of  Income  and 
Expenditure  should  l>e  included  in  the  Manufacturing  Account  and 
which  in  the  Profit  and  Loss  Account  T  (5  marks.] 

10.  Explain  what  is  meant  by  balancing  on  the  Total  System,  and 
give  specimen  entries  in  a  Debtor'*  Total  Account.  [0  marlLS,] 


INSTITUTE  OF  RANKERS. 

Pkbuhinabt  Papbb,  April  IDIQ. 

[2  hours  allowed.] 

Note. — Seven  only  ont  of  the  following  ten  questions  are  to  be 

attempted.      The  number  of  marks  assigned  to  each  question  is 

given  in  the  brackets  at  the  end  of  it. 

DBritllTION  AND   GlKBRAL   PSIKCTPLES. 

1.  Enter  the  following  transactions  in  the  necessary  Acconnt 
Books  of  E.  Harper,  post  the  Ledger  Accounts  and  prepare  Trial 
Balance, 

(n)  October  21,  1909.  Pnrchased  from  A.  C.  Gnmey,  goods 
costing  £550,  paying  for  the  same  before  delivery  leas 
6  per  oent.  disconnt  W  cheque  on  my  Bankers. 

{D  October  23,  1900.  Sold  3.  Jones  goods  to  the  value  of  £1S0, 
receiving  a  Bill  of  Exchange  at  3  months  for  a  like  amount 
in  payment. 

(«)  October  2S,  1909.  Returned  portion  of  goods  to  A.  C 
Quraey  to  the  valne  of  £50,  the  same  not  oeing  according 
to  sample. 

(^  October  31,  1909.  Disoonnted  J.  Jmes's  BiU  with  my 
Bankers,  the  discount  cliaraed  by  the  Bankers  being  £2. 

{<)  November  7,  1909.  Sold  for  Cash  to  M.  Barr,  goods  to  the 
value  of  £76. 

(/)  December  S,  1909.  Sold  TV.  Watson  goods  to  the  value  «( 
£340  on  monthly  account,  which,  leas  £1S  discount,  was 
settled  by  cheque  and  paid  into  the  Bank  on  December  31, 
1908.  1^0  marks.] 
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2.  Expltun  what  effect  the  following  mutdcee  would  have  on  tho 
accoants  of  a  bnsinaBs— 

(a)  A  receipt  from  a  Creditor  of  £240  entered  in  the  Cash  Book 

and  posted  as  £200. 
{b)  A  payment  for  eipeneea  of  £180  entered  in  the  Cash  Book 

and  posted  as  £120. 
(«)  A  credit  sa!e  of  goods  of  £300  debited  to  Expenses  Account 

in  the  Ledger  instead  of  the  Cuitomer'B  Account. 
(d)  A  Cash  sale  of  goods  amonnting  to  £29  10>.  was  credited  to 

a  Ouatomer's  Personal  Ledger  Account  instead  of  to  Cash 
Sales  Ledger  Aeoonnt.  [16  marlia.] 

3.  O.  Garrick  of  London  sold  to  James  Smith  of  Leeds  the 
following — 

1909,  £    :    d. 

Oct.   U.     Goods 60    0    0 

Nov.  16.     Goods SO    0    0 

Nov.  30.     Goods 75    0    0 

On  November  16  James  Smith  paid  £100  on  account,  and  on 
December  31  gave  a  Bill  Payable  for  £60  in  settlement,  iite 
difference  being  discount. 

(a)  Prepare  an  invoice  for  the  goods  aold  on  October  14,  1909. 
(ft)  Bendu'  a  Statement  of  Account  on  December  31.  1909,  fot 
the  whole  of  the  transactions.  [10  marks.] 

4.  The  following  figures  are  all  Balance  Sheet  item*,  from  which 
prepare  the  Balance  Sheet  of  Messrs.  A.  Lloyd  k  Co.,  lAA.,  showing 
the  financial  poeitiixi  at  Ueoember  31,  1900 — 

Capital,  1,000  Shares  £10  each £10,000 

CiiUs  in  Birear 100 

Stock 6.000 

Cash  in  hand 100 

Bank  overdraft 2,600 

Work  in  progress 2,000 

Consignments 5,000 

Advances  received  on  Consignments  ....         4,000 

Furniture  and  Fixtures 600 

Bills  Beceivable 800 

Bills  Payable 1,000 

Debtors 8,600 

CFcdittKS 6,600 

[16  marks.] 

5.  The  following  figures  are  all  Trading  and  Profit  and  Loss 
items,  from  which  prepare  Trading  and  Profit  and  Loss  Accounts 
for  six  months  to  December  31,  1909,  showing  the  Gross  and  Net 
Profits  or  loss— 

Purchases £12.500 

B«nt,  Rates,  Taxes  and  Insarance  paid     ....  1,250 

Rent  and  Interest  received 200 

Stocb  at  December  31,  1909 6,000 

CoratnissioD  paid 240 

Travelling  Expenses 660 
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Directon'  Feca £400 

Salaries  and  Wages 2,300 

Iat  Costa 50 

Sales 25,000 

Stock  at  July  1,  1909 4,000 

Depreciation 250 

[15  marks.] 

6.  Jane  30,  1909.  Consigned  from  Stock  to  A.  Dug&rd  to  be 
sold  b;  him  on  out  account  1,000  torn  of  Coal,  coating  Sj.  per  ton, 
£400. 

July  1,  1909.  Paid  Carriage,  Freight  and  Charges  thereon, 
£350. 

August  31,  1909,  Beceived  from  A.  Dngard  an  Account  Sales 
showing  the  net  amount  realized  was  £960  accompanied  by  a  Bill  of 
Exchange  at  60  days'  sight  for  the  amount  realized. 

Enter  the  above  transactiona  in  the  Jonmid  and  Caah  Book,  and 

post  to  the  Ledger,  ahowiog  the  Frolit  or  Lois  on  the  Consignment. 

[15  marks.] 

7.  Bule  a  form  o[  Billi  Payable  Book  and  enter  partJculara  at  two 
BilU  therein.  [10  marka.) 

S.  Rule  a  foim  of  Cash  Book  with  Discount,  Cash  and  Bank 
colnmns,  ent«r  therein  six  items  of  Receipts,  and  six  of  Payments, 
ahowing  how  you  would  deal  with  payments  into  and  withdrawals 
from  the  Bank,  Bills  Receivable  diaconnted,  BilU  Payable  matured 
and  Cash  discount.  [10  marks.] 

9.  If  on  taking  out  a  Trial  Balance  of  Books,  the  total  debits 
eioeeded  the  cre£taby  £9  i\s.  \(id.  what  course  of  procedure  would 
yon  adopt  to  discover  the  error  or  errors.  [10  marks.] 

10.  Explain  the  meaning  of  the  following  terms — 

(a)  Difference  in  Exchange. 

(b)  Goodwill. 

Ic)  Depreciation. 

(if)  Sinking  Fund.  [10  marka.] 


INSTITUTE  OF  BANKERa 
FtKAL  Papbk,  April  1910. 

[2  hours  allowed.] 
Note, — Seven  only  out  of  the  following  (en  qneatio: 


DoiTBLE  Ehtkt  :  Elucidation  and  Ekplanatios. 


(a)  £40,000  London  &  North  Weatem  Railway 

3per  cent.  DebentureStockalOOpercent.  36,000  0  0 

(A)  Mortgage  on  Freehold  Property  at  4  per  cent.  20,000  0  0 

(c)  Freehold  Property  of  the  estimated  value  of  65,000  0  0 

(<;)  Cash  at  Bankera i^500  0  0 
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Make  the  neoenar;  opening  Journal  entries,  pcMting  the  ume  to 
Hieir  reapective  Ledger  AccuunU. 

From  the  following  particnUrs  write  up  the  Joomal  and  Caah 
Book  (ignoring  Inoome  Tax)  for  the  year. 

(a)  On  January  15,  1009.  and  July  15,  1900,  reipectivel;,  a 
half-year'a  interest  is  payable  and  dnly  received  on  tlie 
£40,000  London  k  North  Weetem  Railway  3  per  cent. 
Debeotiire  Stock, 
(fi)  On  June  30,  1909,  and  December  31  1909,  reepectivety,  a 
half-year'a  interest  is  payable  and  duly  received  on  the 
£20,000  4  per  cent.  Mortga){e  on  the  Freehold  Propertv. 
(e)  J.  Hampton  k  Sons  are  the  Agenta  for  the  Freehold  Pro- 
perty. After  dedncting  ontgoinf^  the  Agents  have 
remitted  to  J.  Harding  the  foUowing  amounts — 

1909.  £    >.   d. 

Feb.  19.     Cash 300    0    0 

Apr.  21.     Caah 550    0    0 

June  30.     Cash 200    0    0 

Oct.  31.     Caah 450    0    0 

Dec.  31.     Cash 600    0    0 

There  were  no  rente  in  arrear  either  at  the  commencement  or  end 
of  year  and  all  receipts  were  duly  paid  into  the  Bank. 
(d)  The  payments  by  cheque  are  aa  follows— 

1 .  Annuity  of  £^fXi  to  Ann  Smith  payable  £50  per  quarter, 

viz.,  March  25,  June  24,  September  20,  December  25, 
1909. 

2.  On  June  30,  1909,  paid  Travelling  and  other  expenses 

£70,  Law  Charges  £150. 

£    B.   d. 

3.  On  December  10,  1909,  porchased  throagh 

N.  Willis,  £2,000  ConsoU  at  821  per 

cent 1,660    0    0 

Brokerage  and  Contract  Stamp        .         .  2  11     0 

£1,652  11    0 

Paid  for  the  purchase  on  December  24,  1909. 

4.  John  Harding  has  withdrawn  during   the   year  the 

following    amounts    for    Personal    and    Houaehold 
Expenses — 
190S.  £ 

June  30.     Cheque 1,500 

Dec.  31.     Cheque 2,000 

Post  the  whole  of  the  above  to  the  neceasarj'  Ledger  Accounts 
and  prepare  a  BaUnce  Sheet  and  Income  Account.  [25  marks.] 

2.  Enter  the  following  transactions  oE  W,  Dunlop  in  the  Day 
Books,  Journal  and  Caui  Book,  and  poet  them  to  their  respective 
Ledger  Accounts,  showing  clearly  the  Profit  or  Loss  on  the  Sale  by 
Auction. 

April  30,  1909.     Goods  to  toe  value  of  £1,500  were  forwarded 

to  U.  Cavill  by  W.  Dunlop  for  Sale  by  Auction. 
May  16,  1909.     M.  Cavill  sold  the  above  goods  by  Auction  for 
£1,750,  for  which  an  account  was  rendered,  less  2}  per  cent. 
Commission   £43   15s.,    and    expenses   of   advertising   Sale 
£24  5t. 
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lUy  15,  1909.  W.  6enle  attcDded  tho  Bale  on  the  inrtnietians 
of  W.  Dtinlop  and  bought  in  aX\  the  lota  not  reaohine  & 
certain  figure-  Oooda  to  the  valoe  of  £1^  were^Siu 
bought,  and  W.  Seale  charged  £5  for  attendmg  the  Sale. 
These  goodi  were  dulj  returned  to  W.  Dunlop  and  taken 
into  Stock  at  the  value  of  £275. 
Ma;  16,  1909.  M.  Cavill  remitted  the  [Hw^eedB  of  Sale  aa 
follows —  . 

Cheque  which  W,  Dunlop  dnij  paid  into  hia 

Bank  Acconot 1,400 

W.  Browa'e  Bill  dated  Ue,y  IS,  1909,  at  two 

months'  date 272 

May  le,  1909.     W.  Dunlop  forwarded  to  W.  Scale  a  cheqae 
for  £330.  [15  marks.] 

3.  Dombe;  k  Son,  of  Bombay,  the  Agents  of  Knox  b,  Co. ,  London, 
advise  their  principals  that  the  net  Profits  for  the  six  months  ended 
June  30,  1909,  amount  to  Rupees  300,000,  of  which  they  remitted 
the  following  earns - 

May    6.     Bs.  100.000  ©14^ 
July  29.  100,000  @  1    4^ 

Aug.  36.  100,000  @  1     3t) 

olTr*l'  t 
Account. 

Write  up  Knox  ft  Co-'e  Cash  Book,  Journal  aad  Ledger  showing 
Dombey  ft  Son's  Acoount,  Prc^t  and  Lots  Account  and  Exchange 
Account  (writing  off  any  Balance  to  Kvfit  and  Loss).       [15  marke,] 

4.  The  following  is  the  Trial  Balance  of  the  Institute  Bank,  Ltd., 
at  December  31,  190{^ 

Subscribed  Capital  50,000  Sli&reB,  £20  each.  ^  ^ 

on  which  £10  per  Share  is  paid  up 
Reserve  Fund  (invested  in  Consols) 
Loans  and  Advances 
Bank  Premises       .         .         .         ■ 
£450,000  CvomAa  at  80  per  cent.  (Kesarve 

Fund  Investment) 
British  Government  Seonritiea 
Current  and  Deposit  Accounts 
General  Expenses,  Directors'  Fees,   Salaries 

and  Bent 

Pension  Fund  Account 

Depreciaticoi  of  fremises 

Profit  undivided  at  January  1,  1909      . 

Interest  Aocouut  (Balance  at  Credit  for 

expired  period  of  Bills  discounted)    . 
Interest,  Discount,  &c.,  Account  . 
Money  at  Call  and  short  notice     . 

Income  Tai  paid 

Bills  discounted 

Interim  Dividend  paid  July  31,  1909  . 
Colonial  Securities  .... 
Cash  in  band  and  at  Bank  of  England  . 


90,000 
500,500 

803.000    

£4,481.000  £4,4«ll,00ft 
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Prepare  a  BaUnce  Sheet  and  a,  ProSt  and  Loss  Acoount. 

[16  mark!.] 

6.  On  December  I,  1909,  W.  Siramona,  Stockbroker,  purchased, 
on  behalf  of  his  client,  E.  HfMkina.  from  A.  Black  &  Co..  Jobben, 
£IS,000  Midland  Railway  2|  Mr  cent.  Preference  Stock.  A  copy 
of  the  Bought  note  sent  to  E.  Hoabini  ia  aa  foUowa — 

£    >.    d. 
£13,000  Midland   Railway  2)  per  oenL.   Preference 

Stock  at  75  per  cent fl,T50    0    0 

Brokerage  }  per  cent. 32  10    0 

Transfer  Stamp 4S  15    0 

Contract  Stamp 0    10 

TranaferFeo 0    2    6 


E.  Hoaklns,  on  December  12,  1909,  forwar.ted  a  cheque  for 
£9,S31  Bs.  6d.  to  W.  Simmons  in  pa.yment,  and  on  December  14, 
A.  Black  &  Co.  received  payment  for  the  Stock  purchased. 

Enter  the  above  tranHoctiou  in  W.  SimmonB'  Journal,  Cash 
Book  and  Ledoer,  showing  the  neoeaaory  Personal  and  Impersonal 
Accounts  with  E.  Hoskins  and  A.  Black  II  Co.  [15  marks.] 

6.  Rule  a  tabulHi:  form  of  Rental  Book  or  Rental  Ledger  with 
the  requiaite  columns  showinj;  arrears  brought  forward,  rental, 
fcUowancea,  date,  and  amount  received,  with  any  arrears  carried 
forward,  and  make  two  entries  therein  to  show  the  working. 

[10  marks.] 

7-  The  transactions  of  a  large  trader  being  so  nntnerons  it  is 
decided  in  future  to  balance  aeparalely  each  of  the  Bought  and 
Sold  Ledgers.  What  method  would  yoa  adopt  to  carry  ont  the 
above  T  [10  marks.] 

8.  A  Trading  firm  have  effected  Policies  of  Asanraace  on  the  lives 
of  certain  of  the  Pattnera  and  Managers.  Should  the  Premiums  on 
such  Policies  be  shown  as  an  Asset  on  the  Balance  Sheet  or  debited 
to  the  Profit  and  XjObb  Acconnt !    Give  the  reason  for  yonr  answer. 

[5  marks.] 

9.  The  Liabilities  appear  on  the  debit  side  and  the  Aaaeb)  on  the 
credit  aide  of  the  Balance  Sheet.  In  the  Ledger  the  reverse  is  the 
case.     Explain  the  reason  for  the  above.  [7  marks.] 

10.  In  a  Manufacturing  business  what  class  of  Salaries  and  Wagea 
ahould  be  charged  against  the  coat  of  manufacture  and  what  against 
the  Profit  and  Loss  Account!  [5  marks.] 


INSTITUTE  OF  BANKERS. 
Pbguhinabt  Fapeb,  April,  1911. 

[2  hours  allowad.  ] 
Note. — Seven  only  out  of  the  following  ten  questions  are  to  be 
attempted.   The  number  of  marks  assigned  to  each  question  ia  given 
after  tt  in  bracket*. 

DEnHITtOK  AND  OkNEEAL   PlUHOIKja. 

1.  Journalize  the  following  Purchaaea  and  Sales  and  post  them  to 
Ledger  Aooootita — 
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'810.  £   ^  ^      £     ,.d. 

Jan.   la     Furchaud   of   Piokford    Broe., 

Silki 200    0    0 

„     15.     Pui^based  of  J.  Gibbs,  Woollen 

Goods 167  10    0 

„     IS.     Sold  W.  Hamilton- 
Silk 75    0    0 

WooUenGoodi  .    10    0    0 

85    0    0 

„     19.     Pnrcbased  of  W.  Jonea,  Cotton 

Goods 300    0    0 

Sold  B.  Smith— 
Cotton  Goods  .        .       .       .    90    0    0 

Silk 24    0    0 

Woollen  Goods        .  .    46    0    0 

169    0    0 

[IT  mtttks.] 

2.  C  E.  Fox  commenceH  bnaineee  on  Jannary  1,  1910.  The 
following  are  the  Asaeta  and  Liabilitiei  of  G.  E.  Fox—  £  a.  d. 
Assets.  Plant  and  Machinery       .        .         .         .        600    0    0 

Stock  in  Trade 2,000    0    0 

Bills  Receivable 100    0    0 

Cash  at  Bankers 1,400    0    0 

ZiabililUs.     Bue  to  C.  Holt 600    0    0 

Bills  Payable 400    0    0 

Make  the  necessary  opening  entries  and  piit  them  to  the  Ledger, 

showing  at  the  same  time  Mr.  C.  E.  Fox's  Capital.  [15  marks.] 

£     s.  d. 

3.  A.  Berrill  bnya  from  R  Billing,  10  tons  of  Copper 

at  £67  per  ton 570    0    0 

6  per  cent,  discount  to  be  allowed  .  .      28  10    0 

k.  Berrill  aells  to  B.  BiUing  2  toDS  of  Tin  at  £190  per 

ton 380    0    0 

10  per  cent,  discount  to  be  allowed  .      38    0    0 

A.  Bemll  accepted  B.  BilliuK's  Bill  at  4  months'  date  for    199  10    0 
Make  the  neceseary  Day  Book  and  Jonmal  entries  and  post  to 
the  Ledger, 

(a)  In  the  Books  of  A.  Berrill. 

(b)  In  the  Books  of  R.  Billing.  [16  marks.] 

4.  The  following  is  the  Trial  Balance  of  the  Books  of  G.  Whitby, 
at  December  31,  1810—  «      .    ..  ^      _    ^ 

Creditors 
Purchases 


Salaries  and  Wages 

Debtors 

G.  Whitby's  Capitol 

Furniture  and  Fixtures 

Rent,  Rates  and  Taxes 

Stock  at  January  1,  1910 

Repairs 

Discount  and  Allowances 

General  Expenses 

Cash  at  Bankers   . 


9,600    ' 


4,300    0    0 
16,050    0    0 


2,000  0 
6,000  0 

0 
0 

400  0 
1,600  0 
3,600  0 
100  0 
400  0 
360  0 
600  0 

0 
0 
0 
0 
0 
0 
0 

M,360  0 

0 
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The  TBlue  of  the  Stock  at  December  31,  IDIO,  wu  £3,000, 
Prepare    the  Bslance  Sheet  and  Profit  and    Loss    Account  M 
G.  Whitby  at  December  31,  1910.  [18  mftrks.] 

5.  Rule  a  form  of  Petty  Ctub  Book  on  the  tabular  Bystem  with 
special  colnmns  for  CommiuioDB,  Wages,  PoetageB,  Travelling 
Expenses  and  Sundries.  Enter  the  following  receipU  and  payment! 
in  your  Petty  Cash  Book — 

Jan.     1.     Received  from  Cashier 25    0    0 

Paid  A.  L.  Harris  for  Travelling  Expenses  2    0    0 

,,2.        ,,    H.  Brown  for  CommUaion       .  .      0  16    0 

„    for  Post^^  Stamps 0  10    0 

„      6.        „    E.  Wamor,  Wages 2  10    0 

„    G.  Paton,  Commission     .         .         .         .300 
„    Cartage .060 

Balance  the  Petty  Cash  Book  and  carry  down  the  balance  in 
band.  [10  marks,] 

6.  Name  the  principal  Books  io  be  kept  in  a  Merchant's 
Counting  House  and  describe  the  use  of  each.  [15  marks.] 

7.  How  is  a  Trial  Balance  prepared  I  If  both  columni  agree 
does  this  prove  anything! 

Wliat  is  the  di&rence  between  a  Trial  Balance  and  a  Balance 
Sheetr  [12  marks.] 

8.  On  which  side,  debit  or  credit,  are  the  receipts  and  pay- 
menta  respectively  entered  in  the  Cash  Book  ? 

On  whidi  side  of  the  Ledger  would  the  receipts  and  payments 
respectively  be  posted,  viz.  debit  or  credit!  Explain  the  reason 
for  your  answer.  [8  marks.] 

9.  On  which  side  of  a  Trader's  Ledger,  debit  or  credit,  should 
the  balances  be  of  the  following  accounts  !— 

{a)  Bills  Beceivable. 

(6)  Bills  Payable  Account. 

(e)  CapiUl. 

(d)  Plant  and  Machinery. 

(a>  Bank  Loan  Aocomtt.  [6  marks.  ] 

10.  Explain  the  following  terms— 

(a)  Capital 

{b)  Liabilities. 

(c)  Assets. 

(i^)  Depreciation  Fund.  [10  marks.] 


INSTITUTE  OF  BANKERa 

FiHAL  PAfXB,  April  1911. 

[2  honrs  allowed.  ] 

Note. — Sevta  only  out  of  the  following  Itn  questions  are  to  be 

attempted.     The  tevea  lelecled  qualians  mml  iiKlitde  at  least  lifo  of 

Ihe  firtl  four  quatima.     The  number  of  marks   assigned  to  each 

qneetioD  is  given  after  it  in  brackets. 

DonsLE  EsTT.T  :  ELUciDAnoK  AVD  Explanation, 
1.  J.  Williams  and  A.  Jone*  dissolve  partnership  at  December 
31, 1910,  when  the  Ledger  Balances  ore  as  follows — 
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5.01X1 

6,000 

6 

0 

if. 

0 
0 

7,000 

V 

0 

2,000 

0 

0 

£20,000 

0 

0 
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£     I.    d. 

3.  Willimnu,  Capital  Aocomit 

Debtors  '        .     "  .         ."      .  6,000  0  0 

Property.  PUnt  wid  M»ohinory     .  2,800  0  0 

Cub  at  Bank  ....  3,200  0  0 

Creditors 

Stock 8,000  0  0 

Profit  and  Lobb  Account 

£20,000    0    0 

Open  Ledger  Accounts  for  the  abore  except  for  the  Cash,  which 
enter  in  the  Cash  Book, 

(a)  Credit  the  following  amounts  to  the  partners  for  Interest 
on  Capital,  debiting  Profit  and  Loss  Account  therewith — 
£    i.  d. 
J.  WilliamB         .        .        260    0    0 
A.  Jones      .      • .         .        300    0    0 
{b)  J.  Williams  purobaae*  the  Property,  Plant  and  Machinety 
for  £2,500,  giving  bis  cheque  for  the  amonut,  which  was 
duly  paid  into  the  Banking  Account.     The  balauoe  of 
£300  on  Property  Account  must  be  written  off  to  Profit 
and  Lo«a  Account. 
(c)  Collected    from   Debtora  £6,500,   {aid    into   the  Banking 
Account,  £250  being  albwed  for  Discount  and  £2a0  being 
a  Bad  Debt. 
{d)  The  Creditors   were  paid  by  cheques  £0,600,   and   the^ 

allowed  Discount  in  all  amounting  to  £400. 
(e)  The  Stock   was  taken  over  equaUy  by  J.  Willianw  and 
A.  Jones,  £4.000  being  debited  to  each  Capital  Account 
in  respect  of  it. 
(/)  The  credit  of  I^fit  and  Loss  Account  must  be  divided 
equally  between  the  two  partners. 
Hake  the  necessary  Journal,  Cash  Book  and  Ledger  entries  as  at 
December  31,  1910,  and  show  the  Balance  due  to  each  partner  oa 
the  one  hand,  and  on  the  other  hand  the  Cash  Balance  at  the  Bank. 

J  25  marks.) 
Company, 
the  Assets  and  Liabilities  transferred  being  as  follows — 
Assets—  £      s.   d.  £      s.   d. 

Freehold  Land  and  Buildings    .     76,000    0    0 
Leasehold  „         ,,  .     40,000    0    0 

Plant  and  Machinery  .        .      15,500    0    0 

Debtors 270,000    0    0 

Investments        ....      10,000    0    0 
Cash  at  Bankers         .         .         .     40.000    0    0 

■ 451,500    0    0 

LiahUitia — 
Creditors  on  Open  Account        .   140,000    0    0 
BUls  Payable      ....      11,500    0    0 
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1,000  4  per  cent.  Deb«Qtiii«a  of  £100  each  .  100,000  0  ' 
10,000  6  per  cent.  Preference  Sharesof£10each  100,000  0  < 
10,000  Ordioary  ShoreB  of  £10  ench  .        .     100,000    0    i 

Make  the  necaasan-  openii^  entriea  in  the  Books  of  the  Company, 
post  them  to  the  Ledger  and  prepar  "  ■"  '-    --"•  -  ^      f"         ■     ■• 

3.  Enter  in  the  reapective  Dbv  B 
following  tranBactiona  of  W.  Holt,  post  them  to  the  Ledger  and 


"IK 


ft  Balance  Sheet  and  Profit  and  Loa*  Acconnt — 


Cash  at  Bank 
and  Bills  Receivable  due  Feb. 
1,  1910 

Purchased      Goods     of      F 

Wliitehouse 
and  of  A.  Tn-eedie 

Paid  A.  Tweedie  a  cheque  o 

account     .... 

and  tor  Pomiture  and  Fix- 


16.     Settled       E.      Whitebouse' 
account  for 
Lea,   Discount  allowed   a 

By  a  Cheque  for  . 
IS.     Purchased      Goods     of      B 

Whitehouse 

20.     Sold  M.  Jones,  Goode    . 

23.     Received  from   M,  Jones  ij 

settlement — 

Cheque    . 

Bill  at  3  montha      . 
And  altowed  Discourit 


1,000  0  0 
800  0  0 
50    0    0 


Bent 
Salaries  and  Wages 
Carriage  and  Office  IHs- 
buraementa  . 

W.   Bolt  withdrew   for    hia 
personal  ui 
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£      ».  d. 
\a)  PnrchEMed  od  Noronber  1, 1910,  from  Glllutawa 

Collieries,  800  tou  of  Cosl  at  St.  per  ton        .     240    0    0 
(i)  Carriage  theTeon,  MidUod  Bailwav,  £«.  per  t<»i    SDO    0    0 
{c)  The  Ellistown  Colleries  od  Deoember  31,  1910, 
received  payment  m  follows — 

By  Chwjtte MOO 

allowing  DiacoDnt) S    0    0 

By  Bill  at  3  tnanths'  date  drawn  on  Decem- 
ber 31,  1910 140    0    0 

{8)  December    31,   1910,   Paid   Midland    Railway 

oheque  for  CWriage 200    0    0 

[10  marks.] 
5.  Stat«  yoar  opiDitHui  on  the  following  points  which  would  arise 
when  preparing  the  annual  Balance  Sheet  of  a  Bank  baring  Foreign 
BrancheH — 


Bterline  t 
{2}  Would  tne  same  rate  of  Ebtchange  apply  to  both  floating 
and  fixed  Assets  and  LiabilitieaT 

(3)  How  should  any  difference  in  Exchange  on  oonversion  be 

dealt  with ! 

(4)  Upon  the  London  Mance  in  a  Branch  Account  being  con- 

verted into  sterling  does  the  sterling  figure  agree  with  the 
Branch  balance  in  the  London  Books?  If  it  does  not 
agree  state  the  probable  cauee  for  any  difllerence. 

[12  marks.] 

6.  The  stock  of  a  Manu&Miturer  at  December  31,  1910,  is  made 
up  as  follows-— 

£ 
(a)  Work  in  Progress  on  ContracU,  Cost  to  date  .        .     1,7M 
Ifi)  Goods  in  various  stages  of  manufacture  for  Stock 

purposes.     Actual  coat 850 

(c)  Finished  Goods  foe  Stock  Purposes,  Actual  cost        .    4,250 

On  what  basis  should  the  above  Stocks  be  valued  for  Balance 

Sheet  purpose*  t   Should  any  Profit  be  added  to  the  Coat,  and,  if  so, 

what  proportion  I    In  case  part  of  the  Stock  is  out  of  date,  how 

should  ib  be  valued  ? 

Make  the  necessary  Journal  entry  incorporating  the  above  Stocks 
in  the  Books  as  at  December  31,  1910.  [10  marks.] 

7.  Before  finally  cloaing  the  Books  of  a,  Firm  and  preparing  the 
B^uce  Sheet  and  Profit  and  Loss  Account,  on  what  principle 
should  amounts  be  written  off  to  the  debit  of  Profit  and  Loss 
Aoooont  in  the  following  cases — 

(a)  On  Leasehold  Properti 


{b)  On  Plant  and  Machinery. 

ie)  On  Book  Debts,  some  of  which  mav  b< 

((Q  On  an  unaettled  Action  againeC  the  firm  for  compensation 


for  a  considerable  sum  where  it  is  admitted  that  damages 

will  probably  have  to  be  paid.  [8  maj"ka.] 

8.  Give  the  ruling  of  a  tabular  form  of  Coah  Book  adapted  for  the 

pnrpoee  of  saving  labour  in  posting  to  the  Ledger,  for  use  in  Hospital 

AccounUk  [S  msrlu,] 
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9.  In  pr«piirmg  &  BalajiM  Sheet  snd  Profit  and  Lom  Acaonnt  at 
Jqqb  30,  ISII^  moke  tlie  necenaiy  Jonnud  entriaa  in  conneatiou 
with  tie  following  items — 

[1)  Fire  iDsnrance  preminra  aiconntiug  to  £120  paid  March  23, 

1910,  for  the  year  ending  March  25,  1911, 

(2)  Bent  of  Factory  for  quarter  ending  June  24, 1910,  £2S0,  not 

paid  nntil  Aogust  1,  ISIO.  f5  marks.] 

10.  Define  the  differenoes  between  the  following — 
[a)  ConsignmentB  and  Sales. 

{b)  Beeerve  and  Reurve  Fiind. 

if)  Journal  and  Day  Book.  [5  marks.] 


CHAETEBED  INSTITUTB  OF  SECEETAEIES. 
Ibtbbhbdiate  ahd  Finai.  Esamlhatiohs,  December  1908. 

[2  hoaiB  allowed.] 
CandidaUt  for  tht  IiUenntdiaU  are   to  antwer  the  ten 

marked  "I,"     Ca-oduiiUea  for  iA«  Final  art  la  anawer  the  ten  qiuttvma 

marked   " F."    No  marks  will  he  ffiven  for  an»iccr«  to  any  oUter 

qiieations. 

I.   1,  State  shortly  what  yoa  tinderBtand  by  the  terms  "Debit" 

and  "  Credit  "  in  acoounto. 
I.  2.  The  following  ia  the  Trial  Balance  of  the  West  End  Flats 

Company,  Ltd.,  for  the  year  ended  September  30,  1908.  .  You  are   , 

required   to   m^pa^^  therefrom   the  Company's  Profit   and   horn 

Account  and  BaW^  Sheet. 


Thui.  Bai^ahcb,  Sf^ember  30,  1906. 


Rents       .... 

ow 

" 

" 

4,000    0    0 

Sundry  Debtors 

.'        1,000 

0 

0 

Sundiy  Creditors    . 

IflO    0    0 

Freehold  Buildings 

:      49,000 

0 

0 

Kates  and  Taxes     . 

1,000 

0 

0 

Depreciation   . 

Office  Salaries  and  Bipenses 

150 

0 

0 

730 

0 

0 

Repairs,  etc.  . 

250 

0 

0 

Share  Capital          .        . 

20,000    0    0 

4  per  ce&t.  Debentures   . 

30,000    0    0 

Interest  .... 

'.         1,200 
€54,150 

0 

~o" 

0 

~0 

£54,150    0    0 

L  3.  What  are  books  of  first-entry,  and  what  is  the  advanta^ 
of  employing  such  books  in  addition  to  Ledgers  ? 

I.  4.  A.,  a  West-end  shopkeeper,  who  commenced  businesi  oa 
Janna^  1,  1905,  decided  to  make  provision  for  Bad  and  Doabtfnl 
Debts  by  setting  aside  5  per  cent,  on  his  annual  soles  as  a  reserve^ 
For  the  first  three  years  his  sales  were  £10,000,  £14,000,  and  £18,000 
respectively.     When  balancing  his  books  on  December  31, 190S,  ^e 
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fboad  it  neceasarj  to  write  off  debta  amonnting  to  £250  u  Absolatelv 
bad,  and  in  1906  and  1907  he  wrote  off  £450  and  £700  respectively. 
Writ«  up  the  Reserve  for  Doubtful  Debts  Aocoont  for  the  three  years. 

L  C  F.  When  cloaicg  the  books  of  a  manufactaring  business  on 
Jane  30,  1908,  you  are  instructed  to  provide  for  Depreciation  as 
follows :  2  per  cent,  off  Freehold  I«nd  and  Buildings  standing  at 
£38,000,  Ti  per  cent,  off  Plant  and  Machinery  standing  at  £162,500, 
10  per  cent,  off  Loose  Tools  standing  at  £2,380.  Show  the  Jonnud 
entries  necessary  to  carry  ont  these  mstruetionB. 

I.  6.  F.  A.  purohaaed  from  B.  on  three  different  dates  goodi  to 
the  valae  of  £30,  £80  and  £50.  B.  drew  upon  A.  for  £160  at  three 
months.  A.  accepted  the  Bill,  and  it  was  duly  met  at  matority. 
Yoa  are  required  to  l' 
affected  by  these  t 


>  show   the  LeJgcr  Accounts  i 


I.  7-  F.  Taking  the  facts  as  stated  in  the  preceding  quesi 
•how  thepro  fvrmd  Acceptance,  stating  the  stamp  payable  thei 
iadi  give  AproformA  ruliog  of  a  Bills  Beceivable  Book. 


.  F.  Is  a  Reserve  Fund  an  Asset  or  a  Liability  i!    Give  reason* 
for  your  answer. 

I.  e.  F.  A.  and  B.  are  partners.  A.'s  Capital  is  £5,000,  and  B.'b 
£8,000.  Each  is  entitled  to  receive  interest  on  his  Capital  at 
5  per  cent,  per  annum,  and  subject  thereto  A.  is  to  leceive  two- 
thirds  and  B.  one-third  of  the  annual  profits.  For  the  year  ended 
June  30, 1B08,  the  ProGt  and  Los«  Account,  before  charging  interest 
on  Capital,  showed  a  Credit  balance  of  £2,46S.  Show  in  the  form 
of  Journal  entries  how  this  should  be  divided  between  Uiem. 

I.  10.  F.  What  do  you  understand  by  "  Gross  Profit  "  •  Give  a 
pro  forniA  Trading  Account  of  a  merchant's  business,  with  figures, 
■howii^  a  gross  profit  of  20  per  cent,  upon  th^^Sales. 

II.  F.  From  the  following  Trial  Balance  of  the  A.  B.  Manu- 
facturing Company,  Ltd.,  for  the  year  ended  September  30,  1903, 
prepare  Trading  Account,  ProSt  and  Loss  Account  and  Balance 
Sheet,  after  providing  a  Beaerve  of  £300  for  Doubtful  Debts,  and 
for  Depreciation  of  Puuit  and  Machinery  at  10  per  cent,  per  aoaun. 

Tkial  Balance,  SepUmber  30, 1908. 


Dr. 


Ct. 


Sales  .... 
Materials  Purchased  . 
General  Expenses 

Eeturna 

Fuel  consumed 

Lighti^ 

Trade  (^editors     . 

Plant  and  Machinery    . 

Land  and  Buildings 

Salaries 

Trade  Debtors 

Bank     .... 

Transfer  Fees 

Stock  on  October  1, 1807— 

Materiab  . 

Finished  Goods  . 

Stores 


.  d. 


28,000  ' 

12,400  < 

15,200  ' 

1,000  ■ 

7,600  ■ 

i,100  ' 
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Bent,  Bstea  aiu!  Taxes         .       .         1,200    0    0 
Sbore  Capital  (4,000  Shores  of  £20 

eaohj 80,000-  0    0 

Bad  Debts GOO    0    0 

Stores  Purchased  ....  800    0    0 

Interim  Dividend  p&id  April  SO, 

1908 8.000    0    0   

£180,100    0    0  £180,100    0    0 

The  Stock  on  hand  on  September  SO,  1B08,  was— 

£       :  d. 

Ra,wMsUria1s Ifl,500    0    0 

FinUhed  Goods 15,000    0    0 

Stores 250    0    0 

12.  F.  Define  "Depreciation,"  and  itat«  when  (if  ever)  it  is  ua- 
necessary  to  make  proviaion  for  the  depreciation  of  Wasting  Assets. 

IS.  F.  In  thecaseof  a  trading  business  having  numetoasbranohea 
at  home  and  abroad,  many  of  which  have  mutual  communications, 
it  necessarily  follows  that,  owing  to  the  time  occupied  in  transit, 
there  will  be  differences  of  dates  in  each  branch's  record  of  int«r- 
branch  transactions.  How  would  yon  deal  with  these  niatters 
when  preparing  the  Balaooe  Sheet  and  Profit  and  Loss  Account 
of  the  businssa  ss  a  whole! 

14,  F.  State  in  general  terms  how  yon  would  ascertain  the  Net 
Profit  earned  by  a  Company.  Under  what  circumstances,  if  any, 
may  a  Company  legally  pay  a  dividend  to  its  shareholders  although 
its  operations  for  the  past  year  have  resulted  iu  loss ! 


CHARTERED  INSTITUTE   OF  SECRETARIES. 

IHTEBMXDIATI   AKD    FlNAL   ExAUINATIOMS,    JuDe    1909. 

[2  hours  allowed.] 

Candidatu  for  the  IiUemudiate  ore  ta  aiuiotr  the  tai  qaationi  marked 
"  I."  Candi4aiei/or  (ft*  Final  are  lo  aiiiwer  Ou  ten  guettimu  marked 
"F."    No  nmrka  vnS  be  given  far  antUKre  to  any  other  guesliens. 

I.  1.  State,  as  concisely  as  yon  can,  the  precise  diSerenoe  between 
Single  and  Double  Entry  Book-keeping. 

L  2.  Define  (a)  Nominal  Aoconnta, 
{b)  Debit  BaUaces, 
{e)  Trial  Balance. 

I.  3.  What  is  a  Suspense  Accounti  Give  an  example  of  one, 
with  two  or  three  entries  on  each  side. 

I.  i,  A.  sold  B.  goods  to  the  value  of  £100,  and  drew  upon  B.  for 
that  amount  at  three  months.  A.  subeequently  discounted  the  Bill 
with  his  bankers,  who  charged  him  £2  for  the  accommodation. 
The  Bill  was  duly  met  by  B.  at  maturity.  You  are  required  to  show 
(a)  the  above  transactions  as  they  would  appear  in  A.'s  Ledger, 
\b)praformA  Joomal  entries  in  R  's  books  relative  to  the  above. 

L  S.  F.  On  January  1, 1909,  B.  joined  A.  in  partnership,  bringing 
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Stock 1,500    0    0 

Debtors 700    0    0 

Cash 50    0    0 

Creditor 1,250    0    0 

Showyro/imnd  Journal  entries  to  open  the  books  of  the  partner- 

Bhip,  and  the  Balance  Sheet  of  the  firm  as  it  wonid  appear  on 

January  I,  1909. 

I.  6.  F.  From  the  following  Trial  Balance  prepare  Balance  Sheet 

and  Profit  and  Lobs  Account  of  the  Motor  Supplies  Company,  Ltd. — 

Tbml  Baiance,  UaTth  31,  1909. 

Dt.  Or. 


Capital 
Grou  Profit 
Bent   . 


d. 


1.000 

.      E,00O 

t) 

0 

,      2,000 

(1 

II 

1.600 

0 

II 

,      1.000 

t> 

II 

« 

£20,000 

0 

0  £20,000 

0 

0 

Bad  DebtA 250    ' 

Commitaions 

BnlinoH  Premiiea  ....  2,000 
Stm^,  March  31,  1909  .  .  .  3,500 
Furniture  and  Fittings  .  .  .  500 
Plant  and  Machinery  ....  2,000 
CreditotB  .... 
Debtors  .... 
Bills  BoceiFable  . 
Bill*  Payable       . 

Bank 

Depreciation 


I.  7.  F.  Stato  what  yon  consider  to  be  the  advantages  of  having 
several  books  of  first.entry,  inetottd  at  passing  all  traoBactionB 
through  the  Journal,  and  under  what  circumstances  you  consider 
the  retention  of  the  old-fashioned  Journal  a  convenience. 

I,  8.  F,  Make  Journal  entries  in  respect  of  the  following  adjust- 
ments on  the  closing  of  a  set  of  books  on  Uarcb  31  last :  (a)  Bad 
Debts  Reserve  to  be  increased  by  £500.  (b)  A  Reserve  of  2J  per 
oent.  for  cash  discounts  to  be  made  on  Debtors'  aocounts  totalling 
£10,000,  and  Creditors'  aoooonts  toUlling  £5,000. 

I.  9.  F.  State  why  it  is  that  a  Bank  Pass  Book  rarely  ahows 
exactly  the  same  balance  as  the  Cash  Book.  Give  a  pro  Jbrmd 
Reconciliation  Account,  showing  how  the  accuracy  of  the  Cash 
Book  balance  may  be  verified  from  the  Pass  Book. 

I.  10.  F.  On  January  I,  1909,  X.  consigned  to  Y.  goods  of  th* 
jnv /orm4  value  of  £1,000.  X.'8  expenses  in  connection  nit^  the 
oonsignmeut  were  £20.  On  April  1  X.  received  from  V.  his  Account 
Sales  dated  March  12,  showing  that  the  whole  of  the  och 
had  been  sold,  and  had  realized  £1,300  gross ;  that  Y.'a 
were  £60,  and  his  commission  2j)  per  oent.  At  the  same  tune  i. 
remitted  to  X.  a  Bill  dniwn  on  Z.  for  the  balance  doe,  payable  10 
days  after  sight.  You  ore  required  to  show  the  account*  in  X.'s 
Ijedger  affected  by  these  transactions,  and  give  the  form  of  the  B^ 
Bssnming  it  to  have  been  aooepted  by  Z, 
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11.  F.  Wbat  do  jon  Bndentaod  by  the  term  Sectional  BftlMiciiig  T 

State  shortly  how  thU  oper^on  may  be  performed,  Kod  what  we 
its  objeot«  a^  advantagea. 

12.  F.  Od  March  1,  1909,  the  A.  B.  Compaoy,  Ltd.,  redeemed  an 
iasQa  of  £50,000  Debentures,  at  a  premiam  <u  6  pec  cent.  Show 
the  oeoeBgary  entriee  io  the  books  of  the  Company. 

13.  F.  A  manufacturer  wiahea  to  frams  faia  TVading  Account  iO 
that  it  will  ahow  clearly  the  value  of  raw  materials  u^ed  during  the 
current  financial  period,  instead  of  merely  showing  the  values  of 
nateriala  purchased  aud  of  the  opening  and  closing  atooka  thereof. 
Expliun  bow  this  may  be  done,  giving  pro  foniUl  examples  of  the 
■coounte  necesearj  to  elucidate  your  explauation. 

U.  F.  State  shortly  what  you  understand  by  Coat  Acoounta,  and 
the  value  of  these  accounts  in  a  manufacturing  ooncern. 


CHAKTERED  INSTITUTE   OF   SECRETARIE& 

iNTERUKniATE    ExAHIKAnOM,     1910. 

\2  hours  allowed.] 
{Only  tight  cptatioja  to  be  atteaipUd.     Questima  3,  5  and  7  arc  com- 
pulsory.) 

1 .  Why  does  Capital  i^pear  aa  a  liability  in  a  Balance  Sheet  ? 

2.  Define  tiie  foUowing  terms  :  (a)  Depreciation,  (2>)  CreditNote, 
(i:)  Days  of  erace. 

3.  A.  andB.  are  partnera,  who  share  profibi  in  the  proportion  of 
three-fonrtlu  to  A.  and  one-fourth  to  B.  after  allowing  interest  at 
5  per  cent,  per  annum  on  the  credit  balances  of  their  respective 
Capital  Accounts.  Having  provided  for  depreciation  of  Offioe 
Furniture  at  the  rate  of  10  per  cent,  per  annum,  prepare  their 
Profit  and  Loss  Account  and  Balaiioe  sheet  from  the  following 
Trial  Balance  for  the  year  ended  June  30,  1910— 

Tkial  Bai-uudx—Juju!  30,  1010. 


A.  Capital  Account 

B. 

A.  Carrent  Account 

B 

Bank 

Office  Furniture 

Stock,  June  30,  IBIO 

Gross  Profit 

Commissiooa 

Debtors     . 

Creditors  . 

Bills  Payable     . 

Bills  Receivable 

Salaries 

Office  Expenses 

Rent,  etc. 

Bad  Debts 

Discounts 

Cash  in  houd     . 


Dr. 


SOD    0    0 
620    0    0 

1,000    0    0 


Or. 


£10,700    0    0    £10.700    0    0 
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4.  Yoa  hftve  before  yon  the  book*  of  a  mecchant ;  where  would 
foa  look  for  the  following  inforrontion? — 

[a)  The  total  of  IKBoonnta  allowed  during  the  month  of  Sep- 
tember 1910. 
{b)  The  Balance  at  the  Bank  on  the  iame  dale. 
{e)  The  amount  of  Bills  R^ivable  in  hand  at  the  date  of  jaax 

6.  On  January  1,  1910,  A.  conrigned  to  B.  5,000  tona  of  Tin 
valued  pro  formd  at  £125  per  ton,  at  the  same  time  drawing  on  B. 
for  £000,000  at  16  davs  after  sight.  B.  accepted  the  Bill  on 
March  13,  1010,  and  duly  paid  it  on  maturity.  On  April  20, 
1910,  B.  forwarded  to  A.  an  Account  Sales,  showing  that  he  had 
iold  2,000  tons  at  £127  10>.,  1,600  tons  at  £130,  and  1,500  tons 
at  £125.  B.  paid  freight  at  60f.  per  ton  and  insarauce  £2,000,  to- 
gether with  other  expenses  amounting  to  £240.  After  charging  his 
commisiion  at  3  per  cent, ,  B.  forirarded  to  A.  a.  Bill  drawn  on  C.  at 
sight  for  the  balance  of  the  amount  due.  You  are  required  to  show 
the  necessary  entries  in  B.'s  Ledger  bo  record  these  transactions. 

6.  Taking  the  facts  stated  in  the  preceding  question,  give  the 
form  of  the  two  BiUs  therein  referred  to,  and  show  the  Bill 
Beceivable  Book  of  A.  with  the  two  Bills  entered  therein. 

7.  On  looking  through  the  List  of  Debtors  prior  to  closing  the 
books  of  X. ,  a  merchant,  you  find  that  the  following  accounts  moat 
be  written  off  as  bad  :  A.  £20,  B.  £12.  Also  that  a  debt  of  £40  das 
from  C.  is  doubtful,  and  that  it  is  accordingly  desirable  to  make  a 
reserve  of  50  per  cent,  thereon.  There  is  a  debit  balance  of  £10  on 
D.'s  account,  which  he  disputes,  and  it  is  thought  desir.ible  to  make 
a  reserve  for  this  also.  Show  the  Journat  entries  necessary  to  effect 
these  adjustments. 

8.  State  what  kinds  of  errors  are  not  disclosed  by  a  Trial  Balance. 

9.  When  closing  a  eet  of  boohs,  on  what  principle  would  you  dis- 
tinguish between  the  Ledger  Balances  that  go  into  the  Balance 
Sheet  and  those  that  should  be  transferred  to  Profit  and  Looa 
Account! 

10.  Give  an  example  of  a  Trading  Account  for  the  year  ended 
June  30,  1910,  showmg  a  Gross  Profit  of  20  per  cent,  on  the  Sales, 
and  an  increase  o(  20  per  cent,  in  the  value  of  the  Stock  in  hand. 


CHARTERED  INSTITUTE  OF  SECRETARIES. 

Final  Exawmatiok,  1910. 

[2  hours  allowed.] 

{Only  tight  quedimu  to  he  attempted.    Qvtstiam  fl  ami  9  an  com- 

1.  On  closing  a  set  of  books  you  find — 
^a)  A  debit  balance  of  £200  on  Bad  Debts  Account,  and  a  credit 
balance  of  £3fi0  on  Reserve  for  Doubtful  Debts  AcconrL 
It  is  desired  to  increase  the  Reserve  to  a  sum  eqnal  to 
0  per  cent,  on  the  outstanding  Debtors,  which  amount 
to  £ie,240. 
(£>  The  outfltooding  Debtors,  as  before  stated,  are  £16,240,  lh« 
outstanding  Creditots  ore  £14,000.     It  is  desired  to  pro- 
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of£ 

Mftke  the  necessaiy  odjiutmeDts  in  the  form  of  Journal  entriei, 
and  show  the  Reserve  for  Doubtful  Debts  Account,  and  the  Reaerve 
for  Discounts  Accoont  in  the  Ledger. 

2.  State  exactly  bow  you  would  record  expenditnre  on  renewala 
of  Plant  in  the  booka  of  any  tvm  of  the  following  nodertakinga — 

(a)  A  Gos  or  Railway  Company. 

{b)  The  Electricity  Department  of  a  Local  Authority. 

(c)  An  Engineering  Firm. 

3.  Give  an  outline  of  a  Bystem  of  Cost  Accounts  suitable  for  cMy 
one  ol  the  following — 

(a)  A  Builder. 

(b)  A  Gold  Mine. 

{c)  A  Mateh  Fs^tory, 

4.  Give  the  form  of  a  Financial  Return  suitable  for  lubmluion  at 
a  Board  Meeting  of  any  concern  with  which  you  are  familiar. 

5    A  Company  balances    its    books  on   December   31,  in  each 


On   January   10,  1910,   it  paid  Income   Tax  i 

me  *  on  £2,400  profita  in  respect  oI  the  year  1909/10. 

1009  Interest  on  Debentures  amounting  to  £1,000  was  paid,  snlijecC 


)o  deduction  of  Income  Tax  ;  while  the  Preference  Dividend  for  the 
year  was  £1,800,  also  subject  to  Tax.  How  would  you  deal  with 
these  items  in  the  Company's  accounts  for  1909  T 

0.  The  West  African  Rubber  Company,  limited,  which  waa 
registered  with  a  Capital  of  £100,000  divided  into  1,000,000  shares 
of  2a.  each,  invited  applications  for  its  capital,  payable  dd.  per 
■hare  on  application.  Is.  per  share  on  allotment,  and  the  remainder 
one  month  after  allotment.  On  April  1,  1910,  1,200,000 
shares  were  applied  for,  and  the  deposits  thereon  received.  On 
April  6  following  applications  for  S00,000  shares  were  accepted  in 
full,  while  applicants  for  the  remaining  400,000  shares  were  allotted 
half  the  number  they  had  respectively  applied  far.  The  balance 
due  on  allotment  was  in  each  case  received  on  the  following  day, 
and  the  final  instalment  was  received  on  May  S,  1910.  You  are 
asked  to  show  the  record  of  the  above  transactions  in  the  Com. 
pany's  Cash  Book  and  Journal  aod  in  the  folbwing  accounts  in  the 

(a)  Applications  Account. 

(b)  Allotment  AccounL 

(e)  Call  Account. 

[tt}  Share  Capital  Account. 

7.  Define  the  following  terms^ 
(a)  Sinking  Fund. 

(6)  Unpaid  Calls. 
{e)  Debenture. 

8.  A  Builder  commenced  business  on  January  I,  1900,  with 
Plant  valued  at  £1,000.  On  December  31,  1904,  he  spent  a 
further  £400  on  additional  Plant,  and  on  December  31,  1908,  an 
additional  £600.     ^ow  how  the  Plant  Account  would  appear  in 
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bw  books  np  bo  December  31,  1009,  if  Depreciation  had  been 
writtm  off  aX  the  rate  of  6per  cent,  per  annum  tram  the  original 
cost.  Show  aUo  how  the  Punt  Account  wonid  iiave  appeared,  had 
DepreciatioD  been  written  off  annually  at  tbe  rate  of  'i\  per  oent.  on 

the  balance  standing  to  the  debit  of  tlie  Account  at  the  c 

tncnt  of  the  year. 


■  *  provide  lor  Depre- 
ciation at  BtBt«d  rates,  and  to  transfer  one-tenth  of  the  balance  to  k 
Reserve  Account.  At  the  end  of  the  second  year,  it  wasfonud  that 
before  making  such  provisions  the  accounts  showed  a  tosa.  Is  the 
fact  that  a  loea  has  been  made  any  reason  for  refraining  from  making 
provisions  on  the  same  scale  as  in  tbe  previons  year !  Give  reasone 
lor  your  answer. 

10.  On  the  Balance  Sheet  of  a  Company  a[^>ean  the  following 


THE  AUCTIONEEES'  INSTITUTE  OF  THE  UNITED 
KINGDOM. 

Pkbuhinakx,  1910. 
[2  hours  allowed.] 

1.  What  do  you  understaiid  b;  a  Bill  of  BxchaogeT 

2.  (a)  If  C.  Lyon,  of  Paris,  accepts  a  Bill  for  £100  drawn  b^  ma 

on  him  at  three  months  from  Maicb  1,  1910,  when  will  it 
be  matured  (exactly  due) ! 
(()  How  soon  could  I  exchange  tbe  Bill  for  cash  if  I  stood  in 
need  of  money  ! 

3.  Compile  a  Caah  A 


31. 


1.  Cash  in  hand 

2.  Paid  R.  Field    . 
5.  Received  of  F.  Ford 

9.  Bought  Goods  for  Cash     . 

4.  Paid  for  Goods  bought  at  [Auction 

10.  H.  Coles  pays 

5.  C.  RosB  buys  Goods  for  Cash 
■A.  F.  Cross  »yB 
«.  I  pay  T.  Timi 

11 .  I  pay  Rent 
I  pay  Clerk 


K 


foro' 


4.  From  the  following  Ledger  Totals  compile  a  Balance  Sheet— 


EXAMINATION  PAPERS 

Dec  31,  1900. 


To  Balance  £146 


To  Balance  £101 


To  Balance  £181 


To  BaUnce  £27 


To  Balance  £10 


To  Balance  £76 

Stock  in  hand  at  December  31,  190D,  £254. 
6.  Make  out  separate  acconnts  for  each  at  the  following  clasaea 
of  goods,  open  a  ProGt  and  Lose  Account,  and  carry  the  final  balance 
to  the  Capital  Account — 
1909. 
Jan.  1.     Stocks- Silk*  £850;       Hosiery  £480;      Linen  £747. 


Purnhaaes  for  Cash— 


Sales 


Linen  8, 170 
SilkB  276 

Hosiery  474 
Linen  1,465 
Silks 


Hosiery  4,801 

Linen       9,000 

For  Cadi—  Silks  ISO 

Hoaieiy      217 

Linen  165 

Stocks  at  Dec.  31,  1909— SUk«  800 

Uoeiery      175 

Linen       1,417 

6.  Compile  U.  Bicluads'  account — 

1910.  £ 

Jan.     1.     He  bs«  a  Or.  balance  of       .  .250 

„       2.     He  buys  of  me  Goods 276 

„  3.  I  sell  hira  a  second-hand  typewriter  .  .  10 
„  6.  He  buys  fi>r  Cash,  Goods  ....  286 
,,  12.  He  Bells  to  me  for  Cash,  Goods  ...  326 
,,     18.     He  returns  Goods  because  inferior  to  Sanq^le        6 

,,    21.     I  sell  him  Goods 375 

,,    25.     He  gives  me  a  Bill  at  three  months    .         .     100 
Say  whether  H.   R.  is  your  debtor  or  creditoi  at  i'anuary  Z 
1910. 
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iHTKBNKDU'n,  1910. 

[Zhoiin  kllowedL] 

1.  Meation  four  of  the  chief  hooka  of  acoonnt  in  an  oTdinarr 
commercial  bnaioeia,  giving  a  apecimen  mling  of  each  and 
deicribing  briafljr  ita  uaea. 

2.  On  Jtmoarj'  1,  1910,  ;oa  receive  a  Loan  of  £1,000  from 
WiUiam  Brown  and  p^y  toe  iame  into  your  Banking  AcoonnL 
State  what  entries  yon  vonld  make  in  yonr  books  to  record  these 
transactioDS,  giving  rcaaona  for  your  answer. 

3.  Mention  BOme  claasea  of  itema  which  can  most  coDveniently  be 
dealt  with  through  the  JoumaL  Make  the  opening  Journal  entries 
for  the  following   traoaaetionB.     On  January   1,   1910,  A.   and  B. 


A.  brings  into  the  Partnership — 
Freehold  Offices,  valued  at 
Caah    .  ... 

Furniture,  Fittings,  etc.     . 
Goodwill  and  Connection    . 


Leas,  Mortgage  on  Freehold  Premises 


'cmS" 


Goodwill  and  Connection  ....    1,000 
£1,S00 

4.  Auume  that  on  December  31,  1910,  A.  and  B.  have  made  a 
profit  oE  £2,000,  which  they  share  in  proportiona  of  three-fifths  and 
two-flfths  reepectively.  Each  is  allowed  5  per  cent,  interest  on 
capital  before  the  profit  is  divided,  and  their  drawings  have  been 
A.  £950,  B.  £800.     Show  their  CapiUl  Acoounta. 

5.  Write  up  the  following  transactions  in  the  Cash  Book  of 
Williama  &  Son,  Auctioneers.  Rule  up  and  bring  down  balances 
and  show  agreement  with  Fasa  Books.  All  receipts  are  paid  into 
the  Bank  and  all  payment*  made  by  cheque. 

1909. 
Dec.     1.     Balancesin  hand— Office  £1697*.  6>£.,  CUeat«£110  4f.3!l. 
„      2.     Received  of  J.  Smith,  Fee  £62  lOi. 
„      3.     Received  of  Long  t  Ca,  Commission  £1S  YJt.  6d. 
,,      4.     Paid  J.    Atkinson    his   Account  for    Office  Stationery 

£19  5i.  9d. 
„     10.     CoUected  Rents  for  Mrs.  Smytbe  £!0  10>.  6d. 
„     11.     Paid  Law  Fire  Co.,  Premiums  received  on  their  behaU 

£14  9>.  Od. 
„     15.     Received  of  Qmt.  Walker,  Survey  Fee  £15  ISt 
.„     17.    H.  WlUiama  i£:ew  for  his  own  nae  £30. 
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Deo.  16.  Paid  Mortgage  Interest  on  Account  Mm.  Smytbe 
£12  3>.  id. 

„    23.     Beceived  Probate  ValoatioD  Fee,  WiUon'B  EKon.  £31  lOi. 

„     27.     Paid  J.  Fraenum,  Esq.,  Rent  of  Office  to  ChriBtm«B,.£50. 

„  30.  Received  from  McAndrew  &  Co,,  Deposit  on  Sale  ci 
Capt.  Walker's  Edinburgh  Property  £300. 

„  31.  Paid  M&ciatoeh  &  Co.  their  Fees  re  Capt.  Walker's 
Edinbnrgh  Property  £26  B*. 

The  "  Office  "  Pass  Book  showed  a  balance  of  £245  1*b.  3d.  and 
the"ClieDtB"  £109  If.  Wd.  Freemaa's  vjid  Macintosh's  cheques 
had  not  been  presented,  und  McAndrew'a  being  a  Scotch  cheque, 
had  not  been  credited  by  the  Bank  at  date  of  balance. 

6.  Place  the  following  Gguies  so  as  to  form  a  Trial  Balance  at 
December  81,  1908,  and  prepare  therefrom  a  Trading  Account, 
Profit  and  Loss  Account  and  Balance  Sheet. 

Goods  Purchased  £2,476,  Sflfadir  Debtors  £683,  Bought  Retumg 
£76,  Wages  £792,  Sold  Returns  £105,  Bad  DebU  £5S,  SundiT 
Creditors  £S32,  Goods  Sold  £3,762,  Stock  January  1,  1908,  £230, 
DiacounU  AUowed  £85,  Bills  Payable  £138,  Furniture  £100, 
Drawings  £350,  Office  Expenses  £326,  CapiUl  £500,  Cash  at  Bank 
£106.     The  Stock  at  December  31,  190S,  was  £431. 

THE  AUCTIONEERS'  INSTITUTE  OF  THE  UNITED 

KINGDOM. 

Pkeuuihabt,  1911. 

[2  hour*  allowed.] 

1. 


£100. 
of  On 

To -a 

?hree  Months  after  date  pay  to  n 
Hundred  Pounds,  value  received 

Ebndbrsou, 

ManchenUr. 

L<mdon.  Jan.  15,  1911. 
e  or  my  order  the  sum 

James  Cou:. 

On  the  above  form  of  a  Bill  of  Exchangp, 

(o)  Write  on  it  to  show  how  it  would  be  accepted  payable  at 

The  Union  Bank,  London. 
{b)  Say  who  is  the  Drawer, 
(c)  Saj  who  is  the  Drawee. 
{d)  Say  when  the  BiU  will  be  ex(Kily  due. 

(t)  By  what  means  could  I  realiin  (get  the  money  for)  the  Bill 
before  due  date  I 
2.  Write  up  Frank  Green's  Aoconnt.     Show  the  balance  at  March 
31,  and  bring  it  down  to  commence  following  month.     Balance  the 
Account  at  April  30. 

IfllO.  ,  £    s.  d. 

Mar.     1.     F.  Green's  Dr.  Balance 73    5    6 

,,       5.     Received  Cash  from  him  .         .        .         .     26  12    0 

„       5.     Allowed  him  Discount 18    0 

„       6.     Sold  him  Goods 15    9    6 

„       8.     Bought  Goods  of  him 43  10    0 
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I9ia  £    s.  d. 

Uat.  10.  Retnnrad  damaged  Ooodg  to  him    .  .        17     6 

„     10.  Paid  him 2.1     O    A 

„      10.  Sold  him  Good* 

,,     15.  Sent  him  CMh 

„     20.  lUoeivod  Cuh  from  him 

„     2CL  Disooimt  allowed  hiin     .         .         .         ■ 

„     29.  He  repaid  a  loan  lA         .... 

Apr.     1.  Sold  him  Goods 

,,       6.  He  returned  Goods  .... 

„       C.  He  charged  me  expenses  on  retumod  Goods 

„       6.  Receiveu  from  biiu  .... 

,,     10.  Purchased  Goods  of  him 

„      15.  Debit  him  with  expenses  ^id  on  his  behalf 

„     25.  Paid  him 

„     28.  Received  dieoount  of  liim 

3:  Make  out  a  Goods  Account  and  a  Profit  and  Loss  Account 
(nedecting  an;  items  not  reqnired),  and  balance  to  show  groBS  and 
netFroBta. 

1910.  £      t.   d. 

Nov.     1.  Bought  Goods  of  B.  Crow  .        .         .     148   15    0 

1.  Sold  Goods  for  Cash 5  12    6 

i.  Bought  Goods  of  W.  Slater  ,         .         .         .       53  12    0 

S,  Sold  Goods  to  Hope  i  Co.  «..     -     . 

S.  Paid  B.  Crow 

i.  Discount  received 


12 

10 

0 

ft 

0 

It 

»l 

0 

V 

ft 

ft 

ft 

•X 

7 

« 

tl 

10 

0 

0 

K 

fl 

0 

V.I 

It 

0 

15 

0 

10 

10 

0 

0 

10 

« 

8.  Goodspurchaaed  for  Cosh 

la  Paid  W.  Slater     . 

IOl  Received  Discount 

10.  Bold  M.  Shaw 

12.  Paid  Salaries 

U.  Bonght  Goods  of  W.  Slater 

14.  Sold  Goods  to  J.  Thin  . 

14.  Received  of  Hops  k  Co. 

14.  Discount  allowed  them . 

14.  Paid  J.  Glen 

20.  Sold  Goods  to  J.  Glen   . 

24.  Discount  allowed  by  J.  Glen 

28.  Paid  Bent      , 

30.  Goods  on  hand 


5     2    S 
38   12    6 


4.  Make 
1910. 
Dec   3 


it  C.  Appleton's  Balance  Sheet  from  the  following- 


8  10 

0 

50  13 

« 

2  13 

6 

56  12 

0 

10     0 

ft 

96  10 

« 

126     7 

ft 

ft 

3  IS 

36  14 

36    5 

3 

1  18 

K 

12  10 

ft 

105    7 

U 

<c 

25    6 

ft 

315  10 

ft 

ft 

150  10 

u 

86    7 

0 

Ca^  in  hand  .... 

Cash  at  Bank         .... 
Goods  on  hand       .... 
J.  Hill's  Cr.  balance 
Field  k  Go's.  Dr.  balance       . 

W.  Grant  owes 25    9    0 

J.  Melville,  Cr.  balance     -    .         .         .         .       15  12    0 

Sundry  Debtors 17    8    ft 

Sundry  Creditors 30  14    0 

G.  Lucas  has  on  Loan 50    0    0 

5.  Open  Ledger  Accounts  showing  how  the  Balances  in  Queatim 
1  would  appear. 


EXAMINATION  PAI>EBS  877 

THE  AUCTIONEERS'  INSTITUTE  OF  THE  UMlTEr 

KINGDOM. 

Intbkhbdiate,  1911. 

[2  hours  allowed.  ] 

1.  What  do  yon  uniiBratand  by  "Daya  of  Graos,"  "BabaU," 
"SinkingFund,"  "Goodwill,"  "AsaeU"! 

2.  A. ,  B.  and  C.  are  in  partnership  aa  Auotioneers  and  Surveyor*, 
aharing  profits  in  the  proportion  of  ],  each,  after  allowing  5  par  cent. 
interest  on  their  respective  capitals.  On  Jannary  1,  1910,  their 
capitals  were  :  A  £534,  B.  £236,  C.  £9S5,  and  atDeeeiuberSl,  1910, 
the  profit  for  the  year  (before  charging  interest  on  capital)  w»c 
£TSa  During  the  year,  A.  had  drawn  out  £450,  B.  £600,  and  C. 
£350.     Show  their  Capital  Accounts. 

3.  Enter  the  following  tranaactionB  in  an  Aactioneer'a  Cash  Book, 
with  separate  columns  for  "  OfHce  Cash  "  and  "Clients'  Cash,"  and 
assuming  all  money  paid   into  Bank  and  all  paymenta  made  by 

1911. 
Jan.    1.     Balance  iu  "Office  Account"  £539  14;.  3£. 
„      1.     Bahince  in  "  Clients'  Acconnt "  £2.341  17».  ftf. 
„      2.     Received  on  account  of  Major  Smart  £100  deposit  on  Sale 

of  "TheElma.'■ 
„      2.     Received  Valuation  Fee  from  J.  Macdonald,  £52  10s. 
„      3.     Paid  Mre,  Archer  £777  6».  M.  (being  proceeds  ot  Sale  of 

"  The  Gables  "  £860.  less  our  charges  £72  ISs.  6d.) 
„      3.     Drew  cheque  for  our  charges  £72  i3s.  6(j.,  and  paid  same 

to  OfGce  Account, 
„      4.     Paid  Office  Salaries  £15  3s.  4d. 

,,  fi.  Received  £18  IBs.  3d.  Weekly  Rents  due  to  Major  Smart. 
„      6.     Received  £45 13i.  M.,  our  commission  on  the  "  Crowhurst " 

Mortgage. 
,.      a.     Paid  Office  Rent  to  Christmae,  1910— £50. 
Rule  up  Cash  Book  and  bring  down  Balances. 

4.  What  part  does  a  Sales  Day  Book  play  in  a  system  of  doable- 
entry  book-keeping,  and  how  would  you  deal  with  the  items  therein, 
in  order  to  fully  carry  out  the  principles  of  the  system  T 

6.  Show  jnproper  form  the  Account  you  would  render  your  client, 
Mr.  J.  W.  Williams,  in  respect  of  &le  of  his  Furniture  at  34, 
Queen's  ftow,  on  December  4  and  5,  IBIO,  from  the  following 
particnlars — 

£..<£. 

Amount  realized  ai  per  Catalogue 476  19  10 

Paid  for  Advertising  in  "  Time*  "  and  other  papers  15    3    9 

Printing  Posters  and  Catalogues IS    5    6 

Bill  Posting,  etc 2  10    0 

Men  showing  and  attending  at  Sale  16    0 

Churge  a  Commission  of  5  par  cent,  on  the  amount  realized  and 
show  cheque  to  balance. 

6,  The  loUowing  is  the  Trial  Balance  of  a  Hotel  for  the  year  ended 
December  31,  Ifllffi  Allow  10  pet  cent.  Depreciation  from  Furniture 
and  Fittings,  5  per  cent,  interest  on  Proprietor's  Capital,  and  prepare 
Trading  and  ntiGt  and  Loss  Accounts  and  Balance  Sheet.  The 
Stock  of  Wines,  etc.,  at  December  31,  1910,  was  £297  16*.  Sd. 
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Trui.  Balakoi,  DteemhtT  31, 1910. 


Proprietor's  Capital 

15,000    0 

0 

Proviaioni        .... 

3,295  11  10 

Rate*,  Taxes  and  Lic«iue 

454  18    0 

Coali  and  Lighting  . 

582  15    9 

Hotat  Reoeipu 

11,556     3 

1 

Wage. 

992    0    2 

Wiae»,  SpiriU  and  a™*       . 
GuageExpeiuea  and  Petrol    . 

760  19    5 

475  10    « 

250    0    0 

BepunaudBenewKb    . 

230    6    9 

Garue  Receipts 

Laundry  and  Houae  Expenses 

filO  18 

3 

707  17    8 

380    2  10 

AdvertUing     .... 

269    7    4 

GenendCh»r«e      .        .         . 
Interest  on  Mortgage       . 

97    3    2 

S47  10    0 

Snndry  Debtors       .        . 

109    5    6 

Freehold  Ladd  and  Baildings  . 

30,500    0    0 

Furniture  and  Fittings    . 

4,350    0    0 

Horees,  Carriages,  etc.     . 

300    0    0 

Bundiy  Creditors     . 

433  17 

11 

Interest  owing  on  Mortgage     . 
Mortgage  on  Freehold     . 

416  14 

9 

20,000     0 

0 

Cash  at  Bank  and  in  band 

1,354  14    3 

Stock  of  Wines,  etc.,  Jan.  1,  1910 

348  16    9 

Proprietor's  Drawings      . 

1.624  14     1 
£47,917  14    0 

£47,917  14 

"o 

INTEREST  COUPON 
[sM  page  277) 
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CHAPTEB   XXXII 

ADDITIONAI.  EXAMINATION   FAF£B8 

R.  S.  A.    BOOK-KEEPINO—STAGE  1,  1912 
[For  solutions  see  Key,  p.  334] 

(1)  ExpUiuttieineamnffaf tbefollowiiigtermBandftbbreTiati{»ia — 
Account  current;  Credit  note;  Rebate;  F.O.B;  C.I.F;  A/S. 
(2)  How  man;  parties  are  then  to  an  "  oidar  "  (cheque,  and  who  aie 
they  *  la  it  aeceBHBTy  to  stamp  a  cheque ;  if  so,  what  is  the  value 
(Uf  the  atainp  required,  and  how  does  it  difierfiom  the  stamp  naoeesaiy 
fornBiU  of  Exchange? 

(3j  Fcepare  Columnar  Petty  Cash  Book  on  the  Imprest  Si^tem, 
record  the  under-mentioned  transactions,  and  bring  down  the  balanoe 
ia  on  January  6,  1012  :  — 

Dec.  31.  1911,  Cash  in  hand,  £fi  Zs.  7<f.;  Jan.  1,  1912,  Received 
amount  to  make  up  imprest  to  £10 ;  Jan.  2,  Bought  postage  stamps, 
£1  10s.;  Raid  carri^e,  3a.  Id.;  Jan.  3,  Paid  traveUing  expenses, 
III.  lOi-i  Jan.  4,  Bought  packing  materials,  £1  3«.  6^.;  Bought 
stationery,  4s.  Sif. ;  Jan.  5,  Paid  wages  to  odd  man,  6s.;  Jon  6, 
Bought  job  lino  of  goods  for  cash  from  H.  Saunders,  £1  IBa. 

(1)  William  Jones  received  the  following  letter  from  his  customer, 
Robert  Brown,  on  Jan.  6,  1912  i—"  1  beg  to  advise  you  that  I  have 
this  day  paid  into  year  account  at  the  Union  Bank  the  sum  of  £19 
in  settlement  of  my  account  less  5%  discount.  PleoBe  return  for 
cancellation  the  3  months'  bill  for  £20  accepted  by  me  on  Decembei 
29.  1911."  On  Jan.  7,  1912,  the  Union  Bank  advised  Jones  that 
his  account  had  been  credited  with  £19  as  above.  Jones  therefore 
returned  the  bill  for  £20  to  Brown.  Show  the  entries  necessaij  to 
record  the  above  transactions  in  Jones's  books. 

tS)  To  what  Ledger  Accounts,  and  on  which  side,  would  yon 
expect  to  find  the  undermentioned  transactions  posted  : — (a)  Ine^w 
cheque  for  wages  £160 ;  (6)  Drew  cheque  for  now  printing  machine 
£A50 ;  (c)  Received  cheque  £47  \0/>.  from  B.  Ilobinson,  in  settlement 
of  his  account  (less  S%  discount). 

ExBBciSB. — .Tohn  Hi ller  commenced  business,  as  draper,  on  Jaly  3, 
1911,  witJi  £250  at  the  Bank,  £3  cash  in  hand,  and  stock  £3(K>.  The 
stock  was  obtained  on  credit  as  follows  ;— J.  Boale  £  Co.  £110; 
r.  Hall  t  Sons  £60;  Thomas  Fisber  £90;  and  Hugh  Jones,  Ltd. 
£40.  J.  Miller  also  possessed  furniture,  fixtures  and  fittings  valued 
at  £70.  Open  John  Miller's  Ledger  with  these  items,  and  post 
through  Ou  fibgidinTy  books  the  following  transactions  : — 

July  3.  1911.  Paid  cash  stampn  6^.,  stationery  64.  8d. ;    Bought 

from  J.  Beale  ft  Co.  120  yds.  (knnelette  at  4b.  M.  per  doi.  yds,, 

on  credit.    July  4,  Bought  from  F.  Hall  ft  Sons  600  yds.  shirting 
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(240  yds.  at  8^.  Sd.  per  doz.  yds.,  and  360  yds.  at  10^.  9d.  per  doc. 
yds.),  on  credit ; 

Julv  5,  Bought,  for  Cash,  brown  paper  and  string  15*. ; 

Banked  Cash  Salea  for  the  3rd  and  4th  Ju]y  £27  10a.  Banked 
Cash  Sales  for  5tA  July  £16  6.9.1  Faid  cheque,  J.  Beale  and  Co., 
£30  on  account,  also  Hugh  Jones' account  less  2 J%  discount; 

July  7,  Paid  by  Caah,  carriage  13*.  6d. ; 

July  8,  Sold  to  Miss  H  Eayman,  on  credit,  10  yds.  sheeting  at 
la.  5d.  per  yd.;  1  doz.  reels  cotton  for  2s.  3d.,  2  pairs  lace  curtaioa 
at  16«.  lid.  per  pair;  Received  credit  not«  from  F.  Hall  and  Sons 
for  8  yds.  shirting  at  lOs.  9d.  per  doi.  yds.,  damaged  in  transit  and 
returned  to  Hall  on  the  Sth  inat. ;  Banked  Cash  Sales  for  6th  and  7th 
July,  £32  153.;  Cashed  cheque  for  £10,  and  paid  wages,  £7  5t. 
^knce  the  ledger  accounts,  bring  down  the  balances,  and  eztiacb 
a  "  Trial  BaUnce  "  as  on  July  8, 1911. 

E.8.A.    BOOK-KEEPING— STAOE,  11,  1912 
[For  solutions  see  Key,  p.  339] 

(1)  What  is  a  "n^otiable  instrument"!  What  is  the  effect  of 
marking  a  document  "not  n^otiable"t  (2)  Briefly  explain  tha 
purposes  for  which  the  Journal  is  employed  in  an  up-to-date" 
countmg -house.    Journalise  the  following  : — 

(a)  On  Jan.  18,  1912,  Peter  Sykes  exchanged,  with  Peter  Blair, 
bis  motor  car  valued  at  £350,  for  a  dog-cart  valued  at  £150  and  two 
hoises  valued  at  £100  each,  (b)  On  Jan.  19,  1912,  John  Smith 
returned  damped  goods,  invoiced  at  £10  14')^  6d.,  to  AndrS  Gammon. 
SmitJi's  book-keeper  entered  the  tranaactiim  in  the  Sales  JonnuJ, 

ExBHCiSB  I.  George  Norman  and  Robert  Carter  were  in  partner- 
ship as  Wholesale  and  Retail  Groceie,  the  former's  Capital  being 
twice  that  of  the  latter.  On  Dec.  31,  1911,  in  addition  to  the 
Fttrtnera'  Capital  Accounts'  balances,  the  follou'ing  appeared  in  theii 
Ledgers  :- 

Cash  in  hand,  £17;  Cash  at  Bank,  £132;  Stock  in  band,  £870; 
fixtures.  Fittings  and  Ut«n3ils,  £247;  Hoises  and  Vehiolee,  £156; 
Sundry  tkbtora :— J.  Moi^ey,  £I>S;  A.  Barnes,  £23;  B.  Foster,  £29; 
S.  Uiddleton,  £36. 

SunJnf  Credi:tors;— J.  Harris&Scflis,  £60;  W.Clark,  £55;  Evans 
Lloyd  &  Co.,  £64;  W.  Kewton,  £15.  Eeserve  for  Bent  (due  Deo. 
26,  1911),  £50. 

'  Enter  in  tbe  Ledger  the  foregoing  partioulais ;  and  pass  tha 
followii^  transactions  through  the  books ; — 

Jan.  1,  1912,  Paid  into  bank,  £30;  Received  from  J.  Harris  & 
Sons,  3  cwt.  sugar  at  ISs.  Qd.  per  cwt ;  and  from  W.  Clark,  20  cases 
preserved  fruit  at  On.  6ii.  per  doz.  tins  (each  case  contained  2  doz. 
tins) ;  Jan.  2,  Sold  A.  Bames  50  lb.  tea  at  1.^,  id.  per  lb.,  and  charged 
him  3«.  for  boxes.  Accepted  3/m3.  bill  from  J.  Harris  &  Sons  for  &0. 
Cash  Sates  for  the  past  two  days  were  £77.  Jan.  3,  Received  and 
paid  into  beuik  cheque  from  S.  Middleton  in  settlement  of  his  account 
less  6%  discount.    Cash  Sales  for  the  day,  £27.    Jan.  4,  Paid  rent 

gie  Dec.  25,  1911),  by  cheque.  Sold  E.  Foster,  12  cases  "  XL" 
ace  at  Zs.  3d.  per  doz.  bots.  (each  case  contained  2  doz.  bota.). 
Eetumed  lo  W.  Clark  1  case  preserved  fruit  delivered  Istinst. — | 
fanlty.     Jan.  6,  J.  Moriey  accepted  a  one  month's  Inll  for  £40. 
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Sitles  for  the  poEt  tvo  daya  were  £83.  Jan.  6.  Bold  S.  Middletoa 
1  groBB  tins  Coooa  at  6<.  per  dtn.  tins.  B«ceivect  fTom  Evuia  Uofd 
&  Co.,  30  kega  butter,  la  all  4  cwt.,  aC  868.  per  cwt.  The  Bank 
discounted  J.  Horley's  bill  at  3}%.  Sent  credit  note  for  38.  to 
A.  Barnes  for  boxes  letumed.  Paid  Wasee,  £13  108.  in  cash.  Cash 
Salea  for  the  day  wore  £46.  Jan.  8,  Paid  by  cheque  W.  Newton's 
account  as  on  Dec.  31,  1911,  less  2}%.  George  Norman  drew  in 
oash  £7,  and  Robert  Carter  £3  108,  ^id  by  cheque  Erana  Lloyd 
&  Co's.  account  aa  on  Dec.  31,  1911,  less  2^%.  Paid  into  Bank  all 
cash  in  h«id  on  thia  date,  except  £10  retained  for  Petty  Cash. 
Purchasea  and  Sales  were  on  credit,  nnlesa  otherwise  stated. 
Balance  the  Ledger  accounts  aa  on  Jan.  8,  1912;  bring  down 
balances,  and  extract  T.  B. 

ExKBcisE  II.  The  XManufBCturingCompaay,Ltd.vaaie^st?red 
with  Nominal  Capital  of  £75,000  divided  into  6,000  Ordinary  Shares 
of  £10  ea.,  and  25,000  6%  Pref .  Shares  of  £1  ea-  From  the  foUowing 
T.  B.  prepare  Trading;  and  P.  ft  L.  Ac/s  for  the  year  ending  Deo. 
31,  1911,  and  Balance  Sheet  aa  on  that  date  ;~ 

Dr.  BalanccK.  Stock  (Jan.  1,  1911),  £16,200  4«.  3d. ;  Cash  in  hand, 
£106  2a. ;  Cash  at  Bank,  £3,196  IZt.;  Purohases,  £26,123  78. ;  Returna 
(Inwards),  £901  78.  9d.;  Hanufactucing  Expenses,  £S,314  28.; 
Manufacturing  Wages,  £13,210 1  Salaries,  £1.625;  TraveUeis'  Salaries 
Commi^on,  and  Expenses.  £3,210;  Rates  and  Taxe)<,  £210; 
InsuTHQCe,  £70;  General  Expenses,  £1.420;  Disconnte,  £1,283  28.; 
Bod  Debts,  £280;  Interest  and  Bank  Charges,  £87;  land  and 
BuUdings,  £10,000;  Machinery  and.Plant,  £17.000;  Sundry  Debtors, 
£28,397  48.  2d.;  Patents,  £3,000;  Pref.  Dividend  paid,  £706  6«.; 
Interim  Ord.  Div.  paid,  £900.    Total,  £132,140  78.  2d. 

Ct.  Balances,  Ordinary  Share  Capital  A/o,  £30.000;  Pref.  Share 
Cap.  A/c,  £26,000 ;  Sales,  £63.200  48.  M. ;  Returna  (Outwaida),  £308 
178.  6d.:  Disconnte,  £578  38.;  Sundry  Creditors,  £9,343  2#,;  Bad 
Debts  Reserve  (Jan.  1.  1911),  £400;  P.  and  L.  A/c  (Hal.  Dec.  31, 
1910),  £810;  Reserve  A/c,  £2000.     Total.  £133,140  78.  2rf. 

I^pare  the  necessary  accounts,  making   the  following  adjust- 

Qiarge  Depredation  on  Buildings  at  3%  p.  a. ;  and  on  Plant  and 
Machinery  at  6%  p.  a. ;  Credit  farther  reserve  of  i°'„  on  grosx  Sales 
to  Bad  Debt  Reserve  A/c ;  Write  down  Patents  10% ;  Reserve  2}% 
on  Uebtora  tor  Discount;  and  £250  for  Directors' Fees ;  appropiiate 
£2000  U,  Reserve  A/c.  Value  of  Stock  on  Dee.  31,  1911,  iras 
£11.420  8«. 


E.  S.  A.    BOOK-KEEPING— STAGE  III,  1912 
[For  Solution?  see  Key,  p.  347] 

(1)  Prepare  the  necessary  accounts  for  the  following  as  they  would 
appear  in  W.  A.  Richardson's  Ledger  ;^0n  June  1,  1910,  Kchardatm 
IHirehaaed  £5000  New  Zealand  3%  (1945)  Stock  at  86}  plus  28.  6d.% 
brokerage  and  468.  stamps,  etc., and  on  April  3,  1912,  he  sold  £4000 
of  the  stock  at  89,  and  paid  £6  78.  expenses,  interest  upon  the  stock 
is  payable  half-yearly  on  April  1  and  October  1,  less  tax  (to  be 
taken  at  l8.  2d.  m  the  £). 

(2)  After  considering  the  audited  accounts  for  the  year  ended 
Dec.  31.  191 1,  the  Directois  of  the  Rayon  d'Or  Publishing  Co.,  Ltd^ 
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nsolved  aa  follows :— (a)  To  paj  the  0%  dividend  (less  tax)  on  the 
Pref.  Stock  (£60,000).  (6)  To  pay  a  dividend  of  8%  (less  tax)  on 
the  Ordinary  Sliare  Capital  (£60,000).  (e}  To  transfer  £1500  to 
KenewalB  Reserve  A/c.  {d)  To  carry  forward  the  balance,  ^ofita 
shown  by  the  P.  and  L.  A/c  amounted  to  £11,400. 

Aoeume  rate  of  Income  Tai  payable  to  be  I«.  2d.  in  £.  ShoT 
Journal  entries  to  carry  out  these  nwolutions. 

(3)  Give  B  form  (or  forms)  of  ruling  of  a  Cash  Book,  suitabto  foi 
the  record  of  the  Receipts  and  I^ymenta  of  a  Life  Aasuraore  Company 
mth  a  la^e  business  and  many  sgendes.  (4)  la  an  employer  under 
any  oblif^tioo  to  Uie  Income  Tax  Authorities  with  reference  to  tha 
salaries  paid  to  Ma  staff  T  Are  Limited  Companies  and  tiieir 
employees  upon  the  same  footing  as  the  ordinary  employer  and  his 
stalf  in  tbis  respect  t 

ExxBCisx.  A  and  B  were  in  partnership  as  Mannfacturli^  Iron- 
mongers. Their  Capital  Accounts,  on  Dec.  31,  1910,  were  equal  in 
amount  at  credit.  The  partnership  agreement  provided  uiat  A 
should  take  £300  of  the  profits  before  B  received  any  ehare.  Tho 
balance  was  to  be  divided  equally.  l>uring  tbe  year  ended  Dec.  31 
1011.  A  drew  at  the  rate  of  £60  a  month,  and  B  at  tJie  rate  of  £9 
a  week.  On  Dec.  31,  1611,  the  Ledger  Balances,  in  addition  to  those 
of  the  Eartoers'  Captal  and  Drawing  Accounts,  were  as  shown 

On  i>ec.  31,  1911,  Stock  in  hand  was  agreed  at  £692S  ia.  Sd.,  Work 
in  Progress  at  £301  6«.  \d..  and  Loose  Tools  at  £406  13*.  Zd.  Prepare 
Trading  and  P.  and  L.  A/c  for  the  year  ended  Deo.  31,  1611,  and. 
Balance  Sheet  as  on  that  date,  after  taking  the  following  into  con- 
sideration : — (1)  "tiio  Auditors  pointed  out  that  Leasehold  PremiEea 
bad  not  been  depreciated  in  the  past.  The  lease  has  tfi  vears  to 
run,  and  it  is  decided  to  write  off  the  book  value  in  equal  aimual 
inatalmente.  (2)  Write  10%  Depreciation  off  Plant  and  Machinery 
as  on  Dec.  31,  1910,  and  5%  off  additions  made  during  the  vear. 
(3)  Write  £60  depreciation  off  Punutare  and  Fittings.  (4)  Wages 
Account  includes  £47,  paid  while  repairs  were  being  made  to 
macluneiy.  Transfer  this  amount  to  its  proper  account,  aad  also 
transfer  £121  2«.  Id.  representing  the  cost  of  material  used  out  of 
stock  for  such  repairs.  (6)  The  unexpired  portions  of  Bates  and 
Insurance  on  Dec.  31,  1011,  were  £27  2«.  3rf.  and  £14  Oa.  Id. 
respectively.  (6)  Create  a  Reserve  for  Bad  Debts  of  S%  on  the 
Sundry  Debtors.  (7}  No  interest  on  capital  or  drawings  is  to  be 
charged. 

Balamcea; — Cash  atBank,£2S02«.Si{.;  CBshinEand,£3716>.2<^i 
Plant  and  HaoMnery  (including  additions  during  year  of  £346  2«,) 
£4,018  2a.  \d.;  Furniture  and  Fittings,  £273  14^.  7d.!  Discount 
account  (Debit  Balance),  £47  3«.  Id.;  Manufacturing  Wages,  £7,649 
12«.  lOd.;  Salaries,  £962  13s.  6d. ;  Purchases.  £20,747  I6j.  lid.; 
Candago,  £467  4*.  M.;  Office  EKpenses,  £212  ^.  2d.;  Postage  and 
Stetionery,  £42  ISx.  Icj.;  Leasehold  Buildings,  £1,600;  Sales  £34,242 
12«.  Id. ;  Sales  Returns,  £347  13».  Id. ;  Purchases  Eetums,  £742  12a.! 
Stock  (Dee.  31, 1910).  £0,73805.  2d. ;  Sundry  Debtors,  £9.281  12.J,  U. ; 
Work  in  Progress  (Dec.  31,  1910),  £276  14^.  lid.;  Advertising, 
£117  17«.  Id.;  Bad  Debts,  £136  2s.  7d.;  Interest  on  Temporary 
Loan  (repaid  Nov.,  1911),  £6  la.  lOd.;  Loo«i  Tools  (Dec.  31.  1910), 
£431  148.  2d.;  Beat,  Bates,  and  Taxes,  £346  I6h.  3d.;  Insurance. 
£92  48.  2d.;  Commission,  £114  9<!.  lid.;  Lighting  and  Hsathig,  £108 
4«.  7d. ;  Sundry  Creditors,  £2,130  19«. 
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B.  S.  A.    BOOK-KEEPING— STAGE  I,  1913. 
[For  solutioiu  s«e  Kej*,  p.  360] 

(1)  Ezplun   the  meaninga  of   the  following  torms   and  abbie- 

TiatioiLs  ; — Book  Debts;  Voucher;  Per  Cent.;  R/Dj  pji.j  Net. 
(2)  Briefly  eiplain  the  uses  of  the  following  : — (o)  Invwcc ;  (ft)  State- 
ment; (<:)  Credit  Note.  Give  specimen  form  of  each  document 
(write  two  entries),  assuming  that  John  Johns  is  a  customer  ol 
WilliBm  Walter  &  Co.,  Ltd. 

(3)  From  the  following  statement  of  a  Trader's  Credit  Salen. 
Credit  PurchaBes,  and  Returns  (Inwards  and  Outwards)  enter  the 
transactions  in  the  proper  books  of  original  entry  and  show  the 
totals  of  ofich.  A'o  ponliTig  to  Ledger  A^ounie  to  be  done  : — Feb.  3, 
1913,  Bought  from  F.  Grace,  2  iloz.  Pocket  Knives  nt  4s.  Od.  ea.; 
Sold  J.  Abel,  ]  tXoz.  flioto  Fmmes  at  1«.  ea.;  Sold  J.  Shrewsbury, 
6  doz.  Dessert  Knives  at  20^.  per  doz.,  leas  6%  Trade  Discount; 
Received  from  B.  Brig^,  I  case  Carvers  26*.,  returned  damaged. 
Feb.  4,  Bought  from  GTMoad,  2  doz.  Silver  Photo  Fraraef  at  5».  6d. 
ea.,  less  10%  Trade  Di-^count;  Returned  to  N.  Hur.st,  1  doz.  pairs 
Scissors  at  18*.  per  doi.,  wrong  size.  Feb.  5,  Sold  W.  Humphreys, 
i  doz.  Razors  at  3*.  ea.,  and  charged  him  6J.  carriage;  Sold  L. 
Townsend,  2  cases  Fish  Knives  and  Forks  at  £2  per  case ;  Returned 
to  F.  Grace,  i  doi.  Pocket  Knives  at  is.  dd..  e»..  poor  Cjuality.  Feb. 
8,  Bought  from  B.  Ulley,  2  doi.  Ghua  Match  Stands,  Silver  Mounted, 
at  6,9.  ea. ;  J.  Abel  returned  j  doz.  Hoto  Fiames  at  1*.  ea.,  not 
ordered.  Feb.  7.  Sold  J.  Hearoe,  3  doz.  Pocket  Knives  at  30*.  per 
doz.,  lewt  6%  Trsile  Discount;  Sold  to  V.  Gunn,  i  doz.  Glass  Hatch 
Staiidfl,  Silver  Mounted,  at  8*.  3d.  eoch.  Feb.  8,  Bought  from  L. 
Spooner,  6  cases  Fish  Knives  and  Forks  at  £3  per  case,  less  10% 
Trade  Discount. 

(4)  On  Jau.  I,  1913.  Middkimiss  A  Tumhull.  London,  sent 
8.  Mai^regor,  Manchester,  for  occeptanco.  a  B/E  for  £100,  dated 
Jan-  3,  1913,  payable  at  3  m/d.  Macgreaor  accepted  the  draft  and 
made  it  payable  at  the  Staple  and  Stedfast  Banking  Co.,  Ltd.,  of 
Stockport.  Show  the  Bill  as  it  would  appear  when  returned  to 
Middlemiss  &  Tumbu  11,  state  who  te  the  Drawer  and  who  the  Drawee, 
and  give  the  date  when  the  Bill  will  mature. 

(5)  A  Firm's  book. keeper  had,  during  the  month  of  Jan.  I9I3, 
entered  Returns  Inwards  and  Outwards  in  the  Purchases  Book  and 
Sales  Book  tespectively,  and  posted  the  monthly  totals  of  each  to 
Purchases  and  Salen  Accounts  in  the  Ledger.  What  entries  should 
be  put  through  the  books  to  rectify  these  mistakes,  assuming  that 
Returns  Inwards  for  the  month  amount<>d  to  £40  and  Returns 
Outwards  to  £30  ? 

Ekercthk.  Charles  Ross  A  Augustus  Webb,  trading  in  partner- 
ship as  Furniture  Doalci^,  had  £400  each  standing  to  the  credit  of 
their  Qtiulal  Accounts  on  Jan.  1,  1913.    The  other  baUnces  on  this 

D^il  lialancee.  Stock,  £S13;  Debtors  :—F.  Lamer,  £62;  N. 
Stui^ots  £49;  Cash  at  Bank,  £113;  Cash  in  Hand,  £10;  Furniture 
and  nttinzs.  £45. 

Gredit  Balances.  Creditors  :—F.  Hammond,  £134;  L.  Yatea, 
£61 ;  E.  Bridge,  £77.  Oi>en  Ross  &  Webb's  Ledger  from  these 
particulars,  and  post  thereto,  through  the  hooka  of  original  entiy, 
the  following  tranaactJooa  ; — 
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Saa,  1,  1913,  Sold  F.  Lsmor  on  credit,  6  Windsor  Smokiug-Room 
Chaira  at  18^.  6^.  ea.;  Sold  for  Cash,  1  Occasional  Table  for  £1  1«. 
Jan.  2,  Bought  for  Cash,  Stationary,  £1  5«.i  Eftiti  Window  Cleaner, 
e«,  in  Cash;  Bought  of  L.  Yatea,  on  credit,  I  Walnut  Hall  Stand, 
£3.  Jan.  3,  Received  cheques  and  paid  them  into  tJia  Bank: — 
F.  Lamer,  £50  on  account;  X.  Sturgees.  balance  of  account,  less 
fi%  discount.  Jan.  4,  Drow  and  cashed  Cheque,  £l<i;  Paid  Wages, 
£7  iOc.  (including  Insnratice  Stampa)  in  Cash  i  Elacb  I^rtner  with- 
drew £3  10>.  in  Cash.  Jan.  6,  Sold  for  Canh,  1  Bedroom  Suite,  £10; 
^id  into  Bant,  £iO.  Jan.  T,  Sent  Credit  Note  to  F.  Lamer  allotdng 
6d.  ea.  on  6  Windsor  Smoking -Boom  Chairs;  Drew  cheques: — 
F.Hammond,  £60  on  account;  I^  Yates,  £30  onaccount;  E.  Bridge, 
the  amount  of  bis  Account,  less  3%  Di^oiint.  Jan.  S,  Paid  Rent 
by  Cneque,  £25;  Paid  Gas  Account  by  Caah,  £7  13a.  Balance  the 
ledger  Accounts,  bring  dovrn  the  Baluicee,  and  extract  T.  B.  aa  on 
Jon.  S,  1D13. 

B.  S.  A.    BOOK-KEEPING— STAGE  II,  1913 
[For  solutions  see  Key,  p.  367| 


should  alAO  provide  for  analyi^is  of  Sales  as  between  three  depart- 
ments. State  how  and  where  the  items  entered  in  each  book  sboold 
be  posted.  (2)  What  portions  of  the  Salaries  and  Wages  should  be 
charged  to  the  Trading  A/c  and  what  to  P.  and  L.  A/c  in  the  baeinesa 
of  a  Manufacturer !  Name  some  items  of  eipenditute,  which  may 
occur  in  the  same  business,  and  which  should  be  charged  to  Capital.  . 

ExBitcisx  L  The  following  was  the  Balance  Sheet  of  Smith  & 
Company,  Ltd.,  as  on  December  31,  1912  :— 

Liahdilift :— Nominal  Capital  6,000  shares  of  £1  ea.,  5.000  bejng 
issued  and  fully  paid;  Sundry  Creditors: — Rent,  £120;  Income 
Tax,  £62;  H.  BeU,  £75;  T.  Burton,  £33;  R.  Uwson,  £60.  Bill 
payable,  A  Scott.  £40;   P.  and  L.  A/c,  £007.     Total,  £6,297. 

'AsttU: — Leasehold  Buildings,  £1,000;  flituiee,  fittings  and 
PumitnrB,  £472;  Sundry  Debtors  i—H.  Falconer,  £163;  T.  Cove, 
£71;  N.  Carrer,  £149;  V.  Row,  £27.  Stock  on  Hand,  £3,023; 
Bill  receivable,  G-  Watson,  £I<XI;  Ca^h  at  Bank,£l,2fi2i  Cosh  in 
Hand,  £60.     Total,  £6,297. 

Open  the  necessary  Lodger  Acconnts  for  the  above,  and  post  the 
following  transactiona  through  the  subsidiaiy  books: — 

Jan.  1,  1913,  Received  cheque  from  T.  Cave,  for  balance  of  account, 
leas  2i%  discount;  Purchased  from  A.  Scott,  1  gross  1-lb.  joiB 
Marmalade  at  ia.  per  doz ;  Sold  N.  Carver,  10  cwt.  Beet  Sugar  at 
9«.  6d.  per  cwt. ;  Jan.  2>  1913,  Paid  by  cheques.  Rant  and  Incomo 
Tax,  owing  on  Dec.  31,  1912;  Paid  carriage  by  caah,  £3  2«.  4<^; 
Received  from  H,  Ealconer,  bill  at  3  m/d,  dated  Jan.  2,  1913,  for 
£100,  and  discounted  it,  Bank  Charges  being  £1  Qa.  id.  Jan.  3, 
Sold  V.  Row,  66  lb.  Tea  at  U.  lil.perlb.;  T.Otve's  cheque  (received 
on  the  IsC  inst.)  wax  returned  by  the  Bank,  marked  R/D.  Jan.  4> 
Purchased  from  R.  Iawsoq,  2  gross  tins  Preserved  Pears  at  64.  61I. 
per  doz. ;  Cash  Sales,  £8  1(^. ;  Paid  T.  Burton,  bv  cheque,  balance 
of  account,  loss  2J%  discount.  Jan.  5,  Received  cheque  from  N. 
Carver  for  £80  on  a/c  ;  Sold  H.  Fakroner,  2  cwt.  Ground  Rice  at  2d. 
per  lb.  i   Sent  C/N  to  N.  Catrer  for  5«.--short  weight  in  goods  sold 
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him  on  Istinst.  Jan.  6,  BilipayableWO.diietWs  date,  was  presented 
to  and  paid  hy  the  Bank.  Jan.  7,  Paid  Wages,  in  cash,  £19  5».; 
Received  4d.  from  each  of  8  employees  for  National  Health  Insurance; 
Returned  R.  Lawson  Idoz.  tins  Pieeerred  Pears  {damaged )  purchased 
on  the  4th  inst.,  and  received  C/N.  Jan.  S,  Purchased  out  of  Cash 
new  showcase  and  fittings  for  £18;  Caah  Sales,  £23;  Paid  into  the 
Bank  all  cash  in  band,  less  £10  stained.  Puichases  and  Sales  were 
on  credit,  eieept  where  the  contiaiy  is  etated.  Ail  cheques  received 
were  paid  into  the  Bank.  Balance  the  Ledger  Accounts  as  on 
Jan.  S,  1013,  bringdown  the  balances,  and  extract  a  T.  B. 

ExERTisB  II.    The  fottowine  T.  B.  was  extracted  from  the  books 
of  Angus  Ma«Adam  and  John  Wei^trum  as  on  Dec.  31,  1912 : — 


,  Bcdancea.  Angus  MacAdam  (I>ntwin2  Account),  £1,000; 
iioon  Westruni  (Draning  Account),  £300;  Land  and  Buildings, 
£4,960;    Plant  and  Machinerv.  £f,036  lOs.;   i 


9  Za.  Id.;  Sundry  Debtors,  £1,5»B  15».;  Purcbases,  £9,2M 
13.  wf.;  Returns  Inwards,  £370  2».;  General  Expensen,  £150  (is.; 
Manufacturing  Wages,  £2,001  ]58.7tf.;  Rate8andTaies,£16T48.  9(1. ; 
Insurance,  £66  98.  Id.;  Manufacturing  Expenses,  £225  108.  id.; 
Salaries.  £G66  8s.;  Discount  Account,  £39  is.  Id.;  Cash  in  hand, 
£M  38.  Sd. ;  Cash  at  Bank,  £655  9^.  id.     Tobd.  £24,603  Zs.  6d. 

Ct.  Balances.  Angus  Mao.\dam  (Capital  Account),  £9,000;  John 
Weetrum  (Capital  Account),  £2,000;  Sundry  Creditors,  £1,362  13». 
3d.;  Reserve  for  Doubtful  Debts.  £66  38.;  Sales,  £14,274  68.  6^.; 
Returns  Outwards,  £870  it.;  Discount  Account,  £29  188.  Sd.; 
Tofni,  £24,603  3s.  5(f. 

The  Partnership  Agreement  provides  that ; — 

(a)  5%  p.  a.  shall  be  allowed  on  Capital  (as  a  charge  to  the  P.  & 
L.  A/c),  theintercet  to  boctBdited  to  rartners' Drawing  A/c.  (6)  A 
Partnership  Salary  out  of  Net  Profits  (if  and  as  made]  of  £300  p.  a. 
shall  in  the  first  instance  be  credited  to  Mr.Westram's  DrawiM  A/o. 
(c)  The  Net  ProRt  (if  any),  after  providing  for  Partner's  Silaiy, 
shall  be  divided  pro  rata  accoiding  to  the  amounts  at  credit  of 
Partners'  Cajatal  A/c.  and  be  credited  to  their  Drawing  A/os.  Prepare 
Trading  and  P.  and  L.  A/cs  for  the  year  ended  Dec.  31,  1912,  and 
B/S  aa  on  that  iiate,  after  chaipng  Depreciation  at  the  rale  of  21  % 
<»i  land  and  Buildings.and  10  %  on  Plant  and  Machine^;  increasing 
tie  Reserve  for  Doubtful  Debts  to  5%  on  the  Sundry  Debtors;  and 
carmi^  forward  the  unexpired  portions  of  expenses,  viz.  Rates,  £27 
1(.  id.,  and  Insurance.  £16  78.  9d.  Stock  on  hand  on  Dec.  31,  1912, 
■was  agreed  at  £1,991  78.  6d.. 

E.  8.  A.    BOOK-KEEPING— STAGE  III,  1913 

[For  solutions  Eee  Key,  p.  366] 

<!)  The  Falkirk  Foundry  Co..  Ltd.,  was  formed  in  Jan.  1912,  to 
take  oTer  the  basinesB  of  John  B.  Clark,  with  a  Nominal  Captal  of 
125,000  Sbarm  of  £[  each.  Assets  were  taken  over  at  booh  values; 
and,  in  addition,  10,000  folly  paid  shares  of  £1  ea.  were  issued  to 
Vendor  as  purchase  price  of  Goodwill.  100,000  Shans  of  £1  ea. 
were  offered  to  the  publii>.  fully  subscribe<1.  and  called  up.  Excepting 
£300,  calls  were  dnly  paid  ap,  b*  on  Dec.  31,  1912.  During  the  year, 
£25,000  6%  Dabeotures  were  issued.  In  addition  to  the  foregoing, 
tbo  following  accounts  remained  open  upon  the  Compaq's  Books 
W   on    Dec.    31,    1912  ^-Sundry    Croditors,    £8,960;   Land   and 
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Account(Bal(tnce).£1.6eO(  Reserve  Fund,  £2,000;  Stock  in 
(Dec.  31,  1012)  £12,690;  Plant  A/o,  £24,908;  F.  and  L.  A/c 
(ondiMtTibiited  balance).  £2,560;  Cash  at  Bank,  £0,876;  Caah  in 
hand.  £480 ;  Sundry  Debtors,  £12, 672.  Piepare  B/S  of  the  Comptiny 
aa  on  Dor.  31,  1912. 

(2)  Briefly  explain  the  fottowinfi  ontries  in  the  books  of  tho  East 
Eeiiox  Assurance  Co.,  Ltd.,  at  the  close  of  the  Companj';  SnancUl 
year;  and  describe  the  souices  from  which  the  entries  would  be 
compiled  ; — 

£  £ 

(o)  CUims  Account    Dr.       .         .         .        15,000 

to  Oatatandiug  Claims  Account  .     15,000 

for  claims  admitted,  but  not  paid. 
(6)  Agents'  Commission  Account    Dr.   ,  1,980 

to  SundTy  Agente l,ftSO 

for  comnumion  due,  but  not  yet  paid, 
(c)  Outstanding  Premiums  Account      Dr.     21,000 

to  Premium!!  Account'  .....     21,000 
for  pTcmiiims  not  yet  collected. 


the  firm's   booK-keeper  how   to  convert  thees  Ledgers  into  i 
balancing  I«dgctB. 

(4)  EInumerate  six  items,  other  than  depredation,  properly  charged 
in  the  P.  and  L.  A/c  of  a  commercial  undertaking,  but  which  would 
be  disallowed  by  tho  Surveyor  of  Taxes  in  an  ucome  Tax  letum 
nndetSch.  (D).    State  why  in  each  cose. 

(6)  On  Jan.  1,  1912,  tho  Lucas  Slanufacturing  Co.,  Ltd.,  was 
formed  to  acquire  the  business  of  .\.  B.  Lucaa.  The  Nominal  Capital 
of  the  Company  wan  £20,000,  divided  into  20,000  shares  of  £1  ea. 
10,000  fully  paid  aharea  of  £1  were  allotted  to  the  Vendor  as  the 
purchase  price  for  hia  buPincsa,  the  remainder  being  offered  for 
public  subscription,  of  which  8,000  were  applied  for  and  allotted. 
Up  tu  Dec.  31,  1912,  ITs.  6(J.  per  share  had  been  called  up;  and, 
except  2s.  M.  per  shure  on  1,200  shares,  had  been  paid  in  full.  The 
balances,  stated  below,  appeared  in  the  Company's  books  on  Dec. 
31,  1!)12,  in  addition  to  the  balances  represented  by  the  shove  trans- 
actions.  Stock  in  hand  on  Dec.  31,  1912,  was  agreed  at  £3,104 
14».  lOii.  Prepare  Trading  and  P.  and  I..  A/cs  for  the  year  ended 
Dec.  31, 1912.  and  B/S  as  oii  that  date,  after  takina  into  consideration 
the  following  : — (a )  Write  10%  DopKciati<«i  ofl  flant  and  Uachineiy 
and  Fiituros  and  Ilttings ;  and  (uie.half  the  balance  of  Preliminaiy 
Expenses  A/c.  (b)  A  quarter's  rent  (£63  10«.)  was  outstanding  on 
Dec.  31,  1912;  aiid  Bates  and  Insurance  unexpired  on  that  date 
were  respeetivelv  £17  2s.  and  £14  6«.  Id.  (c)  Increase  Reserve  for 
Bad  and  Doubtful  Debts  to  5%  on  the  amount  of  the  Sundry  Debtors. 
Batancen. — Plant  and  Machinery,  £8.741  10s. ;  Fixtures  and  Fittings, 
£942;  Sales, £22,952  14s.  9<J.;  ^les Returns. £421  14s.  9ij.;  PuichaSM 
£12,64^  14«.  Id. ;  Purchases  Returns,  £147  6*.  2d. ;  Besenre  for  Bad 
Debts,  £160;  Manufacturing  Wages,  £5,412  Os.  (W.;  Carriage  Out- 
wards',  £322  4s.  U.;  Lighting  and  Heating,  £80  Mf.  Id.;  Fuel  and  ' 
Power.  £337  6s.  1  lei.;  Sundry  Debtota,  £6,414 15s.;  Sundry  Creditors, 
£1,342  10«.  9d.;  Bills  Receivable,  £143  16s.  6d.;  Discoimt  Account 


■llyGOtl'^IC 


ADDITIONAL  EXAMINATION  PAPERS     887 


R.  S.  A.  BOOK-KEEPING— STAGE  I,  1914 
[For  Bolutiona  lee  Kny,  p.  367] 
(I)  Explain  the  meaninra  of  tho  folbwing  terms  and  abbrevja- 
tiona : — ^J^  °^  Grace;  Bod  Debt;  Depreciation;  Above  Par; 
P/N ;  C.O.D.  (2)  Give  cma  example,  and  reconi  a  few  items  therein, 
of  eanh  of  the  following  kinds  of  account; — (a)  PerBonal,  (6)  Real, 
(c)  Nominal. 

(3)  On  Jan.  1,  1914,  Heniy  Cross  found  that  according  to  his 
Pass  Book  his  balance  was  £152  16».  Id.,  whercus  hia  Ca-Ji  Book 
showed  a  balance  of  £160  I0«.  He  found  that  a  cheque  for  £2^1,  raid 
in  on  Dec.  30,  1913,  had  not  yet  been  placed  to  his  credit  in  the  Pas< 
Book,  and  tJiat  a  cheque  for  £27  tt.  id.,  drawn  by  him  on  Dec.  29, 
1913.  had  not  been  presented  for  payment.  Prepare  a  ReconciliatioB 
Statement  agreeing  the  two  balancee. 

(4)  Bule  a  columnar  Petty  Cash  Book  providing  for  the  following 
headings: — Postage,  Tele^ram<^,  etc.;  Carriage;  Office  Espenses; 
Stationery,  ete.;  Travelhng;  Salaries  and  WageM;  and  Sundriea. 
B«0OTd  the  following  transactinns  therein,  and  bring  down  the 
balance  aa  on  Dec.  0,  1913,  and  enter  the  araonnt  to  be  received  from 
tho  Cashier  to  make  up  the  "Impreflt"  of  £20  :— Doc.  1,  1913, 
Beceived  and  cashed  cheque  for  £12  BJ.  7(i.,  to  makeup  the  "  Impreet," 
viz.,  £20 !  Bought  Stamps,  £1  10a. ;  Paid  Ofirce  Cleaner.  5«.  Dec.  2, 
Bought  Stationery  12«. ;  Paid  telegram  to  J.  Brown,  \s.  M. ;  Bought 
Office  Stool,  I2d.  Dec.  3,  Paid  fares  to  Chiswick,  U. ;  Paid  Account 
for  Telephone  Trunk  CalU  for  November,  £1  1S#.  M.  Dec.  4,  Pud 
Carricis'  Account,  £1  2».  4d. ;  .Received  from  Inland  Revenue  for 
Spoiled  Stamps,  £1  88.  6<2. ;  ^d  for  Insertion  in  Directoiy,  6<. ; 
Paid  Return  Fare  to  St.  Albans,  3s.  lOcf. ;  Bought  Inking  Materials, 
£1  19j>.  id.  Dec.  5,  Paid  Window  aenuer  6^.  6d. ;  Bought  Peas 
and  Pencils,  5».  Sd.     Dee.  0,  Paid  Wages  to  two  casual  men  at  6». 

rjT  day  each  for  three  days ;  Paid  Salaries  to  Office  Boy  and  Typist, 
I  15«.         ■ 

(■1)  Show,  hy  Journal  Entries,  which  account«  would  be  debited 
and  credited  respectively  in  the  books  of  John  Brown,  to  record  the 
followins  transactions,  during  Oct.  1013  : — [a)  Received  from  Geo. 
Higgs  bill  at  3  m/d  for  £20,  in  settlement  of  hia  acconnt  {£20  3^.  4i^.), 
thebalance  of  3*.  Ad.  being  discount,  {b)  Beceived  from  H.  T. 
Penrce  a  sewing  machine,  value  £8,  as  part  payment  uf  his  account. 
(6)  The  following  was  tiie  B/S  of  Henry  CoulUiard  as  on  Deo. 
31,  I9I3  :— 


Machinery,  Fiitnres  anil  Fittings,  £120;  Sundry  Debtors  :- 
Coate,  £72;  S.  Wilcox,  £24;  B.  Vickers,  £8.  Stock  in  Hand  £296; 
Cash  in  Hand,  £15.  Open  the  accounts,  in  Henry  Coultbard's 
Ledger  to  record  the  forgoing;  and  post  on  through  the  books  of 
original  entry,  the  following   transactions  : — Jan.  1,  1914,  Bought, 

Goo 
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oaoiedtt.froonT.  Arnold,  half'ton  Motor  Inner  Ta  bee  &t  £26  per  too; 
Reoeired  and  paid  into  Bank  cheque  from  A.  CoKta  Cor  £70,  the 
tml&noe  being  discoiinl;  Sold,  for  cash,  6  cwt.  enniftd  rubber  at 
£1  ITi.  4d.  per  cwt.  Jan.  2,  Sold,  on  credit,  to  B.  Vicker?,  I  ton 
Cab  Tyrea  at  40<.  per  cwt;  So)d,  foe  caab,  half-tm  of  ground  rubber 
Ht  £23  Zs.  per  ton.  Jan.  3,  Paid  T.  Arnold,  by  cheque,  bis  ocooant 
es  on  Dec.  31,  1913,  lesK  iO%diBCDunt;  Sold,  on  credit,  to  S.  %nicoi, 
2  tons  Bus  Tyres  at  £43  per  ton,  and  received  cheque  (or  hia  account 
as  on  December  31,  1913.  leas  G%  disconnt ;  Drew  cheque  for  £6  for 
private  purposes.  Jan  4,  B,  Vickers  returned,  as  unsuitable,  half- 
cwt.  ot  rubber  inioiced  on  the  2nd  inst.  Sent  hira  credit  nole  for 
same :  Sold,  for  cash,  6  cwt.  Inner  Tobes  at  38«.  Sd.  per  cwt.  Jul. 
6,  Paid  in  Cash,  W^es,  £10  l&i.  U.  (including  Insurance  Stamps); 
Paid  G.  Harrod  cheque  for  £18  on  account;  Bought,  on  credit,  from 
F.  Ncleon,  2  tons  Cab  Tyres  at  £41  10«.  per  t^m ;  including  chai^  iot 
bag^;  Paid  Cash  for  Sundry  Trade  Ripenses,  £9  12).  id.  imn.  6. 
Bought  a  Weighing  Machine  for  £12  from  H.  Jacksm,  and  paid  him 
bv  cheque;  Returned  to  F.  K^on  20  empty  bags,  oaA  received 
credit  note  for  Ot.  Sd.;  Paid  into  Bank  from  Cbsh,  £21  fl«.  BalaBce 
the  Accounts,  tmng  down  the  balances,  and  t«ke  out  T.  B.  as  <*i 
Jan.  6, 1914. 

R.  S.  A.    BOOK-KEEPING— STAGE  II,  1914 
[For  solutions  see  Kej,  p.  375] 

(1)  The  following  errors  were  found  in  the  books  irf  Jcdm  Kown 
i  Co.,  Ltd.,  affecting  the  vear  ended  Dec.  31,  1913  ;^a}  June  4. 
CSieque  received  from  M.  Stein  for  £10  w«a  posted  to  hie  credit 
as  10«.  (b)  Dec.  27.  Goods  letumed  bv  £.  Hay,  invoiced  at 
£17  10^..  weie  taken  into  Stock  at  £10;  but  were  not  entered  in 
the  booka  until  tiie  following  montJi.  (c)  Oct.  1.  A  purcbam 
vahie  £35  10«.  waa  entered  in  the  Purchaae  Journal  correctly,  but 
«as  ciodited  to  the  Personal  Account  as  £30  6«.  Vid.  ^low  tha 
adjusting  Journal  entries  required  to  rectify  these  errors  in  the  books, 
asonDec.  31, 1!)13. 

(2)  What  constitute  the  essential  difieiences  between  a  Trading, 
a  P.  and  L.  A/c.  and  an  Appropriation  Account  ? 

EuiBCiSK  I.  The  following  was  the  B'S  of  the  Bright  Coal  Co., 
Ltd.,  as  on  Dec.  31,  1913  ;— 

Liabilitiea :— Nominal  Dqiital,  6,000  Shares  ot  £1  ea.,  4,BO0  being 
issued  and  fully  paid ;  Sund^  Creditors : — Blank  Colliei;  Co., 
£190;  White  CoafCo,  £210;  W.  Straneon  £36;  S.  Brown,  £18. 
Bill  payable,  Dnmbleton  Colliery  Co.,  £300 ;  Profit  and  Lose  Account 
(balance),  £339.     Total,  £6,592.' 

vlMefa :— Freehold  Buildings,  £890;  Railway  Trucks,  £2,100; 
Office  Furniture,  £70;  Scales  and  Sacks,  £130;  Horses  and  Vws. 
£390;  Sundry  Debtors  r—W.  Carter,  £18;  Rowton  Gorporatiim, 
£328;  V.  Norman,  £82;  J.  Wilson,  £23.  Stock  on  hand,  £1,000; 
Cash  at  Bank,  £487;  Cash  in  Hand,  £74.  TiOal,  £5,592.  Open 
Lei^r  A/ca  to  record  the  forc.eoing,  and  post,  through  the  eubaidiar; 
books,  the  following  tmnsactions  : — 

Jan.  1,  1914,  Bought  of  Dumbteton  Colliery  Co.  100  tons  Steajn 
Coal  at  lOtf.  3ii.  per  ton ;  Sold  H.  Carver,  6  tons  House  Coal  at  27«. 
6<1.  per  t^;  Cash  Sales,  £1S  10s.  M.  Jan.  2,  Paid  Kank  Collieir 
Co.  their  account,  lees  £11  lis.  3<i.allomuioe  for  short  wcaght;  Cub 
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Soles,  £9  Vie.  Sd. ;  Bought,  out  of  Caab,  TnmtaDce  Stamps,  Take 
lAi. ;  Sold  Rowton  Corporation,  SO  tons  Stnam  Coal  &t  20«.  per  ton. 
Jan.  3,  Cosh  Salw,  £21  Ws.;  B«ceived  of  Ronton  Corpomtion,' 
clieque.  £300 ;  Bought  of  the  Blank  Colliery  Co.,  200  tons  Coat  at 
lU.  M.  per  Con;  Paid  Wages  in  Canb,  £15  8*. ;  Reoeiyed  id.  from 
each  of  10  employoeH  for  National  Health  Inavirance.     Jan.  6,  Bill 

Bvabie,  £300,  due  this  date,  vox  pteaent«d  to,  and  paid  by,  tjie 
j)k;  Cash  Salai,  £19  6a.;  Paid  W.  Strannon  hia  Aocnunt,  t^ 
cheque,  less  12«.  for  com  sacks  returned  ;  Bonnht  of  S.  Brown, 
S  tons  Ha^  at  £6  6«.  per  ton;  Cash  Salen,  £18;  Received  from  V. 
Korman  hia  Account,  by  cheque,  leas  £3  allowance.  Jan.  7,  Cash 
Salea,  £23  &t.  6J. ;  Paid  to  Bank  all  cash  in  hand,  less  £26  retained ; 
Sold  Rowtd^n  Corpomtion,  120  tons  Steam  Coal  at  20a.  pei  ton. 
Puichasea  and  sales  were  on  credit,  except  where  stat«d.  All  cheques 
*«re  paid  into  the  Bonk.  Balance  the  Ledtrer  Accounts  ae  tyo. 
Jan.  7,  1914,  bring  down  balances,  aud  extmet  T.  B. 

EsERCtSE  II.  The  Speedy  Motor  Cab  Co.,  Ltd.,  was  registered 
with  a  Nominal  Capital  of  £30,000,  divided  into  10,000  Ordinaiy 
Bhaiea  of  £1  each,  and  20,000  (1%  Preference  Shares  of  £1  each. 
From  the  following  T.  B.  prepare  Trading  and  P.  And  L.  A/ca  for 
theyearcndedDec.  31,  lS13,and  B/S  as  on  that  date  :— 

Dr.  Balancee  :--Call  in  arrear  on  Pref.  Shaies,  £8  lOo. ;  Stock  in 
hBnd(Jan.l.I9I3),£l,305Sfl.7d.;  Caah  in  hand,  £28  B».  3d. ;  Salaries, 
£1,187  10«.  3d.;  lyres.  £4.906  38.  lid,;  Inectanoe,  £1.521  8a.; 
Genenl  En)en8ea,  £278  9a.  j  Plant  and  AUchineiy.  £1.461  9*.; 
Fixture  and  Fittings,  £1,126  ITa.j  Taxi  Cabs,  £28,000;  Debtors, 
£89  17«.  3>;. ;  P.  and  L.  A/c  (Balance,  Dec.  31.  1912),  £748  3d.  &d. ; 
Rent  of  Taiimetora,  £4^5  10*.;  Licences,  £312  S*.;  Petrol  (lew 
Payment  by  Drivers),  £874  8a.  6rf.:  Training  Drivers,  £103  5s.  id.; 
Washing  and  Cleaning  Cabs.  £2,606  ga.2(i.;  Repairs,  £1,810  12.^.6^.; 
Rent,  RatcsandXaxes, £963^.  7(f.;  Lighting,£lS96d.4<j.;  Directors 
Fees,  £250;  Ppelimioary  EipenBcB.  £458  9*.  M.;  Legal  Expenses 
and  Audit  Fee,  £102  5a.  Sd.  Total,  £48,778  6«.  9d. 
•  Cr.  BaUtitcee  i—OtA.  Share  Cap.  A/c,  £10,000;  Pref.  Share  Cap, 
A/c,£18,2H7;  Bank  Overdraft,  £603  6a.  4d.;  (Mi  EamingB,  £18,697 
19a.  6i^.;  Creditors,  £710  2a.:  Reserve  for  Renewals  (Jan.  1,  1913), 
£300.  Total,  US,n»  «».  9d.  Before  preparing  the  Accounts, 
make  the  following  adjoatmentn  ; — ■ 

Charge  Depreciation  on  Plant  and  Machinery,  and  Fixtures  and 
Fittings,  at  10  per  cent.  p.  a. ,-  and  on  Taxicate  at  6  per  cent.  p.  a. 
Reserve  for  Renewals  £500 ;  for  Rates,  £18  7a.  M. ;  for  Insurance 
paid  in  advance,  £170  I".  6rf.  Drivers'  takings  on  Dec.  30  and  31 
value  £171  8a.  S<i.,  wbto  not  paid  inimtil  Jan.  1.  Write  off  one-third 
of  the  Preliminary  Expenses  Account.  Value  of  the  Stock  in  band 
aa  on  Doc.  31,  1913,  was  agreed  at  £1,480  lOa.  Od. 

E.  6.  A.    BOOK-KEEPING— STAGE  111,  IB14 
[For  solutions  seo  Key,  p.  383] 

(1)  The  undermentioned  per^ns  applied  for,  in  the  order  named, 
and,  with  one  eXReption,  were  allotted  Shares  of  £1  ea.  in  Soleil  d'Or 
limited.  Siiares  were  payable  5a.  oa  application,  6a.  on  allotmeot, 
and  the  balance  when  determined  by  Resolution  of  the  Directors. 
ThediBtinctive  numbers  of  the  Shares  in  questicai  ran  from  1  onwards. 
The  AppUcatiou  List  wa«  cloned  on  July  I,  1913,  and  all  allotment 
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moneys  xrere  paid  on  or  before  July  16,  1913.  Make  the  entries 
recording  the  application  for,  and  allotment  o£,  the  following  Shares 
in  the  Application  and  Allotment  Book  of  the  Company  ^— Robert 
Rheid,  16  Finsbury  areus,  E.C.,  Wool  Broker,  AppUed  for  6,000, 
allotted  6,000{  George  Deney,  261  Low  Pavement,  Nottingham, 
Lare  Manufacturer,  applied  for  1,000,  allotted  600;  Robert  Rich- 
mond, EMttrood,  Esiiei,  Rore  Grower,  applied  for  2,000,  allotted 
2,000;  Florence  Veitch,  The  Manee,  Loatntown,  SposteT,  applied 
for  100,  allotted  none. 

(2)  What  is  an  Account  Current*    Ulmtmte,  hy  means  of  a  pro 

e'tnn  A/c,  a  convenient  method   for  detennining   interest  on  ths 
lance  of  an  accoimt  cuii<ent  between  a  meichant  and  his  foroign 

(3)  On  Dec.  31,  1912,  the  Hadlcigh  Trading  Company  etood  in 
the  books  of  A.  B.  Waters  oa  debtees  for  £497  12».  Si;. ;  and  on  Jan.  1, 
1913,  they  accepted  three  bilU  :  one  for  £100  at  I  m/d,  one  tor 
£176  at  2  m/d,  and  a  third,  for  the  bolonce  of  the  account,  at  4  m/d. 
Tho  first  was  met  at  maturity;  the  second  was  dishonoured,  but 
was  renewed  at  one  month,  pliia  6%  interest,  and  duly  met;  the 
third  was  taken  up,  under  rebate  of  5%,  one  month  before  maturity. 
Siow  the  necessary  entries  in  the  books  of  A.  B.  Watera, 

(4)  The  P.  and  L.  A/ca,  as  prepared  by  Robert  Rayieigh,  for  the 
three  years  ended  Match  31,  1913,  are  set  out  below,  llie  factory 
occupied  by  hint  waq  his  own  freehold  property.  Schedule  A  Aseess- 
ment  being  £300  p.  a.  Tho  Surveyor  disallowed  the  amounts  cbaised 
in  the  Accotmta  for  Depreciation,  but  agreed  to  an  allowance  of  £39 
torDepreciationon  Hant.  Prepare  C.  Rayleigh's  return  for  Schedule 
1)  purpoEce  for  the  fiKcal  year  1913-14. 


1011         1912         1913 


Oenetal  Expenses 

Depreciation  (PlantJ   . 

Do.        (FiMureis) 
Fire  Liiuranco    . 
Income  'iai 
Interest  on  Capital 
Charitable  Donationa  . 
Salaries 
Set  Profit 


£2,100     £1,842     £I,e»2 


2,100        I,S42       1,692 
£2,190     £1,K42     £1,692 


(S)  A  was  a  manufacturer,  and  on  Jan.  I,  1913,  admitted  his 
manager  B  as  a  salaried  jiartner,  on  the  following  conditions : — 

(n)  A  Goodwill  A/c  was  to  be  opened  in  the  books  of  the  new  Firm, 
and  debited  with  £6.C00, 3/4thB  being  credited  to  A's  Oiijitol  A/c  and 
l/4th  to  B's,  the  result  being  that  A's  ahare  of  the  goodwill  was  equftl 
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to  l/3rd  of  UiB  hftlanoe  of  Ms  Cfti).  A(c  before  the  admiasion  of  B.  <6) 
Partners'  Capital  A/os  were  to  be  credited  with  interest  at  5%  p.  a. 
(out  of  profita).  (c)  B  waa  to  receive  (out  of  profits)  a  Balaiv  of 
£500  p.  a.,  payable  monthly,  and  to  be  credited  with  10%  of  the 
pntfibs  shovQ  by  the  F.  and  !L.  A/c  before  chaiging  hia  salary  or 
tntereBt  on  capital.  The  remainder  of  the  profits  (if  any)  were  to 
belong  to  A.  [d]  B  was  entitled  to  draw  (with  the  consent  of  A) 
during  the  yearsuras  on  account  of  his  percentage  of  profits,  (e)  No 
interest  was  to  be  charged  on  the  drawings  of  either  partner.  The 
entries  required  by  (a)  were  duly  made  on  Jan.  1,  1913;  and  during 
the  year  ended  IJec.  31,  1013,  B  drew  ias  salaiy.  and  alno  £60  on 
account  of  profits.  In  addition  to  the  amount  standing  to  the  credit 
of  A's  Cap.  A/c,  before  B  became  a  partner,  and  the  halancea  of  the 
foregoing  tranaactioos,  the  followiag  balances  appeared  in  the  booka 
of  the  Firm  aa  on  I>ec.  31, 1913  :— 

Balancfi  ^— Cash  at  Bank,  £490  12«.  id. ;  Cash  in  Hand,  £14 
7«.  3<j.;  Fixtares  and  Fittings,  £327 ;  Plant  and  Machinery  (includimt 
additions  duiing  the  year  of  £97),  £4,624  12«.  M. ;  Purchaser,  £17.420 
14d.4<i.;  Sales,  £31,921  10«.  M ;  Carriage  Inwards.  £114  Utr.  Ilii.i 
Carriage  Outwards,  £246  \ie.  6d.;  A  Drawings  Account,  £1,375; 
Manufacturing  AVage^,  £6.426  10^.;  Office  Salaries,  £641  16^.  Sd.; 
Sundry  Debtors,  £8,912  14*.  lOJ.;  Sundry  Creditors,  £2,337  ISa.  M.; 
Discount  Account  (Cr.  Bal.),  £8  0».  id.;  Postage  and  Station- 
ery, £51  12s.  M.;  Office  Expenses,  £197  14a.  Id.;  Manufacturing 
Expenses,  £439  2*.  \d.;  Stock  (Dec.  31,  11)12),  £5,064  4«.  6d.;  j^ 
Debts,  £271  16s.;  Kent,  £225;  Bills  Payable,  £1,324  10*.;  Ratea, 
Taxes, and  Insurance,  £127  2*.  lOif.;  Fuel  and  Power,  £102  4#.  Id.; 
Lighting  and  Heating,  £49  G«.  id. ;  Puichases  Kotums,  £987  \is.  \i. ; 
Sales  Returns,  £1,326  \2s.  6d. 

Prepare  Trading  and  P.  and  L.  A/os  for  the  year  ended  Dec.  31, 
1913,  and  B/Sa'<  on  that  date,  after  making  following  ad  justments  ; — 
(i)  (1)  Write  10%  depreciation  oil  Plant  and  Machinery  as  on  Deo. 
31,  1912;  fi  per  cent,  off  additions  made  during  the  year;  and  £27 
o3  l<^xtuic9  and  llttings.  (2)  One  quarter's  &nt,  £75,  was  owing 
on  Doc.  31,  1013.  (3)  Unexpired  Hates  and  Insurance  on  Doc.  31, 
1913,  were  respectively.  £12  6i.  2d.  and  £10.  (4)  Stock  <hi  Hand 
at  Dec.  31,  1913,  was  agreed  at  £4,915  15*.  6d. 

R.  S.  A.    BOOK-KEEPING—STAGE  III,  APRn.,  1919    . 

(1)  Go  Nov.  11,  1918,  J.  B.  CUrk.  of  Altnood  Road,  Bray,  applied 
for  1,000  £1  6%  Pref.  Shp.reain  the  Mame  Mining  Co.,Lt[!.,and  paid 
24.  6j.  per  share  upon  application.  The  shares  n'ere  allotted  to  him 
on  Not.  16,  and  were  numbered  5490  to  6489.  On  Nov.  18,  he  sent 
&  cheque  to  the  Company's  Bankers  for  the  amount  due  on  allotment, 
viz.  5*.  peri^hare.  On  Dec.  18,  he  paid  the  first  and  final  call  of  12*. 
6d.  per  share.  On  Dec.  24,  lOlS,  he  sold  500  phares  (numbered  5490 
to  59.S9)  at  35*.  per  share  tu  A.  Chatnoy,  The  Chestnuts,  Dover, 
the  transfer  being  approved  by  the  Directors  on  Dec.  31,  I9IS.  Show 
Uie  entries  necessary  to  record  those  transactions  in  the  statistical 
booka  of  the  Company. 

(2)  What  is  a  "  Secret  Reserve  "  I  Blustrate  two  methods  by 
which  a  limited  company  could  croat«  such  a  reserve,  and  state  your 
views  as  to  the  practice.  (3)  What  is  Supertax?  Upon  whom  is 
It  levied  ?  (4)  Briefiy  state  the  considemtions  which  would  guide 
fou  in  allocating  expenditure  as  between  Capital  and  Revenue. 
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(5)  The  Somme  Tnutin(*  Co.,  Ltd.,  was  rogisterod  witli  a,  nomin&I 
ouiatal  of  £200.000.  divided  into  100,000  6%  Pref.  Sharea  of  £1  ea., 
nnd  100,000  OnJ.  Shaies  of  £1  ca.  Ali  the  Ord.  and  SP,000  Pnf. 
Shares  veie  issood  and  fntly  paid  np,  ezcopt  that  the  final  call  of  Ss. 

EI  ahare  on  1000  Ord.  Shares  romaiitod  unpaid  as  on  Dec.  31,  1918. 
addition  to  the  aocountarepteeonted  bj  the  foregoing,  tho  following 
twlaucea  vere  extracted  from  the  Company's  books  as  un  Dec. 
31,  1918 ;— Freehold  WarRhouea.  £101,000;  Goodwill,  £20,000; 
Uachineiy  and  Hant,  £19,600 ;  Machinery  and  Plant  additions 
diuiiw  the  year,  £3,200;  Stoch  {Dec.  31,  1917),  £9,231;  Interest 
and  Dividends  reoolTed,  £242;  Warehouse  Wages,  £8,M1;  Saiee, 
£43,872;  Sales  Returns,  £122;  Purchases,  £15.S64;  PurcbaMs 
iteturoB,  £831;  Caah  at  Bank,  £1,400;  Cash  in  E>kQd,  £141;  Bilk 
Payable,  £1,841;  Beserve  Fund,  £19,000;  InTcstroentii,  £9,750; 
Patents,  £10,000;  Office  Salaries  and  Ex[>mees,  £2,261 ;  Waiehouea 
Expenses,  £1,S74 ;  Directors' Fees.  £1,500;  Sundry  Debtors,  £12,940 ; 
Bundry  Creditors,  £3,G26 ;  TraveUera' Salaries  and  Expenses,  £1,342; 
Bales.  Taxes,  ibuumnce  and  Telephone,  £A4R;  Carriage  Innarde, 
£1,172 ;  Carriage  Outnanls,  £796;  Beserve  for  Bad  Debtfi  (Dec.  31, 
1917),  £C60;  P.  and  L.  A/c  (Cr.  Bal.,  Dec.  31,  1917),  £15,241; 
DiTidends  paid  during  the  year,  £10,924.  Prepare  Trading  and 
P.  and  L.  A/cH  for  the  year  ended  Dec.  31.  1918.  and  B/S  as  on  that 
date.  When  preparing  the  accounte  make  the  fdlowing  adjufit- 
menta  ; — (a)  Increase  ReBerve  for  Bad  Debts  to  an  amount  eqnal 
to  5%  on  Sundry  DebtdiiB.  (6)  Wagee  amonnting  to  £2S4  ven  paid 
to  fimi'a  workmen  for  time  employed  in  fixing  new  machinely. 

(c)  Write  10%  depiociation  oB  Machineiy  and  Plant,  and  Ifi% 
«fi  Patents. 

(d)  Interest  on  Investments,  amounting  to  £141,  hod  accrued  doe, 
but  had  not  been  received  as  on  Dec.  3J.  I91S. 

(e)  Stock  on  hand,  on  Dec.  31,  1918,  was  valued  at  £9,461. 

(/)  UnexjirBd  insurance  £42  is  to  be  carried  forward  to  aeit  year, 

E.  8.  A.  BOOK-KEEPING— STAGE  III,  MAY-JUNE,  1919. 

(1)  UTiat  is  the  object  of  a  Deficiency  Account  in  insolvency 
proceedings?  Submit  spccimeD  of  such  an  account  by  way  of 
illustmtion.  (2)  Explain  the  diSeience  between  a  Hecoipts  and 
Payments  Account  and  an  Income  and  Expenditure  Account.  Give 
jiTO  forma  examples.  (3)  Ooroftaie  and  contrast  the  Balance  fleets 
necessary  in : — (o)  Private  Partnerslup.  (6)  Private  Limited  Com- 
pany, (c)  Public  Limited  Company.  (4)  Enumantte  three  items, 
lunally  cbatsed  in  the  Profit  and  Loes  Account  of  a  tradine  firm, 
which  would  not  be  allowed  in  a  ntom  of  pnuttts  assEesable  for 
Income  Tax  nnder  Schedule  D. 

ExEBCiBB.  Qa  Jan.  1,  1918,  S.  Wilson,  trading  as  the  Vimj 
EngiiicDriiig  Company,  agreed  to  take  his  manager,  T.  Brown,  i   ' 


firtnocship.  At  that  date  S.  Wilson's  Cap.  A/c  stood  at  £5.600, 
he  partnerahip  agioeraent  provided  that:— (o)  As  on  Jon.  1,  IW^ 
S.  Wilson  should  ce  credited  witli  £500,  ns  representing  the  value  of 


t  Goodwill  of  the  business.  {6)  T.  Biown.  instend  of  paying 
capital  in  cash,  should,  at  the  end  of  each  year  when  profits  were 
ascertained,  transfer  £600  from  his  Current  to  bis  Capital  A/c,  until 
the  latter  equalled  that  of  S.  Wilson ;  or,  if  bia  share  of  the  profits 
did  not  reach  £500,  then  the  whole  of  it  was  to  be  oredited  to  hia  Cap. 
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A/c.  («)  Each  paitnet  should  draw  on  accoant  oi  profitn  £6  pec 
week  (this  was  done  tbniughont  the  jear).  (tj)  T.  Brown  should 
be  crodited  witli  10%  of  the  net  promts  at  the  end  of  ew^  year  (aitec 
oharging interest  on  C> fatal]  for  managing  the  bneinesa.  (e)  FartiterB 
^ould  be  aiedited  with  5%  interest  on  their  Cap.  A/cs,  bat  no 
inteEeet  abonld  be  chafed  on  druwings.  (/)  Until  such  time  ax  their 
Oip,  A/cn  were  eq^iial,Piotlt«  and  LoMesshould  be  shared  as  follows  : 
S.  Wilson  two-thirds,  T.  Brown  one-third ;  afterwards  they  ahonid 
nharo  enually.     In  addition  to  the  Lodoer  A/cs  embekcing  tlio  foie- 

King,  the  killowiag  balances  appeared  in  the  firm's  boobs  as  on 
■c.  31,  1918: — i&nufftcturing  Expenses,  £2,001  8*.  4rf.;  Trarte 
BxpeoBes,  £1,010  Via.  Gd.;  Wages,  £3,61)6  Ifu.;  Ratep,  Taxes  and 
Insurance,  £330  ft?,  id.;  Salaries,  £450;  Freehold  Premises,  £3,000; 
Punibasee,  £14,603  28.  U.;  Sales,  £29,604  0«.  U.;  Carriaae  and 
Delivery  Eipen.'w?,£2,1081T«.  2(1.;  Bad  Debts. £63. t«.  Sd.;  Disconat 
Account  (Credit  Balance),  £42  ft«.  Id. ;  Plant,  Machinerr  and  T^ols, 
£3,105ft<.;  Stock  (Jan.  1,  1918),  £2,620  8«.  9ci.;  Purchase  Return?, 
£280  18.!.  U.;  Sates  Hetuma,  £106  16«.  3d.;  Bank  Overdraft,  £116 
9a.  Id. ;  Loan  by  Bankers.  £2.000 ;  Sundry  Credilora.  £8,643  16*.  id. ; 
Cafih  in  Hand,  £18  fia.  id.;   Sundry  Debtors,  £T,3S9  4«.  10(2. 

Prepare  Trading  and  P.  and  L.  A/cs  for  the  i^ear  ended  Dec.  31, 
I81»^aDdaB/8aBon  thatdate.  When  preparing  tho  Ac/s  take  into 
consideration  the  following  ^— (a)  Provide  for  two  davs'  uages, 
SZ%9e.id.  (b)  StockonhandandwortcinprogfESHonU^.  31,  191S, 
amounted  to  £3.293  8a.  8ii.  and  £1,1122  10«.  6d.,  respectively,  {f.) 
Create  Reserve  for  Bad  and  Doubtful  Debts  of  2i  pec  cent,  on  Sundry 
Debtois.  (d)  Rant,  Machinery  and  Tools  on  Dee.  31.  1918,  were 
valued  at  £2,890.  (e)  £65  ii.  2(i.  w.s  dtie  to  the  Firm's  Binfcera 
for  lQi«i«!t  on  Loan  and  Overdraft,  (/J  £25  Sa.  was  to  be  carried 
forward  for  nnespired  insDrancee. 

R.  S.  A.    BOOK-KEEPING—STAGE  III,  MARCH,  1920. 


9,  and,  in  Dec.  1919,  asked  Clnrk  \a  re-purchase  half  of  the 
goods  for  £6,000,  which  Clark  did.  Show  how  these  trauMCtions 
should  appear  in  Clark's  books. 

(2)  The  Director's  report  of  a  Limited  Company  stated  that  "fresh 
working  Capital  bad  Deen  raised  during  the  year  hy  meaun  of  a 
floating  charge."  Explain  tho  meaning  of  thia,  and  show,  hy  pro 
Jorma  ontriea,  how  it  would  aflect  the  Company's  B/S.  (3)  Explain 
what  is  meant  by  a  "  Stable  Exchange  Countiy."  Submit  brief 
rules  for  recording  the  transactions  between  the  Lnndon  Head  OfGce 
of  a  firm  and  a  branch  situated  in  a  Stable  Exchange  Country. 

(4)  Smith  accepted  an  Accommodation  Billdran-n  by  Rotmuson  for 
£600  at  three  months,  dated  March  1,  1919.  Eobinaon  immediately 
discounted  thia  bill  at  5J%  and  handed  £200  to  Smith.  On  tho 
same  date  Robinson  accepted  an  Accommodation  Bill  drawn  by  &nit^ 
for  £300  at  three  month?,  which  was  discounted  at  once  at  6°^  by 
Smith,  who  handed  £100  of  the  proceeds  to  Robinson.  All  dis- 
counting charges  were  to  be  equally  borne.  Cta  May  1,  1919,  Robin- 
son made  an  anangement  with  hie  creditors  paying  then  10«.  in  the 
£  on  his  debts.  Show  how  these  transactions  would  appear  in 
Soii til's  books. 
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The  Altwood  MAnnfftoturinK  Compai^  Ltd.  mtt 
TKgiBtcied  with  a  nominal  Cap.  of  £200.0CO  divided  into  100,000 
6%  Cam.  Pref.  Shsns  of  £1  ea,.  anil  IGO.IKO  Ord.  Shares  of  £1  es. 
£J>0,000  of  the  Pref.  Cap.  had  been  iamied  and  CuUy  paid.  The  whole 
of  the  Ord.  Cap.  had  also  been  allotted  and  10«.  per  share  had  beat 
called  and  fully  paid  up,  except  that  2»-  M.  per  share  on  600  ahares 
lemained  unpaid.  100  5%  Debs,  of  £100  ea.  trete  issued  at  95 
Tepayable  in  10  yeais  at  par  and  were  fully  paid  up  as  on  July  1, 
1919.  In  addition  to  thp  accounts  necersair  to  record  the  foregoing 
the  follouing  balances  were  extracted  from  the  books  of  the  Company 
as  on  Dec.  31.  1919 :— Factory  Yxiel  and  Lighting,  £3,173 ;  Freeliold 
Factory,  £49,8(i0;  Motor  Lorriea,  £4,2£0;  Pi^limisary  Expenses 
Account,  £5Sei  Camage,  P^eight  ftnd  Dock  Dvies  on  Purchate, 
£2,642;  Machinety  and  PUnt,  £19,860;  loose  Tools,  £2,940 ;  OfBce 
FiirnituK,  £660:  Stock  (Jan.  1.  1919).  £36.344;  £6,000  War  loao 
(Inyestment  of  Rofcerve  Fund),  £6,000;  Rescn-e  Fund,  £5,000; 
Transfoi  Fees,  £6;  Purchases,  £i>6,484;  Pun^hsses  Retums,  £941; 
galea,  £119.984;  Sales  Retums,  £420;  Factory  Wagea,  £15,780; 
Office  Salaries,  £3,420 ;  Directon-' Fee«,  £6C0;  Rat«s  and  Insurance, 
£324;  Discount  Account  (Cr.  Bal.},  £60;  Bad  Debta  written  oH, 
£307;  Law  Charsea,  £594;  Factory  Expenses,  £1.144;  Office 
Expenses  and  Incidentals,  £247;  Catalogues  and  Price  Lists,  £1,428; 
A<lvcrtising,  £3,C(;0;  Packing  ExpenEcs,  £9S4;  Traveller'  Salaries 
and  Commission,  £4,290;  Sundry  Drs.,  £18,400;  Sundiy  Cth., 
£3,304;  Cash  in  Hand,  £183;  C^h  at  Bank,  £16,826;  taterest 
Account  (Cr.  Ba!.,,  £242. 

Dec.; 


OEBce  Furniture.  (2)  Wages  paid  to  worlunen  while  making  Loo^ 
1'ooIb  for  the  Company  and  lepaiiing  their  Motor  Lorries  were  £271 
and  £116  respectively.  Those  amounts  had  been  charged  to  Mann- 
facturing  Wages.  (3)  Stock  was  valued  as  on  Dec.  31,  1919,  nt 
£27,821 ;   Loose  Tools  at  £2,000 ;  and  Motor  Lorries  at  £3.U0.    (4) 


decided  on  Dec.  24.  awarded  the  Compare  £327  costs,  but  no  entries 
have  been  made  in  the  Books.  (6)  Create  Reserve  for  Bad  Debta 
'  "     —    n  the  Sundry  Drs.     (7)  Write  l/5th  off  Deb.  Di>>couat 


E.  S.  A.    BOOK-KEEPING— STAGE  m,  MAY,  1920 

(I)  The  following  transactions  appeared  in  the  accounts  of  tlie 
Realistic  Pictuic  Theatre  Company,  Limited,  (a)  A  bonus  of' 
£50,000  was  distributed  araonpt  the  shaieholdcrs  in  the  form  of 
60,000  fully  paid  shares  of  £1  ea.  (b)  A  sum  of  £1,000  was  deUted 
to  P.  and  L.  A/c  as  "  Dilapidations  Eeserve,"  and  separately  invested. 
Tbis  amount  represented  l/'6th  of  an  agreed  sum  of  £6,000  due  under 
a  lease  expiring  6  years  hence.  \c)  £187  bad  been  received  during 
the  year  as  interest  on  the  Bank  Deposit  A/c,  and  credited  to  the 
P.  and  L.  A/c.  (rf)  £200  had  been  paid  for  a  new  piano  to  replace 
one  purcliaaed  12  mouthjs  ago.    The  cost  of  the  new  piano  bad  oeen 
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debited  to  P.  and  L.  AAt>  lew  £30  ivoeived  for  the  old  one.  To  iriiat 
extenlpif  anj,  dothekboTe  tmnsactions  aSe«tthe  Company '»  Return 
for  liability  for  Income  Tax  under  Schedule  D  ? 

(2)  Briefly  describe  the  procedure  necessary  for  the  forfeiture  of 
iharoB.  Submit  pro  forma  entnea  recording  tbe  forfeiture  of  500 
sbarea  of  £1  eet,,  on  whieb  B».  <m\j  tad  been  paid,  and  the  re-iasue 
of  tbe  shaiea  to  a  new  nKsnbw  fcs  a  cash  payment  of  17a.  Qd.  per 

(3)  The  Norn.  Cap.  of  CfHwfords,  Ltd.,  was  2«),000  Bhares  of  £1 
ea.,  200,000  ieaued  and  fully  paid.  In  order  to  bring  t^  book  ralue 
tt  their  asaeta  more  in  accord  with  present  values,  the  Compaiqr 
decided  to  a-~(a)  Add  £20,000  to  Plaotand  Macbinei;  A/c.  (A|  Add 
£15,000  to  r>eebold  Factory  A/e.  (c)  Add  £15.000  to  Goodwill  and 
Trade  Marks  A/o.  {d)  laeue  tbe  balance  <d  the  Ord.  Rhare  Cap^ 
£50,000,  as  a  bonus  of  t  fully  paid  share  of  £1  for  cacb  1  shares  hekL 
8u)^^t  the  entriee  neccasaij  to  record  those  transactiooa  in  tbe 
Company 'a  bookR. 

(4)  Explain  the  difleKnce,  if  aay,  between  tbe  temu  "BeproKia- 
tion,"  "  Wear  and  Tear,"  and  "  Fluctuation  in  Valne,"'  as  ajiplied 
to  the  assets  of  a  manufacturing  firm. 

(5)  The  East  Anglian  Hotel  Company,  Ltd.,  was  formed  to  pu  rchase 
an  old-ostablished  tiotel,  and  was  legi^red  with  a  nominal  Cap.  of 
£110,000,  divided  into  50,000  Ord.  ^rea  of  £1  ea.,  60,000  7%  Cum. 
Fref .  aiarea  of  £1  ea^  aud  10,000  Def.  Shares  <^  £1  e».  All  tbe  Def. 
Hiarea  were  issued  to  the  Veiidora  as  the  puichaae  price  of  the  Good- 
will. The  Ord.  Shares  were  issued  at  par,  and  tbe  Pref.  Sbaies  at 
a  premiam  of  2a.  6d.  per  share.  Both  classes  of  shares  were  fuUy 
utbscribed  and  paid  up,  except  that  tbe  final  call  of  &s.  per  share 
Bpon  1,000  Fk!.  Shares  remaiiLed  unpaid  aa  on  Bee.  31,  1019.  Oa 
July  1,  1919,  200  6%  Deb.  of  £100  eaeb,  repayable  at  par  in  10  years, 
were  isaued  at  Dd,  fully  subscribed,  and  p^  up.  In  addition  to  tbe 
oeoouata  repnseated  ^  the  foregoing,  the  folifwine  ledger  bolancea 
were  extracted  from  the  Conipanj'a  books,  as  on  Dec-  31,  1919 : — 
Freehold  Hotel,  £134.400,-  Furniture  wid  Fittings,  £22,800; 
Preliminaly  Espensos  A/e,  £800;  Pwrcfowes :— Provisions,  £38,726; 
Wines,  Beer  and  S;Hrita.  £22,462;  Sundries,  £624.  Wages  of 
Waiters  and  Staff,  £8,986 ;  OfBoo  Salaries,  £827 ;  Hotel  Takings. 
£9»,S61;  Laundn' Expenses.  £1,794;  BarTakin^,  £12,842;  Klliunb 
Takings,  £416;  Carriage  Inwarda,  £347;  LaumSr  Reoeipla.  £1.912; 
Sundry  Working  Expenses,  £1,2B6:  Coal  and  .lighting,  £842; 
Bepairs  to  Furniture,  etc.,  £2,441;  Motor  Omnibuses.  £2,400; 
Advertising,  £1,075;  Bisconat  Account  (Cr.  Bal.),  £342;  Omnibaa 
Eeceirrfia,  £1.284;  TDmsfer  Fees,  £C;  Stock  |Jan.  1,  1919).  £5.986; 
P.  and  J^  A/c,  Jan.  1. 1919  (Cr.  Bal.),  £13,342;  Sundry  Crs.,  £1,869; 
Sundry  Dra.,  £79S;  Birectois'  Fees.  £500:  Cash  at^nk,  £4.864; 
Cash  in  Hand,  £897;  Pref.  Share  Dividend  for  half  year  to  June  30, 
1919,  £1,750;  Rates,  Taxes  and  Insurance,  £2,102;  Bad  Debts, 
£96.  Prepare  Trading  and  P.  and  L.  A/cs  for  the  year  ended  Dec, 
31,  1919,  and  B/S  as  on  that  date.  Before  preparing  the  A/cs  make 
tbe  following  adjustments  :— (n)  The  Deb.  Int.  due  on  Dec.  31,  1919, 
had  not  been  passed  through  the  books.  (5)  As  on  Dec.  31,  1919, 
the  following  amwintB  were  outstanding  and  had  not  been  provided 
for^-Wages  £126,  Salaries  £62,  Eiccas  Profits  Dirty  £2.461.  (c) 
Bnnnntce  paid  in  advance  tnnoDnled  to  £I4S  as  oa  Dec.  31,  1919. 
((f)  Depreciate  Tumlture  and  Fitting,  iS^'g,  and  Motor  Omnibuses, 
2«'%.    <e)  The  Stock  of  Wa»a,   Spirits  'and  PPovisioiiii  oq  hand 
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£7,500  to  a  Rmerve  Aje. 

CHARTERED  INSTITUTE  OF  SECRETARIES. 

Intbb.,  Jun«  1911. 

(For  solutions  «ee  Key,  pp.  660  et  tgq.) 

(1)  The  following  is  the  T.  B.  of  A,  a  merchant,  as  on  Dec.  31, 
leiO.  Prepare  hia  Trading  A/c,  P.  and  L.  A/c  and  B/S;  firat 
writing  £11  oS  Business  Premises,  and  £32  off  Office  PnrnitnrB 
foT  Depreciation.    SUick- in -trade  at  the  clo^  of  the  year  was  £960  : — 

Dr.  Balaneet.  A.  Drawings  A/c,  £1,000 ;  Business  Premises,  £Sdl ; 
Bank,  £1,466;  Office  Furniture,  £312;  Stock,  Jan.  1,  1910,  £1,869; 
Purchases,  £17,940;  Discounts,  £600;  Sundiy  Drs.,  £4,172;  Bills 
Receivable,  £2,666;  Salaries,  £1,200;  General  Eipeoses,  £2,000; 
Rates,  Taxes,  Insurance,  £600;  Bad  Debts,  £246;  Cash  ia  hand, 
£20.     To(al,  £35,000. 

Cr.  Balances.  A.  Cap.  A/c,  £3,402;  Sales,  £24,618;  Purchasw 
Returns,  £340;  Commissions  A/c,  £7B0(  Discounts,  £360;  Sundry 
Cra-,  £3,000;  BilU  Payable,  £2,4S0.     Total,  £36,000. 

(2)  What  are  "  closing  entries  "  ?  Show  in  full  the  closing  entries 
in  connection  with  the  facts  stated  in  Q.  (1).  (3)  What  do  ;od 
understand  by  "  Depreciation  "  T  When  is  it  necessary  to  take 
Depreciation  into  account?     (4)  Define:  (a)  Acceptance;  {b)  Net; 

ie)  Consignment;  (d]  CapitaL  (6)  In  some  text-books  the  rule  is 
aid  down  that  the  Receiving  A/c  is  invariably  debited,  and  the 
Paying  A/c  is  credited.  State  the  application  of  this  rule  t«  a 
Discounts  A/c.  (6)  Prior  to  closing  a  set  of  books,  you  are  instructed 
to  reserve  2J%  on  outstanding  Drs.'  and  Crs-'  balances  for  Dis- 
connte.  Assuming  the  Drs-'  balances  amount  to  £4,000  and  the 
Cth.'  balances  to  £2,500,  what  entries  would  you  makel  State  as 
clearly  as  you  can  the  distinction  between  Caj^tal  and  Revenue  in 
connection  with  one  of  the  following;  (a)  A  Club;  (b)  A  Colliery; 
ic)  A  Land  Development  Co. ;  (d)  A  Shipping  Co.  (Sf  A  merchant 
has  forwarded  to  a  customer  an  invoice  tor  goods,  £48  3*.  9rf.,  and 
the  entry  has  been  passed  through  his  books.  Afterwards  it  is 
discovered  tbat  the  correct  total  is  £47  13«.  &d.  Suggest  how  yoa 
would  correct  the  mistake.  (9)  On  Jan.  1,  19II,  A  sold  B  goods 
value  £100,  and  drew  upon  him  at  3  mos.  for  that  amount.  On 
Feb.  1,  1911,  A  bought  from  C  goods  value  £200,  in  payment  he 
handed  C  B's  acceptance  and  cheque  for  £07  108. — allowing  £2  10>. 
discount.  On  maturity  B's  Bill  is  dishonoured,  and  A  has  to  take 
it  up.  Show  the  entries  necessary  to  record  the  above  tnuisacticos 
in  A's  books. 


CHARTERED  INSTITUTE  OF  SECRETARIES 
Intxb.,  December  1911. 

(For  solutions  see  Key,  pp.  664  et  sqq.) 

(1)  FMm  the  following  T.  B.,  m  on  Oct.  31,  1911,  of  R.  Thompson 
ft  Co.,  Ltd.,  prepare  Trading  A/c,  P.  and  L,  A/c,  and  B/S,  as  oo 
Oct.  31,  191].    Write  off  Depreciation  at  6%  on  Maohinei;  and 
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Hont,  10%  on  Fatenta,  and  16%  on  Loose  Tools.  Stock  at  Oct.  31, 
1911,  iroB  £18,000:— 

■J)r.  Balancea.  Freehold  Land  and  Buildinga,  £20,000 ;  Plant  and 
Hachuiei7,  £10.000;  Loom  TooIb,  £750;  Patenta,  £6,000;  Snndiy 
Dre.,  £12,060;  GoodwiU,  £9,000;  Stock,  Nov.  1,  1910.  £16,760; 
Purchases,  £21,260;  Productive  Wages,  £7,600;  Salaries  of  Stafi, 
etc.,  £1,500;  Rates  and  Taies,  £525;  Heating  and  Light,  £600; 
General  ExpenHea,  £1.450;  Eepaira,  £625;  Bad  Debta,  £160. 
Dividend  paid  Dec.  1910,  £10.000;  Cash  in  band,  £26;  Caah  ' 
Bank,  £11,400.     Total,  £128,476. 

Cr.  Salanees.  Issued  Cap.,  50.000  Shares  f.p.  £60,000;  Sundry 
Crs.,  £19,250 ;  Sales,  £41,000 ;  Balance  P.  and  L.  A/c.  Nov.  1.  1910, 
£18,226.     Total,  £128,476. 

(2)  What  is  a  "  Bad  Debts  Reserve,"  and  how  should  it  be 
shown  in  a  B^  T    How  may  it  aflect  the  P.  and  L.  A/a  ?     (3}  Gi 


(fc)  Cum.  Praf.  Shares;  (c}  Reserve  for  Discounts  on  outstanding 
Debts.  (6)  On  Mar.  26,  1911,  Jones  accepted  Brown's  bill  for  £660 
at  3  moa.  This  bill  was  dishonoured,  and  Brown  drew  on  Jones 
at  2  mos.  for  the  total  amt..  plus  interest  at  6%  p.  a.  This  bill  visa 
met.  Show  entries  in  Brown's  Ledger  and  Cash  Book.  (6)  What 
is  a  Promissory  Note  ?  Give  an  example  of  one  for  £1,000.'  (7)  The 
following  mistakes  were  made  in  posting  Co. 'a  books:  (1)  Wages, 
£100,  posted  is  £150;  (2)  £50  debited  to  Cash  Purchases,  instead 
of  to  a  Personal  A/c ;  (3)  Goods,  £100,  taken  into  Stock  at  Oct.  31, 
1911,  were  not  entered  into  Purchases  Book  till  Nov.  2,  I9I1, 
What  effect  would  these  mistakes  have  on  the  Company's  A/csI 
(8)  What  is  "Depreciation."  and  how  should  it  be  allowed  for  in 
making  up  A/cst  (9)  Bule  suitable  form  of  Cash  Book  and  enter 
the  foUowing,  assuming  all  Cash  is  paid  into  the-  Bank  daily,  and 
all  remittances  made  by  cheque:  1913,  Jan.  1,  Balance  at  Bank, 
£200  78.  10£ ;  Jan.  2,  Reed,  of  Jones  &  Co.,  £41  6«.  lOit  (Discount 
allowed,  £2  3s.  2d.);  Jan.  2.  Cash  Sales,  £26  4«.  2d.;  Jau.  3, 
Bobinson  settled  A/c  for  £126  (allowed  him  3°/o  ^i^)  i  ■>•»>-  3,  Drew 
cheque  for  Wages,  £i2  3s.  Sd-t  Jan.  4.  Paid  Brown,  £S6  7s.  2d.; 

Jul  4,  Paid  to  Petty  Cash,  £10;  Jan.   -'■''■ 

£26  Ss.  9<2.:  Jan.  6,  Paid  Rent,  £120. 


CHARTERE33  INSTITUTE  OF  SECRBTARIBS. 

Inter.,  June  1912. 

(For  solutions  see  Key,  pp.  669  «t  tqq.) 

(1) 
Cash 

following  items :  Jan.  1.  1B12,  Balance  in  hand,  £10  I2a.  6d., 
Jau.  2,  Paid  Bus  fares,  6d.,  Bought  Brown  Paper,  U.  6d.,  and 
String,  Is.;  Jan.  3,  Bought  Stamps,  lOs.,  Paid  Telegrams,  Is.  Zd.; 
Jan.  i.  Paid  Housekeeper's  A/c,  158.  3d.;  Jan.  5,  Bought  OfBce 
Stool,  58.  9d.,  and  paid  A/c  for  repairs  to  Furniture,  138.  2d.  i 
Jan.  6,  Paid  Bus  fares.  Id.,  and  cost  of  Cable,  I9s.  6d.  Close  the 
Cash  Boot  and  bring  down  balance.  (2)  Briefly  describe  how  j^on 
would  prepare  a  T,  B,  from  a  set  of  doubie-entiy  bocks.  In  which 
ooluma  of  the  T.  B.  would  jrou  eater  the  balances  of  the  foUowing 
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A/es:  Stiles  A/e,  Returaa  Innftids  A/c,  Bad  Debt  Reserve  kje. 
Discounts  allowed.  Depreciation  A/o  T  (3|  For  what  purpose  i>  the 
Joomsl  oasd!'  R.  L7(»]b  commenced  business  on  Jan.  1,  1912. 
iiith  the  foUoving  Bsnti :  Cash  at.  Bank,  11,000;  Fraehold  Pt«mises, 
£2,500;  Machinery,  £900;  Stock  in  hand,  £1,200;  LhMs  rfue  to 
him:  D.  Perktos,  £60;  C.  Rambler,  £12.  Crfditore :  A.  Bdrbier, 
£540;  W.  J.  Giant,  ilU;  C.  Liberty,  £228;  G.  Go]<»nch  was  loan 
creditor  tor  £2,000.  Prepare  the  necesaaiy  Joumal  entry  to  open 
R.  Lyons'  book*  ai  on  Jan.  I,  1S12.  (4)  Briery  describe  ike 
d\Berence  between  a  B/E  and  a  Cheque.  Rule  speciroeji  leim  ol 
Bills  P»vaUe  Book,  and  enter  the  foHowing  bills :  1S12,  Jan.  2, 
Accepted  J.  Roberts'  draft  payable  two  montfaa  in  his  own  favour, 
dated  Jan.  2,  1912  |Bil)  No.  21)  for  £250;  Jan.  4,  Gave  P.  Hair 
my  acceptance  in  Im  favour,  of  even  date,  due  in  3  moa.  (Kll 
No.  22),  for  £200;  Jan.  A,  Accepted  E.  Malcolm's  draft,  dated 
Jan,  4  (BiU  No.  23),  due  10  days  after  date,  (of  £100.  Alt  these 
bills  were  payable  at  the  Union  Bank,  Ltd.,  Londim.  (6)  What  i» 
the  difierence  between  Capital  and  Revenue  Expenditure?  Giw 
two  examples  of  each  bind,  ifi)  On  Dec.  31,  1911,  the  following 
T.  B.  was  exb-octed  from  tl»  booka  of  the  Brankstooe  Patent- 
Medicine  Co^  Ltd.  The  Company  was  registered  on  July  2,  J907, 
the  Antborixed  Capital  being'  £100,000  Oid.  Shares  £1  ea.  Frepam 
fiom  these  figoies  a  P.  and  L.  A/c  for  the  year  ended  Dec.  31,  10I1> 
and  a  B/S  as  on  that  date  subject  to  the  following  adjustmeDla : 
(a)  Bad  Debt  Reserve  to  be  increase  to  £2,000 ;  (b)  Depredatioa. 
5%  on  Pcsmises  and  10%  on  Plant  and  Machinery. 

Dt.  Balavxi.  Freehold  and  Leasehold  Premises,  £9,634;  Plant 
and  MachineiT,  19,202 ;  Goodwill.  £22,000;  Investments,  £0,467; 
Dividend  pai^  Mar.  1,  1911,  £8,450;  Debenture  Int.,  £900;  Rent, 
Raten,  Taxes  and  Inaurance,  £1,987;  Repairs  and  Renewals,  £864; 
SaUries,  £6,183;  Directors' Fees.  £1,600;  General  ExpelBes,  11,736; 
Advertising,  £4,863;  Stlndiy  Dis. ,  £26.307 ;  Stock  on  band,  Dec,  31, 
1»11,  £14,033;  Cash  at  Bank  and  in  hand,  £14,614.  TtHal, 
£12»,262. 

Cr.  Balanees.  Ord.  Share  Cap.  (65,000  Shares  £1  ea.  fnOy  paid), 
£66,000;  Debentures,  £12,000;  P.  and  h.  A/c  balance,  See.  31. 
l&KI,  £10,416;  Reserve  A/c,  £6,000;  Balance  from  Trading  A/c. 


1910),  £1,000.     Total.  £129,262. 


CEAErEEED  INSTITUTE  OF  SECRETARIES. 

FiHAL,  Jaoe  1012. 

(For  solutions  see  Key,  pp.  672  tl  tgg.) 

( I )  Is  there  aay  di9srer>ce  between  a  Receipts  and  Payments  A/o 
ank  an  Ineome  and  Eapenditure  A/c  T  From  tbe  (tdlowing  figurea 
prepare  tbe  first  annual  A/os  of  (he  Blaobshire  Rose  Society  for  tb« 
yeai  ended  Dec.  31,  ISIl  :  Donations,  £600;  Memhers'  Subscrtp- 
tiona,  £734;  Sale*  of  Poblica^ofts,  £138;  Interest  on  Invesboetn^ 
£47;  Rmt  and  Offi«e  Espenscs,  £289;  Seatr*trf»  Saluy  Mid 
Travriling  Earprateet,  I3D0 ;  Expenses  of  AJinutrf  Slxnr  (lesa  Mcejpta% 
XlfJO;  PrintiDg,    £IW;  gtatjonery,   £38;  PnAages,   fZl;  CM    at 
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Bank—Deposit,  £200;  Cmreiit  A/c,  £221.  A  legacy  was  left  to 
Society  during  year,  and  was  invegt*!!  in  6%  Debentnre  Stock  of 
Western  of  Canada  Rly.,  £1,000..  The  following  A/cb  were  unpaid 
on  Dec.  31,  1011  :  StB:tionery,  £10;  Printing,  £22;   Rent,  £30. 

(2)  On  June  1,  1011,  L.  UiUingdon.  10  Mansield  Place,  Thorpe 
Bay,  applied  for  SCO  £1  Ord.  Sharea  in  Eldorado  (Nigeria)  Tin 
JKnntg  Co.,  lAd.,  and  paid  5e.  per  ebare  on  appKoation.  These 
sharea,  Bnmbtrad  16,254  to  16,763,  were  duly  allotted  to  him  on 
Jane  6.  Oa  Jane  6  he  ient  cheque  to  the  Company's  bankers  for 
Ss.  per  share  dne  on  allotment.  On  Jnly  1,  be  paid  lat  call  of  5t. 
per  share,  and  on  Aug.  1,  2nd  call  of  69.  On  Sept.  3,  be  purchased, 
tliroa^  his  stockbrokers,  1000  shares  at  2I9.  per  share,  free  of  alt 
ohargee.  On.  Sept.  5,  the  transfer  of  theae  shares  was  approred 
bj  directors.  On  Oct.  S,  he  sold,  through  his  stockbrokers,  SOO 
shares  at  22*.  6(2.,  free  of  all  charges,  the  transfer  being  approved 
by  the  directors  on  Oct.  12.  Show  rulings  of  the  statistical  books 
of  the  Co.  in  which  yon  would  enter  theae  transactions,  and  make 
the  necessary  entries.    Show  the  abore  transactions,  also,  as  thej 


(c)  Remitt^ce  of  £600  seat  Dec.  30,   1911,  to  Ompany'a  BrJBbrf 

Branch,  did  not  reach  Bristol  til!  Jon,  1,  1012,  and  did  not,  there- 
fore, aj^at  in  the  T.  B.  forwarded  from  the  bnuich  to  the  Head 
Office  at  the  oloae  of  the  year. 

(4)  The  R&ve  d'Or  Rubber  Co.,  Ltd.,  own  a  plantation  in  Bemeo. 
The  rubber  is  shipped  to  London,  and  sold  by  public  tender.  The 
espenditure  in  Borneo  is  in  local  currency,  and  Monthly  Cash  State- 
ments are  BHit  to  the  London  Office.  State  briefly  how  you  would 
deal  with  the  question  of  currency  when  writing  up  the  Head  Office 

(5)  The  following  T.  B.  was  extracted  from  the  Ikk^  of  Rayary, 
Ltd.  (Horn.  Cap.,  1,000  Ord.  Sbaree,  £10  ea.).  Prepare  from  these 
figures  a  Trading  A/e  and  P.  and  L.  A/c  for  the  ymr  ended  Dec.  31. 
1911,  and  a  B/S  aa  on  tliat  date.  Make  the  following  adjustments  j 
Reserve  for  Bad  and  DoubtfiU  Debts,  £500  ;  Depreciation  10%  off 
Plant  aud  Machinery  and  6%  oR  Furniture  and  Fittings;  niak« 
the  neceuary  Keeerve  for  1  qr.'s  rent,  £50,  due  at  the  end  of  year; 
Carry  forward  £13,  being  amount  of  rates  paid  in  advance. 

Dr.  Bolaneea.  Sundry  Da.,  £8.240  Is.  U. ;  Stock  (Dec.  31,  1010), 
£4,271  12s.;  Plant  and  Machinery,  £1,272  10^.;  Purchases, 
£10,245  1*.  M. ;  Sales  Returns,  £310  6«.  2d. ;  Furniture  and  Fit- 
tings, £138;  Carriage,  £149  ii.  id.;  Wages  (Manufacturing), 
£4,171  lb.  lOd.;  Salaries,  £1470;  General  Enpenses,  £42«  9i.  3d.; 
Bent,  Rates  and  Taxes,  £258  I9a.  lOd.;  Lighting  and  Heating, 
£92  4s.  id.;  Insurance,  £1G  6a.  Id.;  Repairs,  £48  I5«.  lid.;  Bad 
Debts, £82  4).  Id. ;  P.  and  L.  A/c  balance  (Deo.  31, 19101,  £152  4«.  4rf. ; 
Discount  A/o  baJence,  £6  2s,  IQd. ;  Cash  at  Bank  end  in  Hand, 
£1,1156  3«.4rf.  rofcj,  £30,315  12*.  Brf.  The  Stock  on  Dec  31,  1911. 
v»^  valued  at  £3,746  14«.  Id. 

Cr.-Balanea.  Capital  (840  Shares  £10  fully  p«d,  £8,400 ;  Sundry 
Crs.,  £3,160  12«.  Id.;  Purchases  Returns,  £123  Ot.  6d.i  Sales, 
£18,631  i9a.  4d.     Total,  £30,315  12j.  5d. 
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CH_AETERED  INSTITUTE  OF  SECEETAEIES. 

Intee.,  Deceiiib«T  I9I2. 

(For  solationB  see  Key,  pp.  676  et  »q^) 

^I)  Bole  d  form  ot  Returns  Outwards  Book  and  enter  the  fallow- 
ing lelums  ■.  1912,  Sept.  2,  Retained  to  Griffiths  &  Co..  6  pes. 
Sheeting,  wiong  quality,  £6;  Sept.  3,  Returned  to  Loing  &,  Co., 
3  cases  Fane;  Goods,  damaged.  £4  10«.  j  Sept.  4,  Retorned  to 
Herrej  Sous  &  Co.,  6  Sable  Skins,  moth'Saten,  £18;  Sept.  S. 
Returned  to  Bartlett  k  Son,  2  bales  Woollen  Goods,  not  to  sample, 
£12  10s.  (2)  What  are  the  priorities  as  to  Dividends  and  Capital 
Bights  of  holders  of  the  following:  (a)  Ord.  Shares;  (b)  Cum. 
Pief.  Shares;  (c)  Non^^im.  Pref.  Shares;  [d)  Debenturest 

(3]  S.  Taylor  stood  as  debtor  in  A.  Martin's  books  on  Har.  31, 
1912,  for  £60.  On  June  5,  1912,  S.  Taylor  became  bankrupt;  bis 
estate  realized  sufficient  to  pay  (on  Aug.  18,  1912)  a  Ist  and  final 
dividend  of  I2«.  6d.  in  the  £.  What  is  meant  by  a  Ist  and  final 
dividend !  HoV  much  did  A.  Martin  receive  from  the  estate  of 
S.  Taylor ;  and  what  entries  would  you  expect  to  find  in  bis  books  ! 

(4)  The  Worksop  Ironworks  Co.,  Ltd..  desire  to  open  an  A/c  with 
the  Midland  District  Banking  Co.  Describe  the  formalities  required 
to  open  the  A/c.  (6)  How  would  you  deal  (in  the  books  of  a 
Ltd.  Co. )  wiUi  Inc.  Tax  dedac(«d  when  paying  dividends  to 
shareholders  T 

(6)  The  following  T.  B,  wsa  extracted  from  the  books  of  Hartia, 
Phillips  k  Bamett,  trading  as  the  Elite  Clothing  Co.,  on  June  30, 
1912  :— 

Dr.  BalaiKfi.  Drawing  Ajce :  S.  Harris,  H.  Phillips,  Sind  I. 
Bamett,  £S00  ea.;  Leasehold  Premises,  £4,812  11>.  10<i ;  Fixtures 
and  Fittings,  £1,067  16«.  U. ;  Bills  Receivable,  £40 ;  Stock  (June  30, 
IBll).  £2,816  98.  7rf.;  Salaries,  £640  la..;  Purchasea,  £8,410  I2a.  4d. ; 
Sales  Returns,  £144  3a.  6d. ;  Rent,  Rates  and  Taxee,  £1,265  9».  3d. ; 
Insurance,  £142  17«.  M.;  Adved^isii^;,  £1,063  l&t.  6<i. ;  Repairs, 
£1,134  98.  7d.;  Wages.  £2,833  9^. ;  Trade  Expenses,  £97  2s.  U-: 
General  Expenses,  £136  6».  &d. ;  Carriage,  £166  3d.  5d. ;  Bank 
Charges.  £28  9«.  4d.;  Cash  in  hand,  £238  Ifts.  9d.;  Sundry  Dra., 
£2,109  18«.  2rf.     Toua,  £28,645  5s. 

Ct.  Btdwacu.  Capital  A/ca,  as  on  Juno  30,  1911  :  a  Harris, 
£4,114  3«.  4J.,  H.  PhUlips,  £3,S49  13^.  4d^  L  Bamett,  £3,367  Za.  id. ; 
Bills  Payable,  £230;  Reserve  for  Bad  and  Doubtful  Debts  as  on 
June  30,  1911,  £111  6a.  6^.;  Purahases  Returns,  £30S  Oa.  2d.; 
Sales,  £16,666  10«.  6d.;  Discount  A/c  balance,  £16  9a.  9d.;  Bank 
balance,  £62  ISa.  iOd.;  Sundry  Creditors,  £831  138.  3d.  Total, 
£28,546  58. 

Stock  on  hand,  June  30,  1S12,  £3,013  la.  \d. ;  Bills  under  Dis. 
count,  £106.  Prepare  Trading  and  P.  and  L.  A/cs  for  the  year  ended 
June  30.  1912,  and  B/S  as  on  that  date,  subject  to  the  following 
adjustments :  (a)  Each  partner  to  be  credited  with  6%  int.  on  the 
balance  of  his  Capital  A/c  as  on  June  30,  1911 ;  no  interest  to  be 
calculated  on  drawings;  (b)  Reserve  6%  on  Sondiy  Dra.  for  Bad 
Debts;  (c)  Depreciation  5%  ofl  Leasehold  Premises  and  1S%  on 
Fixtures  and  !^ttings ;  {d)  Car^  forward  £22  Insurance  unexpired ; 
(e)  The  Repairs  incmde  £1,000  for  Shop  Improvements  to  be  wiittes. 
off  over  1  yra. 
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CHAETERED    INSTITUTE  OF  SECRETARIES. 

FiKAL,  Decembei  1912. 

(For  solutiona  see  Key,  pp.  678  el  «gq.) 

(1)  The  Brizhsm  Steam  Drifter  Co.,  Ltd.,  wu  toimed  on  Sept.  2, 
1612  (Nom.  Cap.,  £60,000  in  £1  Shares).  An  Agreement  wu  entered 
into  to  take  over  tbe  steam  trawlers  Effie  and  Mabel  from  the 
Paignton  S.S.  Co.,  Ltd.,  for  £8,000— £3.000  payable  in  5%  deben- 
tnree,  £1,S00  in  cash,  and  £3,600  in  Ord.  Shares,  fully  paid,  to  bo 
valued  at  par.  On  Sept.  0,  the  Company  offered  for  public  aub- 
icription  20,000  Ord.  £1  Shares  at  a,  premium  of  S«.,  payable  aa  to 
IOj.  per  share  (including   premium)  on  application,  and  as  to  Rj. 

fer  share  on  allotment.  Tne  balance  of  10*.  was  payable  on  Oct.  1, 
912.  The  whole  issue  was  taken  up  and  duly  allotted  Sept.  10. 
The  cash  due  on  allotment  was  duly  paid  Sept.  13.  All  monies 
due  on  Final  Call  A/c  were  duly  paid,  eioept  10*.  per  shore  on 
shares  held  by  John  Rutland  (150)  and  William  Reve  (300).  These 
sharee  were  forfeited  Nov.  I,  and  re-issued  on  Nor.  10  to  R.  O, 
Griffiths  upon  payment  of  the  amount  due  on  450  shares.  The 
Agreement  with  t^  Paignton  S.S.  Co.,  Ltd.,  was  duly  carried  out 
on  Oct.  1,  1912.  Make  the  entries  necessary  to  show  the  above 
transactions  in  the  Biixham  Steam  Drifter  Co.'s  books. 

(2)  The  book  value  of  Atlas,  Hercules  &  Co.'s  Plant  stood  at 
£7,040,  while  there  was  a  credit  balance  of  £3,600  on  Depreciation 
Reserre  A/c-  It  was  decided  to  replace  the  entire  Plant,  and  a 
tender  of  £9,500  for  a  new  install^ion  received  from  the  Inter- 
national Machinery  Co.,  Ltd.,  was  accepted.  The  installers  utilized 
port  of  the  existing  plant,  and  made  an  allowance  of  £400  on  the 
contract  price.  The  remainder  of  the  old  plant  realized  £2,000  at 
auction.  Show  the  entries  necessary  to  record  these  transactions 
in  Atlas,  Hercules  k  Co.'s  books,  and  state  how  you  would  deal 
with  the  balance  remaining  on  the  old  Plant  A/c. 

(3)  How  would  you  deal  with  the  following  Items  when  preparing 
a  F.  and  L.  A/c  and  B/S  :  (1)  Bilta  Receivable  under  Discount;. 
(2  and  3)  Reserves  for  Bad  and  Doubtful  Debts  on  (a)  Jan,  1,  1911, 
and  (6)  Dec.  31,  IBll;  (4)  Loss  of  Stock  by  Fire;  (5)  Premium 
received  on  issue  of  New  Sharee. 

(4)  Harkem,  Low  k  Co.,  Boot  and  Shoe  Retailen,  have  a  Head 
Office  and  2  branches  (A  and  B),  The  Head  Office  keeps  all  the 
books  and  receives  all  goods  bought.  Goods  sent  to  branches  are 
charged  out  to  them  at  selling  price,  and  aU  sales  at  branches  are 
for  oaah.  Each  branch  pays  its  own  Wages  and  Petty  Expenses 
ont  of  oash  takings.  The  following  returns  for  1st  week  of  Jan. 
1912  were  received  from  the  branches  by  the  Head  Office : — • 
A  Branch :  Stock  on  hand,  Jan.  I,  1912,  £550 ;  Goods  received 
from  Head  Office,  £76;  Sales,  Jan.  1-^,  £90,  and  Stock  on  htmd, 
£635;  Wages,  £10;  Window  Cieaqing,  SI;  Cleaning,  10s,;  Cash 
remitted  to  H.  O.,  £78  lOa.  B  Branch  :  Stock  on  hand,  Jan.  1, 
1912,  £740 ;  Goods  received  from  H.  0.,  £80 ;  Sales,  Jan.  1-6,  £105, 
and  Stock  on  band.  £715;  Wages,  £14;  Cleaning,  Via.;  Electric 
Lamps,  lOs. ;  Cash  remitted  to  H.  0.,  £90.  How  would  you  deal 
with  tbe  foregoing  retoms  in  Srm'a  books  ?  Give  specimen 
accounts. 

(5)  The  following  T.  B.  was  extracted,  June  30,  1912,  from  the 
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books  ol  M.  Roby  &  G.  Cran,  partners  as  manufacturers.  Prepare 
iTading  and  P.  and  L.  A/cb  tot  the  ytaa  ended  June  30.  1012,  and 
ft  B/S  as  on  that  date,  taking  the  followiog  into  conHideratioa : 
la)  The  purtnersliip  deed  prOTidee  for  5%  p.  a.  interest  oo  Capital 
but  not  on  Dcawings;  (6)  Profits  and  Loaaee  are  to  be  shared  as 
follows:  M.  Robv  three.fifths,  G.  Cran  two-fifths;  (c)  Reaerre  foe 
Bad  Debts  to  be  increased  to  £760 ;  (rf)  DeiwecUtioo  10%  oo  Ptent, 
Hacfatnery  aud  Ilitiires  A/c;  {e)  InsursBce  nnexpired,  £19  2«.  ^d., 
and  Rates  paid  in  advance,  £42  10s. ;  (/)  Leasehold  Premiaee  A/e 
is  being  written  off  in  equal  annual  inataWenta  of  £190  i  (j)  Sto^ 
on  jnne  30,  1912,  naa  ToJued  £2,691  lit.  \ld.,  ejid  WoA  in  Fro««sB 
at  £254  2>.  U. 

Dr.  BaUtiKfe.  M,  Roby,  Drawings  A/o,  £427  10».;  G.  Cran, 
Drawings  A/'c,  £372  4<.;  Bad  Debte,  £61  e«.  Id.;  Sundry  Dra.. 
£3,721  I5a.  Wd.;  Purchases,  £10,721  168.  M.-,  fiales  Retuma, 
£260  is.  id.;  Rant,  Madtiin^y  and  Flxturee,  £I,2S7  10«.;  Lease- 
hold Premises,  £960  ;  Manafacturing  Wages,  £3,9S2  0*.  9d. ;  Stock, 
June  30,  1911,  £3,891  4*.  \d.;  Work  in  ProgresB,  June  30,  1911, 
£370  ie«.  lOcf. ;  Insurance,  £59  6j.  dtf. ;  Rates  and  Taxes,  £240  15«.  M. ; 
Carriage  Inwai^  £360  2s.  Otf.;  Carriage  Outwards,  £196  14«.  llil.; 
Salaries,  £427  13s.  4(f. ;  Bepaira,  £1094«.  2(i.;  Lighting  and  Heating, 
£47  5e.  3d. ;  Discount  A/c,  id  Is.  2rf. ;  General  Eapensea,  Postage, 
etc.,  £247  Ids.  6d.;  Cash  at  Bank,  £446  7j.  bd.;  Cash  in  halid, 
£11  10».  2d.     Total.  £27,700. 

Cr.  Balances.  M.  Roby,  Capital  A/c  (including  £500  paid  on 
Mar.  31.  1912),  £4.136  123.  M. ;  G.  Cran,  Capital  A/c,  £2,101  1«.  3il.; 
Reserve  for  Bad  Bebta,  £450;  Sundry  Crs.,  £2,112  2s.  7i. ;  PudiasM 
Returns,  £120  5«.  2d. ;  Sales,  £18,790  18*.  Od.     Total.  £27,700. 


cearteeed  zhstitute  of  sbcretmiie8.  ^ 

Intek.,  Jbim  1913. 
(For  sdntionssee  Key,  pp.  OSS  et  agq.) 
.    (1)  Wbat  is  a  Tcial  Balancel    Does  the  agreranont  of  the  totali 
of  tiie  1.  B>  prove  the  absijute  oorractncas  of  the  posting!     Give 
two  instances  of  errors  whicb  may  have  occurred  in  the  books  but 
would  not  afiect  the  agreement  of  the  T.  B.  totals. 

(2)  The  Delhi  Tea  Co.,  Ceyka),  consigned  to  P.  Hair  k  Son, 
Lcmdoii,  100  chts.  Tea  for  sale  on  oommis^on  (including  det-crtderei 
of  2%.  Blair  k  Son  sold  the  tea  for  £96,  less  ^%  dis.  for  cash. 
The  {(^lowing  charges  weie  incorred :  Landing  chargea,  £6  Is.  2d. ; 
Brokerage,  £3  la.  2d.;  Fire  Insurance,  £2  16s. ;  Wafehouse  Rent. 
£7  2s.  Ic^. ;  Marine  Insuranoe,  £4  ds.  lOd.  Prepare  the  A/S  tendered 
by  Blair  &  Son  to  the  Delhi  Tea  Co..  lowing  the  result  of  the 
eonsignment. 

(3)  What  is  the  effect  of  marking  a  B/E  "  not  negotiaMe"  ?  On 
Jan.  2,  1913,  George  Reimeis  received  irom  Andte  Gamaion  a  duly 
accepted  bill  for  £160,  dated  Jan.  1,  1913.  payable  in  3  moa.  The 
bill  waa  met  at  maturity.  Give  the  entries  whioh  would  appeal 
in  George  Reimer's  booka.  including  his  Bilb  Receirahle  book. 

(4)  What  is  the  di^erence  between  Fixed  and  Floating  AasetaT 
Name  three  types  of  each,  and  explain  the  differoice,  jf  any,  in 
the  need  for  provision  of  depreciation  upon  the  two  types.  (6)  State 
irbethM'  you  would  enter  the  following  ib&am  w  the  Trading  A/o 
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or  oi  the  P.  ftnd  L.  A/o  and  -why:  (a)  Maanfaotaring  Wkges; 
(b)  Oaniage  Ootwanla;  (e)  I>epiecutiDn  of  Plant  and  Haohinery; 
\d)  Diacounts  allowed  to  Customers. 

(6)  The  Wyaiering  Tea  Cki.,  Ltd.,  waa  formed  in  18«6  (Nom. 
Cap.,  2,000  £10  OnL  Shares;  1,600  full;  paid  sharea  ieaued).  Tiie 
followiDg  18  the  T.  B.  extracted  from  the  booki  u  on  Mar.  31, 
1613 :—     . 

Vr.  Balanc€)i.  Office  Fmnitiue,  £190  15s.  8d. ;  BUla  Beoeivable, 
£70;  liant  and  HachmuT  A/o,  £S!6  10*. ;  Disoonbt  A/c  (balance), 
£83  14«.  9d.;  Stock,  Mar.  31,  1»12,  £8,242  lU.  2d.;  Purc^asM, 
£lfl,  4S7  12«.  Wit ;  Wagee,  £825  Is.  Sd. ;  Sales  EeturnH,  £315  IZa.  Id. ; 
Trade  Expenses,  £212  16s. ;  Adnal^ising,  £L,237  13s.  id.;  Bank 
ChaTgee,£100s.lit;  Insnranoe, £66 2«.  3.i. ;  Salarico,  £1,010  14«.  lif.; 
Duty,  £9,326  lU  10<i;  Kent,  Rates  and  Taxes,  £570  16s.  ad.-, 
Carri^e  Inwards,  £404  16a.  3d. ;  Curiage  OutwardiS,  £(37  16«.  Id. ; 
Travellers'  8ajarie»,  Commission  and  Expenses,  £847  19s.  Id.; 
General  Expenses,  £342  7s. ;  Ca^  in  hand,  £4J  10s  Id.;  Cash  at 
Bank,  £427  0«.  2il ;  Sondry  Bra.,  £12,433  IBs.  Uiit  Dividend  paid, 
£900.     Tolal,  £68,629  10s.  id. 

Cr.  BaUncet.  Share  Capital,  £15,000;  Beeerve  A/c,  £3.000;  Bad 
Debt  Bceerve  as  on  Uar  31,  1912,  £1&7  6s.  2d. ;  Porchaae  Beturna, 
£277  7s.  Id. ;  Sales,  £30,759  17s.  3d. ;  Sundi^  Crs.,  £8,184  lis.  6rf. ; 
P.  and  L.  A/c  (balance),  £1,210  6s.  Id.     Tolal,  £66,620  10s.  l<f. 

Prepare  Trading  and  P.  and  L.  A/cs  for  the  year  ended  Man  31, 
1913,  ajid  B/S  as  on  that  date,  after  taking  into  consideration  the 
following  :  Bad  Debt  Beaerve  incrsased  to  6%  on  the  Debtors; 
Depreciation  G%  on  Office  Furniture  and  10%  on  Plant  and 
Machinery:  Stock  on  Mar.  31,  1913,  valued  at  £11,264  99.  &d. 


CHAETERED  INSTITUTE  OF  SECRETARIES. 

Final,  June  1913. 

(For  solutions  see  Kej,  pp.  6$4  ittgq.) 

(1)  Extracts  from  the  B/S  (Dec.  31,  1912)  of  G.  MacArthnr  4;  Co., 
Ltd.,  are  given  below.  Have  you  any  comments  to  make  on  these 
items T  Liabilities:  Depreciation  Btaerve  Fund,  £3,825;  Loan  or 
Mortgage  of  Freehold  Property,  £2,000.  Astels :  Machinery  and 
Kant  at  Cost  as  on  31/12/1900,  £12,500;  Goodwill  at  Cost  as  on 
31/12/1900,  £10,000  (less  Depreciation  written  oH  to  date,  £3,000) ; 
Preliminary  Eipense,  A/c  as  on  31/12/1900,  £850 ;  Freehold  Property, 
£3,000 :  Calls  in  arreor.  £250. 

(2)  Briefly  describe  the  Slip  System  of  ledger  posting.  In  what 
circumstances  is  this  system  advantageous  T 

(3)  How  would  you  deal  with  the  undermentioned  items  whm 
dosing  the  books  of  Bayon  d'Or,  Ltd.,  for  .year  ended  Dec.  31, 


(£)  Renewal  fees  and  EipenseB  debited  to  A/c  from  time  to  time, 
£85;  (c)  100  6%  £100  Debentures,  repayable  Dec.  31,  1920,  had 
been  issued  during  the  year  at  96.  Expenses  of  isstie  (apart  from 
t^  discount)  were  £560;  (d)  SCO  fully  paid  £1  shares  in  the 
Sandakan  Syndicate,  Ltd.,  had  been  issued  to  the  Bayou  d'Or  Co. 
oa  their  share  of  pix^t*  of  a  joint  flotation. 
H  H  2 
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(4)  Rule  form  of  Columuar  Cash  Book  suitable  for  iecoKlin|E 
expenditure  onlj  ol  a  Life  .Araniuioe  Co.,  and  enter  six  it«iQB  (n 
dinering  nature. 

(6)  The  Brown  Manufacturing  Co.,  Ltd.,  iras  registered  with 
Nom.  Cap.,  £30,000  (3.000  Shares  £10  each).  The  whole  of  the 
Bhares  were  issued  to  the  public,  and  2,750  were  applied  for  and 
duly  allotted.  On  Dec.  31,  1012,  the  shares  were  fully. called  and 
paid  up,  except  £5  per  share  on  760  Bharee.  In  Bee.  1S12  there 
was  an  issue  of  200  6%  £100  Debentures,  carrying  interest  from 
Jan.  1,  1913.  All  these  Debentures  were  allotted  and  paid  in  full 
prior  io  Dec.  31,  1912.  In  addition  to  the  balances  represented  by 
the  above  transactions,  the  undermentioned  balances  appeared  in 
the  books  as  on  Dec.  31,  1912:  Sundry  Drs.,  £12,649  Us.  &£; 
Sundry  Cts.,  £6.699  Ze.  lid.;  Purchases,  £13,642  12a.  2i;  Pur- 
ohasesBetuiiis,£601  11^.  lOd;  Sales,  £27,426  68.  7<i ;  Sales  Returns, 
£213  4«.  ^d.  i  Plant  and  Machinery,  £8,747  16s.  Id. ;  Fixtures  and 
fittings,  £61fi  10s.  J  Rates  and  Taxes,  £491  I2&  Id.;  Insurance, 
£72  144.  6(f.;  Carriage  Inwards,  £462  1I#.  Ilt^i  Calri^e  Ootwards, 
£6112s.4d;  Salaries,  £850 ;  Mauufacturing  Wages,  £7,647  Us.  7(1.; 
Directors'  Fees,  £150;  General  and  OfGce  Expenses,  £437  16s.  3<f.; 
Bad  Debts,  £146  14s.  lid.;  Preehold  Pretnises,  £12,000;  Stock, 
Dec.  31,  1911,  £»,84e  14s.:  Loose  Tools,  £247  10s.;  Repairs. 
£191  3s.  Id. ;  Lighting  and  Heating,  £42  Os.  6d. ;  Fuel  and  Power, 
£931  6s.  2d. ;  Discount  A/c  (debit  balance),  £124  16.!.  M. ;  Cash  at 
Bulk,  £2,314  4s.  2d. ;  Cash  in  hand.  £91  &).  Id. ;  Bills  Receivable, 


1912,  and  a  B/S  as  on  that  date.  When  preparing  these  A/cs  take 
the  following  into  consideration:  (1)  Depreciation  10%  off  Phut 
luid  Machinery  and  6%  oB  Fixtures  and  Fittings;  (2)  lieserve  lor 
Bad  Debts  (fi%  on  amount  of  debts)  to  be  created;  (3)  Insurance 
nnexpired.£2017s,6>i,;  Rates  paid  in  advance,  £57 10s.;  (4)  Reserve 
21%  to  be  made  tor  discounts  on  Dre.  and  Crs. ;  (5)  Bills  lieceivable 
(diiscouoted,  but  not  matured,  Dec.  31,  1912),  £742;  (6)  Stock, 
Dec.  31,  1912,  valued  £8,647  2*.  1^,  and  Loose  Tools,  £317  4*. 


CHAETEEED  INSTITUTE  OF  SECRETARIES. 
'  Inter.,  December  1913. 

(For  solutions  see  Key,  pp.  686  et  sgq.) 
{ 1 )  What  is  the  difference  between  a  Balance  Sheet  and  a  State- 
ment of  Affairs  t     Explain  in  what  circumstatices  the  latter  docu- 
ment would  be  prepared-     (2)  On  Jan.  6,  1913,  T.  Robinson  draws 
on  J.  Brown  at  2  mos.  for  £100.    The  bill  is  duly  ac<«pt«d,  and 

Biid  into  bank  for  collection,  but  is  dishonoured  on  maturity.  On 
arch  12  a  new  bill  is  given  for  the  same  term  and  amount,  with 
the  addition  of  £1  I6g,  interest  and  bank  charges.  Give  the  entriet 
in  T.  Robinson's  books.  (3)  Explain:  (a)  Cum.  Pref.  Shares; 
(b) -Debentures ;  (c)  Ord.  Shares;  {d)  Deferred  Shares.  In  what 
circumstances  are  the  last  usually  issued  ? 

(4)  The  Cooper  Colliery  Co.  took  a  tease  of  a  coal  mine  for  20  yn. 
from  Jan.  1,  1908,  at  a  royalty  of  id.  per  ton  upon  the  output, 
with  a  minimum  rent  of  £1G0  p.  a.,  and  with  power  to  recoup 
"  short  woikings "  over  the  first  6  yre.   of  lease.     Explain  thia^ 
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illnstrating  70UI  ftnnrer  with  an  example,  Manming  the  output 
for  tlie  first  2  jn.  of  the  lease  was  5,000  luid  9,000  tons  respectively. 

(S)  On  June  30,  I9I3,  the  Cosh  Book  of  A.  B.  showed  that 
ift47  de.  Ud.  should  be  in  his  banber'a  hands  on  ths,t  date.  It  ia 
found  that  the  balancee  of  the  C/B  bhA  Paw  Book  do  not  agree — 
cheques  (£S7  ia.  2d.)  drawn  by  A.  B.,  and  entered  in  the  C/B  before 
June  30,  had  not  been  presented  for  payment,  and  cheques  received 
June  30,  and  paid  into  the  bank  that  day,  hod  not  been  collected 
until  afterwards.  Prepare  a  statenient  showing  the  balance 
appearins  in  A.  B.'s  Pass  Book  on  June  30. 

(fl)  J.  Greenlay,  R.  Dean  were  equal  partners  In  a  manufacturiDg 
buaineas.     On  Deo.  31,  1912,  the  following  T.  B.  wm  extracted : — 

Dr.  Bcdanca.  Machinery  and  Plant,  £)1,1I4  48.  M . ;  Stock, 
Deo.  31,  ISII,  £6,506  Kit.  Id.;  Purchaaea,  £22,411  10«.  Gd ;  Sales 
Returns,  £214  I4«.  9d.;  Salaries,  £1,114;  Wages,  £4,410  10s.  Od; 
Drs.,  £9,220  S«.  lid;  Canine  Inwards,  £112  10*.;  Carriage  Out- 
wards, £216  le.  4d.  i  Bent,  Rates,  Taiee,  Insurance,  £1,214  I6a.  lOd. ; 
Discount  A/c  £117  4<.  Od;  J.  Oreenlay,  Salary,  £600;  R.  Dean, 
£400;  Repairs,  £214  l-<i.  Sd.;  Lighting  and  Heating,  £472  I4«.  4<^i 
Bills  ReceivaUe.  £92  *».  Id. ;  Cash  at  Bank,  £3,741  J4<.  id. ;  Coah 
in  hand,  £14  la.  id.     ToUd,  £62,197  6».  (d. 

Cr.  BalanMa.  J.  Greenlay  Cap.  A/c,  £12,000;  R.  Dean  Cap.  A/c, 
£9,000 ;  Purchases  Returns,  £1,319  is.  id. ;  Sales,  £35,694  12<.  IQd. ; 
C».,  £3,469  Is.  3d.;  BUU  Payable,  £714  7s.  lA     Totat  £62,197  5s.  6rf. 

Prepare  Trading  and  P.  and  L.  A/cs  for  the  year  ended  Deo.  31, 
1012,  and  a  B/S  as  on  that  date,  after  taking  the  followiitg  into 
consideration :  (a)  Stock,  Dec.  31,  1012,  agreed  at  £7,400  if.  fid. ; 
(6)  Each  partner  to  be  credited  with  6%  interest  00  his  Capital; 
{c)  Depreciation  10%  on  Plant  and  Machinery;  {d)  Reserve  for  Bad 
Debts  to  be  created— 2)%  of  debts;  (e)  Rat«8  paid  in  advance 
and  InmiTanee  unexpired  amounted  to  £114  4s.  104. 


CHARTERED  INSTITUTE  OF  SECRETARIES. 
Final,  Deceruber  1913 
(For  solutions  see  Key,  pp.  689  el  tin.) 
(I)  What  is  the  meaning  of  "  Quinquennial  Valuation  "  in  Life 

Assnrance  A/cs  f  What  is  the  object  of  valuation  I  (2)  An  English 
firm  boa  a  foreign  branch  whose  books  are  kept  in  the  local 
currency,  which  is  subject  to  considerable  fluctuations.  What  rates 
of  conversion  would  you  employ  when  amalgamating  Head  Office 
and  Branch  T.  Bs.  at  the  end  of  the  financial  year  in  connection 
with  the  following  items  appearina  in  the  Branch  T.  B, ;  (o)  Filed 
Assets:  (1)  Bought  prior  to  the  heginning  of  the  trading  period 
under  review,  (2)  Bought  during  the  tradmg  period;  (6)  Floating 
Assets;  (c)  P.  and  L.  A/c  balances;  (d)  Remittances  to  and  from 
H.  O.  (3)  When  preparing  the  B/S  of  a  Ltd.  Co.  as  on  Dec  31, 
1912,  how  would  you  treat  the  following:  (o)  Bills  Receivable 
(£600)  discounted,  hut  not  due  till  after  Dec.  31,  1912;  (E>)  100 
£1  shares  held  in  another  Co.  on  which  only  10s.  per  share  had 
been  called  up;  (c)  Baluice  of  £400  paid  for  an  unexercised  option 
to  purchase  Syaar  Tabak  Estate  for  £12,600,  such  option  expiring 
Jan.  5,  1913. 

(4)  To  what  classes  of  undertaking  is  the  "  Double  Accotmt 
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67Bt«m  Kj^iIiedT    Oire  &  epedineu  B/8  piepand  on  this  ajstem, 
aod  biiefrr  explain  the  principal  items  yoa  insert. 

(6)  C.  iieTor  nod  J.  Walsh  are  in  putneraUp  as  maauf&ctuicn, 
t^ni  jrant  capital  being  £M,000.  The  FuUierHhip  Agreement 
pToridee :  (i)  6%  iDtereet  on  capitai,  but  IntereBt  not  to  be  choked 
on  dcKWiogs.  tbja  intereat  to  be  credited  to  Partneis'  Drawings 
A/cs;  <ii)  C.  TraroT  to  hare  salary  of  £S00  p.  a.  out  of  net  profits 
-when  ascertained;  (iii)  Balance  of  profits  divided  between  Padnecs 
in  [ooporticn  to  the  omoonta  st^aidHig  to  the  credit  of  theic  Cap. 
A/cs,  viz.  tbree-Gftiia  aod  two-fifths  respectively ;  (iv)  All  Profits  to  be 
<!reditod  to  Partners'  Drawings  A/ca  in  <Hder  to  maintain  their  Cap, 
A/ca  at  the  original  figures. 

In  addition  to  the  balances  of  the  Cap.  A/cs  the  following  balances 
appeared  in  Uie  books  on  Dec.  31,  1Q12  :  Machinery  and  Plant 
£lfi,210  12*.  6d.i  Fiitnrea  and  fittings,  £2.760  16j.  ;  PutchaBes. 
£22,664  ISa.  6>£.;  Purchases  Retnnis.  £M75  49.  Id.;  S^ee, 
£48,827  1&).  lOd;  SaJea  Retuma,  £1,046  lis.  U.;  Bod  Debts. 
£219  6«.;  Sundry  Drs.,  £13,061  lOa. ;  Soudry  Crs.,  ££,799  14).  llif.; 
6tock,Dec  31, 1911.£6.536  7*.  3ff.;  Freehold  uid  Leasehold  Premises, 
£12,000;  Manufactuhng  Eipenaes,  £1,041  10«.:  Bad  Debts  Reaerm 
(Dec  31.  1911),  £402  ia.  'U.;  General  and  Office  Ebcpensea,  £741 
14«.  lOii;  Monuiacturing  Wa^es,  £13,347  14«.  lid  ;  Salaiiee,  £1,910; 
TiATelling  Expenses,  £546  I2a.  Sd. ;  Rent,  Kates,  Taxes,  Insurance, 
£868  15«.  3d. ;  Uisoount  A/o  (excess  of  discoont  allowed  over  disconni 
received).  £114  4a.  M.;  Carriage  Inwards,  £564  Os.  7d. ;  Caniaga 
Outwards,  £4.276  ISs.  fii;  Advertising,  £471  148.  Id.;  C.  Trevor 
Drawings  A/e  (Cr.  balance),  £114  4«.;  J.  Walah  Drawings  A/o 
(Dr.  b^iace),£92  61.  8d.;  Ca«h  at  Bonk,  £2,147  11«.  6d.i  Cash  in 
hand,  £27  4«. 

Prepare  Trading  and  P.  and  L.  A/ca  for  the  year  ended  Dec.  31, 
1912,  and  a  B/S  as  oa  that  date,  takug  into  conaideiation  the  follow- 
ing ;  (a)  Depreciation,  10%  off  Plant  and  Machinery  and  6%  oS 
Fixtures  and  Fittings;  {b)  Create  Leasehold  Redemption  A/c  and 
truisler  thereto  £000;  (c)  Increase  Bad  Debts  Reserve  to  an  amount 
equivalent  to  6%  of  Sundtr  Dra. ;  (d)  Insurance  unexpired  and  Rates 
paid  in  advance  amounted  on  Dec-  31,  1912,  to  £196  is.;  {e)  Stock 
agreed  at  £6,912  lit.  lOd. 
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InTBB.,  June,  1914. 

[For  solutions  see  Key,  pp.  690  el  tgq.'] 


with  it  in  the  A/cs  under  preparation  7 :  {a)  (roods  returned  bf 
customera  during  year  £153;  {b)  Goods  sent  "  on  Sale  or  return  "  to 
Peter  Veldt,  Cape  Town,  invoiced  at  £126,  cost  price  £100;  Bank 
Overdraft  £620. 

(2)  On  Mar.  IS,  1914,  Robert  Radbonrne,  London,  shipped  dry 
goods  (£500)  to  hla  customer  L.  Rodrigues,  Rio.  The  usual  tiwla 
oredrt  terms  are  4  mos.,  but.  Radboume  wants  speedier  payment. 
Suggest  a  method  of  obtaining  this. 

(3)  Miles  Standish'a  B/S,  as  on  Dec.  31, 1913,  was  as  follows ; — 
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BALAnCG  Sheet,  Dec.  31,  1813. 
£ 
Capital  ....    3.000      Sundiy  Assets 

Cn 4,dC0      Casb  in  hand  - 

Bank  overdraft       .        .     I,0u0 


StandiBh  Admits  Hugh  Dickeson  into  partnet^p  as  on  Jon.  1, 
1914.  Dickeson  ia  to  bring  in  £1,000  cash  as  capital.  Having  no 
iurther  funds,  Dickeson  ia  unable  to  pay  Sbaudish  the  agreed 
premium  of  £1,000  for  admission  aa  pajtner.  It  is.  therefore,  ananged 
that  a  QoodwilKA/c  for  that  amount  shEdl  be  raised  in  the  books  of 
the  new  firm.  Give  the  B/S  of  the  new  firm  as  on  Jan.  I,  I9U,  &fter 
completion  of  the  above  transaction. 

(4)  A  firm  of  tobacco  manufacturers  making  {a)  cigarettes;  (&) 
clgan;  (c)  loose  tobacco,  journalized  all  purchases.  A  separate 
tniding  A/c  was  kept  in  the  ledger  for  each  department,  and  for 
Machinery  ^nd  Plant  A/o  and  for  p  ■"■ 
expeditious  and  economical  metho 
pnrchases.     lUustrate  your  anawer. 

(G)  Robert  Eastwood  and  George  Sntton  are  eqnal  partoers  in  & 
manufacturing  business.  The  T.  B.  extracted  aa  on  Dec  31,  1913, 
was  a9  follows  ; — 

Dr.  Bala'ncea.  R.  Eastwood  Drawings,  £1,300 ;  G.  Sutton  Dniwiags, 
£S00 ;  Freehold  Works,  £11,000 ;  Stock,  Jan.  1, 1913,  £3,800 ;  Work  in 
PcogTBBB,  £1,500'!  Plant  and  Machinery,  £5,900;  Pnrchaaes  £19,820,- 
Bills  Receivable,  £740;  Sales  Returns,  £106t  MannfacturinR  Wages, 
£1,464;  Salaries,  £1,821;  Rates  and  Taxes,  £440;  Mam^ictonng 
EipenHes,  £860;  Carriage  Inwards,  £421;  Carriage  Ootwards,  £320; 
Office  Expenses,  £641;  Cash  in  hand,  £294;  Discount  A/c,  £304; 
Sundry  Dra.,  £4,148;  Bad  Debts,  £501 ;  Advertising  £1,981 ;  Insuraooe, 
£180;  Interest  A/c,  £140.     ToUd,  £68,080. 

Cr.  Balanra.  R.  Eastwood,  Cap.  A/o,  £10,000 ;  G.  Sntton,  Cap. 
A/o,  £5,000 ;  Purchaaes  Returns,  £670 ;  Bills  Payable,  £860 ;  Sales, 
£32,980;  Bad  Debts  Reserve  (Jan.  1,  1913),  £100;  Bank  Overdraft, 
£3,000 ;  Sondry  Crs.,  £5,640.     Total,  £58,060. 

Prepare  Trading  and  P.  and  L.  A/cs  for  the  year  ended  Dec.  31, 
1913,  and  a  B/S.  as  on  that  date.  Stock  at  close  of  the  year  was 
agreed  at  £5, 9  7a  Work  in  progress  on  the  same  date,  £890.  Before 
closing  the  A/cB  make  the  following  adjustmente :  ( 1 )  6%  p.  a. 
allowed  on  Partners'  Cap.  A/cs.  No  interest  to  be  chai^  on 
drawings;  (2)  Q.  Sottoo  to  have  manapng  salary  £300  p.  a.  befon 
division  of  the  profits;  (3)  Insurance  carried  forward  to  next  yeaiV 
£50;  (4)  Depreciation,  10%  off  Plant  and  Machinery;  Bad  Debt 
Beaerve  to  be  raised  to  £250. 

CHARTERED  INSTITUTE  OF  SECRETARIES. 

Fjsal,  June,  19U 

[For  solations  see  Key,  pp.  692  a  agq."] 

(1)  On  Jan.  31,  1914,  Woodwards,  Ltd.,  offered  60,000  New  Ord. 
Sbaces  £1  for  anbacripUon  At  par.     Sharw  were  payable :  2*.  M. 
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on  apjdicatian,  5«.  on  allalment,  and  the  bftltuice  as  and  when  required 
b;  reaolntion  of  the  Directors.  The  following  applicationa  were 
received ;  Robert  East«r,  Baldwins,  Chelaton,  Etiaex,  tientleman, 
applied  tor  20,000  (all  allotted) ;  George  Grainger,  366  Elden  Avenue, 
£.C.,Wool  Merchant,  applied  for  10,000  fall  allotted) ;  Charles  Coombe, 
10  Low  Pavement,  Chester,  Shipowner,  applied  for  15.000  (10,000 
allotted);  Phillip  Goodair,  Salisbury  Honae,  KC.  Solicitor,  apjdied 
for  10,000  (all  allotted);  William  Smith,  Smlthfield  Market,  E.C., 
Salesman,  applied  for  ISO  (none  allotted).  The  Directors  went  to 
allotment  Feb.  3,  and  all  allotment  monies  were  duly  paid  on  or 
befoie  Feb.  6.  The  diatinetive  numbers  of  the  new  shares  ran  from 
60,001  onwards.  Prepare  a  suitable  Application  and  Allotment 
Book,  and  make  the  necessarr  entries ;  and  give  the  entries  recording 
the  above  transactions  in  the  Gnancial  books  of  the J^ompauy. 

(2)  The  Eastern  Trust,  Ltd.,  held  a  large  number  of  investments. 
Submit  forma  of  auf  books  you  would  suggest  for  the  record  of  the 
Co.'s  investmmte,  and  transactions  arising  therefrom.  Enter  the 
foUowing  transactions :  J9U,  Feb.  16,  Boi^t  throogh  Stag  &  Co., 
the  Co.'s  brokers,  £6,000  Conaola  @  76^.  Brokerage  and  Eipensea, 
£8  15*.;  Feb.  17,  Bought  through  Stag  ft  Co.,  £5,000  Midland  Rlj, 
2i%  Pref.  Conaolidated  Ord.  Stock  @  60.  Brokerage  and  Eipensea, 
£8104.;M»r.  3,  Received  dividend  on  above  for  I  yr.  to  Dec.  31,  1913 
Oem  tai) ;  Mar.  15,  Sold  through  Stag  &  Co.,  £5,000  ConsoU  @  16\. 
Brokerage  and  Expenses,  £8. 

(3)  Bouton  d'Or,  Ltd.,  bought  Stalkya,  Lid's,  busineas  as  on  Dec 
31,  1913.  The  latter  Co.  had  issued  and  called  up  the  whole  of  their 
Nom.  Cap.  (50,000  £1  Sharesj.  The  purchase  price  of  the  aharea 
acquired  by  Bouton  d'Or,  Ltd.,  wae  £25,000,  payable  in  cash  £10,000, 
and  £15,000  in  Second  Debentures  ot  Stalkys,  Ltd.,  which  was  to  be 
continued  aa  a  separate  Co.  The  Blankahire  Bank,  Ltd.,  lent  Stalkys, 
Ltd.,  £30,000,  t^dng  £10,000  First  Debentures  by  way  of  security. 
aCI5.000  of  thia  was  used  to  dischai^  amounts  owing  to  loan  and  trade 
creditors  as  on  Dec.  31,  and  £10,0GO  was  lent  to  Bouton  d'Or,  Ltd., 
who  uaed  it  in  discharge  of  part  of  the  purchase  price  of  Stalkys, 
Ltd. 'a,  shares.  Second  Debentures  (£15,000)  were  issued  to  Boutoa 
d'Or,  Ltd.,  vho  were  treated  as  debtors  for  the  amount.  These 
debentures  were  then  transferred  Co  the  old  shareholders  of  Stalkya, 
Ltd.,  in  completion  of  the  purchase  of  their  shares. 

STALKYS,  Ltc. 
Balasce  Sheet,  Dtc.  31,  1913'. 

£  £ 

Capital ....  60,000  Sundry  Assets  .  .  65,000 
Loans    .        .        .  10.000 

Trade  Crj.     .        .        .      6,C00 

65,000  £66,000 

Show  the  above  trsjisa^tions  as  they  would  appear  in  Stalkya, 
Ltd.'s,  books,  and  give  t^  B/S  of  the  Co.  as  it  would  appear  on  com- 
pletion of  the  purchase. 

(4)  What  is  a  Secret  Reserve  ?  Give  two  methods  employed  by 
baiikera  to  create  Secret  Reserves,  and  criticize  the  practice  from  ^le 
standpoint  of  the  Bank's  customers. 
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(6)  The  Chaaemore  Mtuiufactarine  Co.,  Ltd,  waa  rcgiatered  in 
1910  (Nom.  Cap.  30,000  Ord.  £1  &hiin»);  12,000  shares  had  been 
issued,  on  which  \&3.  per  share  had  been  called  up  and  paid.  During 
1913.  a  20%  dividend  far  1912  waa  paid  on  the  paid-up  capital.  In 
addition  to  the  balances  repreeeated  by  the  above,  the  nndennentianed 
balances  appeared  in  the  books  on  Dec.  31,  1013  ;  Plant,  Machinery 
and  Fixtures,  £1,697  la.  3d.;  Bills  Receivable,  £102;  Reserve  A/c, 
£5,000;  Sundrf  Dn.,  £10.642  \4e.;  Bad  Debts  Reserve  (Dec.  3t. 
1B12),  £864  6«.  Id.;  Sondiy  Cts.,  £1,629  17*.;  Carriage  Inwards, 
£624  14«.  Id. ;  Carriage  Ontward",  £747  Bs.  2d. ;  Pumhasea,  £15,278 
63.  id. ;  Purchases  Returns,  £1,142  4*.  2d. ;  Sates,  £23,637  If.  id. ; 
Sales  Returns,  £721  9a.  2d.;  MaQufactorino  Wages  £4,438  Se.  lid.; 
Manufacturing  Expenses,  £206  198.  4i{. ;  Salanes,  £2,163  4s.  lOd.; 
Rent,  Katee,  Taxes,  £1,099  14«.  6d. ;  Insurance,  £60  14«. ;  Power  and 
Fuel.  £292  10*.  id.;  Lighting  and  Heating,  £197  2s.  7ci ;  General 
Expenses,  £499  14s.  id. ;  Stock  on  hand  (Dec.  31,  1912),  £3.227  (U. 
lOd. ;  Travelling  Expenses,  £691  2».  Id. ;  Discount  A/c  (Debit  balance), 
£115  6s.  Id.;  Bad  Debts  £116  U.  Sd.;  Advertising,  £1,847  48.  lOd.; 
National  Health  Insnrance  (Employer's  contribution),  £40  16a.  Id. ; 
P.  and  L.  A/c  Cr.  balance  (Dec.  31,  1912),  £2,642  11*.  4d. ;  Cash  at 
Bank.  £2,214  is.  Id. ;  Cash  in  hand,  £202  Oa.  Hi. 

.Prepare  Trading  and  P.  and  L.  A/ca  for  the  jeai  ended  Dec  31, 
1913,  and  a  B/S  as  on  that  date,  and  submit  a  brief  report  on  the 
financial  position  of  the  Co.  When  preparing  these  A/cs,  take  into 
consideration  the  following :  (a)  Depreciation  10%  ofF  Plant, 
MacbineT;^  and  Fixtures ;  (5)  Bad  Debts  Reserve  to  be  increased  to 
£1,000;  (c)Inauninceunexpired,£194«.  61^, and  Rates  paid  in  advance, 
£72  4a.  Id. ;  {d)  The  Manager  ia  entitled  to  5%  ComnuBsion  on  net 
profits;  It)  Stock  valued  £4,722,  aa  on  Dec.  31,  1913. 

CHARTERED  INSTITUTE  OF  SECRETARIES. 
Inteb.,  March  1920. 


(1)  What  is  the  meaning  of  the  term  "  Exchange  "  as  between 
two  countries  ?  Briefly  explain  the  causes  oi  the  fiuctuations  which 
take  place  in  the  rate  of  exchange  from  day  to  day.  (2)  Solell  d'Or, 
Ltd.,  issued  100,000  7%  £1  Pref  Shares  at  a  premium  of  2*.  6rf.  per 
share.  Give  the  entries  necessary  to  record  the  nnw  issue  in  the 
"    'a  booka,  and  state  how  the  premiums  received  should  appear  in 


and  issuing  goods  from  store  designed  t 
minimize  pilfering.  Give  ruling  of  or  "  " '  ' 
and  make  three  specimen  entries. 

(4)  The  following  is  the  P.  and  L.  A/c  of  Hugh  and  George  Dickson 
for  the  year  ended  Dec.  31,  1919:  To  Office  Salaries,  £2,386;  To 
G.  Dickson  Salary,  £600;  To  Interest  on  Capitol  @  6%,  £376;  To 
Income  Tax  (Sch.  D.),  £287;  To  Reserve  for  Bad  DebW  31/12/19 
(£600  less  £500  31/12/18),  £100;  To  Depreciation  (10%  off  Plant  and 
Machinery,  £340,  and  Furniture  at  5%.  £36),  £365 ;  To  Profit  for  Year, 
£894.  Total,  £4.907.  By  Balance  from  Tr^lii^  A/c  £4,865;  By 
Interest  on  Bank  Deposit  A/c,  £62.     Tolai,  £4,907.    State  whether 
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for  Inoome  Tax  purposee  tbe  ^ofit  for  1919  diOQld  be  inchtded  in 
the  aven^  of  the  past  three  years  as  £S91.  If,  in  your  opinioii,  Gah 
ia  not  correct,  give  tbe  figure  yon  woold  iiujude,  «id  abow  how  yoq, 

(5)  Rambleis,  Ltd.,  was  regiatered  to  acauire  the  IniEiiiceB  of  » 
film  of  KOBS  GroirerB.  The  Norn.  Cap.  of  the  Co.  was  £60,000 
(20,000  £1  Otd.  Sharee  and  26,000  7%  £1  Pref.  Shares).  The  whdo 
of  the  Pref.  Sharee  had  been  issued  uid  paid  up  in  full  The  whi^  <^ 
the  OtA.  Shana  bad  also  been  issued,  and  10«.  pei  share  called  up. 
The  following  T.  B.  was  extracted  from  the  books  as  on  Dec,  31, 
1019:— 

Dr.  EaUmoB.  Ord.  Stares  Calls  in  aneor,  £fiOO;  Freehold  NnrBery 
A/c,  £30,000:  Stock  «didTilltweB(I>ec.  31,  1018),  £12,082;  Purchaaea 
(Roaes,  new  varieties,  £371;  Briars,  £242;  Fertilizers  and  Marmrea^ 
£438);  Sundry  Drs.,  £7,882;  Nursery  W^jea,  £5,M5;  Rataa,  Tittos, 
buunuice,  £742;  Stock  of  Tools  and  Implements  (Bee.  31,  1918), 
£860 ;  Uotor  Lorry,  £1,260 ;  Tools  Purchased,  £172 ;  Packing  materia 
£344;  Carriage  Outwards,  £638;  Horses  and  Carts,  £640;  Stable 
Expeosee,  £284;  Office  Eipraiaea,  £206;  Directors'  Fees,  fMO; 
Office  Salaries,  £741 ;  Adrt^isiiu,  £1,260 ;  Cost  of  CattOogue,  £721 : 
Pref.  Share  Dividend  to  July  I,  1910,  £87S;  Office  FDmitur^  £200; 
Cash  in  hand,  £356.     TvM,  £«8,12& 

Ct.  BalatKei.  Ord.  Share  Cap.  A/c,  £12,500;  Otd.  ShM«  Calls 
paid  in  advance,  £300;  Pref.  Share  Cap.  A/c,  £26,000;  Purchaaea 
Returns,  £7 1 ;  Ss^  £21,062 ;  Ajwrenticee'  Premiams,  £600 ;  Simdi; 
CtB.,  £6,721;  Transfer  Fees,  £6;  Bad  Debt  Rceetve  (Dm.  31,  1918), 
£160 ;  Bank  overdraft,  £2,728.     Tatai,  £«e,12a 

Prepare  Trading  and  P.  and  L.  A/ca,  t«king  into  account  the 
foUowing  :  (n)  Bad  Debts  Reaerve  to  be  inoreased  to  £400;  (b) 
Stock  and  TUlages,  as  on  Dec.  31, 1919,  were  valued  £10,230.  On  the 
aame  date  Tools  and  Implements,  £900,  and  Horsee  and  Carts,  £600 ; 
(c)  Depreciatian,  Office  Furniture  S%,  Motor  Lorry  16%;  {d)  Insur- 
ance paid  in  advance,  £74.  Apprentices'  Premiums  carried  forward, 
£150;  (e)  Wages,  £250,  and  included  in  "  Nursery  Wages,"  were 
spent  upon  opening  up  and  planting  oew  gronnd,  and  are  to  be 
transferred  to  Freehold  Sursery  A/c ;  (/)  Calls  paid  in  advance  were 
entitled  U>  interest  for  13  mos.  at  6%,,but  no  entries  had  beep  made 
in  tbe  books. 


CHARTERH)  INSTITUTE  OP  8ECRETAEIES. 

FiNAi,,  March  1920. 

{Three  quegtions  only  to  he  iMemjited,  t/  v^ick  Q.  5  must  be  out. 

Q.  4  mntibe  answtrtd  by  candidales  lilting  under  the  rttnted  aj/Uabtu.) 

(1)  Briefly  eiplaiD  and  diatingniah  between:     (a)  Probate  and 

Letters  of  Administration;  {b)  Lett^  id  Credit  and  GiK:ular  Note; 

(c)  Coupon  and  Talon.  (2)  A  Conpany  paying  dividends  averaging 
30%  cm  oopital  decides  to  eatry  ont  the  itmowingi  (a)  Ra-*atda 
the  Machinery  and  Plant  A/e,  adding  £26,000  to  preaent  boob  valoa 
(£30,000) ;  (b)  Re-vtdue  the  Baildiiiga  atid  Leaaea  A/c,  addiu  £20,000 
to  preseot  book  value  (£60,UC0) ;  (c)  Create  a  Goodwill  A/c  ar£65,000; 

(d)  leaoe  as  full;  paid  100,000  £1  Oti.  Skarea;  State  wltetker,  in 
your  opiiuon.  these  proposals  are  intra  vins  the  ConqiMty,  and  give 
Joonuil  entries  neceaMuy  to  iuoorporato  tkMa  in  the  Oot's  booki. 
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{3)  In  BniTing  at  costing  results,  shoald  (a)  Interest  on  Capital  and 
(6)  Interest  on  Loans  be  taken  into  a/o !   Give  ceaeoni  for  your  opinion. 

(4)  How  should  the  following  items  be  treated  when  preparing 
a.  statement  siiowing  the  iiabitity  of  a  Ltd.  Co.  for  Income  Tax  under 
Sch.  D.  :  (a)  IntOTeat  received  on  Bank  Deposit  A/c  and  credited 
to  P.  and  L.  A/c ;  (h)  A  Beaerve  for  Bad  Debta  debited  to  P.  and  L. 
A/c  and  amounting  to  5%  on  Sundry  Drs. ;  [c)  Coat  of  National 
Health  Insurance  paid  on  behalf  of  the  Co.'b  employeeH  and  included 
in  "  W««ea  A/c  " ;  (d)  Cost  of  removing  the  Co.'s  offices. 

(5)  The  Loamshire  Eipreaa,  Ltd.,  whs  registered  (Nom.  Cap, 
£110,000—60,000  7%  £1  Pret.  Shares,  50.COO  £1  Ord.  Shares  and 
10,000  £1  Deferred  Shares),  to  purchase  a  county  newspaper  of  that 
name.  All  the  Pref.  Shares  were  issued  fully  called  and  paid  up. 
All  the  Ord.  Shares  were  offered  and  46,000  applied  for  oad  allotted, 
16i,  per  share  was  called  and  paid  up.  except  a  call  of  5a.  per  share  on 
1.000  shares.  2,000  Ord.  Shares  were  paid  up  in  full.  The  10,000 
Deferred  were  issued  to  the  vendors  fully  paid  as  the  purehase  price 
of  the  goodwill.  On  July  I,  1919,  200  6%  £100  Debentures  were 
issued  at  05  and  fully  paid  up.  Interest  due  on  these  debentures  as 
on  Dec.  31,  I91S,  dm  not  been  passed  through  Uie  books.  In 
addition  to  the  Ledger  A/cs  representing  the  above  transactions,  the 
following  Ledger  balances  were  extracted  from  the  books  of  Co.  as 
on  Dec.  31,  1919:  Machinery  and  Plant,  £14,S0O;  Monotype 
Machines,  £6,860;  Freehold  Works  and  Offices,  £C1,229;  Sales, 
£22,041;  Sales  (Cash),  £982;  Advertisement  RecMpts.  £26,518; 
Jobbing  Printing  Receipts,  £987;  Printers'  and  Compoeitora'  Wages, 
£13,221 ;  Office  Furniture,  £«80 ;  Casfa  at  Bank,  £8,123 ;  Cash  in  hand, 
£421;  Sundry  Crs.,  £224;  Sundry  Drs.,  £8.460;  Purchases  (Ink  and 
Printing  Materials),  £6,966;  Sales  Returns,  £989;  Management  and 
Office  Salaries,  SZ,N6i  Office  Expenses,  £397;  Advertisement 
CanVMSers'  Salaries  and  Commission,  £1,326;  Discount  A/c  (Debifi 
balance),  £123;  Printing  Woiiis  Expenses,  £1,734;  Carriage  Out- 
-wards,  £224;  Carrioge  Inwards,  £198;  Bad  Debts,  £188;  Bad  Debt 
Reserve  (Deo.  31,  1918),  £200;  Coal  and  Lighting  (Works),  £672) 
Cool  and  Ijghting  (Office),  £64;  Rates,  Taxes,  Insurance  (Works), 
£424 ;  Rates,  Taxes,  Insurance  (Office).  £98;  Cost  of  Literary  Contribu* 
tions,  £224 ;  Machinery  Repairs,  £632 ;  Stock  of  Type,  Plates,  etc. 
(Dec.  31.  1918).  £12,966;  New  Type  purchased,  £1,284;  1000  £1 
Shares  in  Loattuhire  Evfnvng  Neto  purehased  at  16s.  per  share, 
i750;Stockof  Paper.  Ink,  etc  (Deo.  31.  1918),  £9.872;  Motor  Vans, 
£«.600 ;  Directora'  Fees,  £800. 

Prepare  Trading  and  P.  and  L.  A/os  for  the  year  ended  Dec.  31, 
1019,  and  a  B/S  as  on  that  date,  taking  into  a/o  the  loHowing: 
(a)  Depreciation,  Hachinery  and  Plant  10%,  Monotype  Machines, 
16% ;  It)  £1,000  is  to  be  reserved  in  connection  with  ptflding  action 
1  or  Ubel ;  (c)  £120  paid  to  an  injnred  Workman  and  included  in  Printen' 
Wages  is  recoverable  from  an  Insurance  Co. ;  [d)  Bad  Debts  Reserve 
to  he  increaaed  to  equal  5%  on  Sundry  Drs. ;  (<)  Stock,  Paper,  Ink, 
etc,  Dec.  31,  1919.  was  £8,740.  On  the  same  date  Motor  Vans  were 
£6,800  and  Type,  Plates,  etc.,  £13,000 ;  (/)  £2,600  ol  "  Advertisement 
Receipts"  represent  imexpired  prepaid  advts.,  and  is  to  be  carried 
forward  to  next  year ;  [g)  Tbe  Loamehirt  Evfning  Ntwi  went  into 
liquidation  and  the  sbaies  are  to  be  written  off;  (A)  One-fifth  of  the 
Debenture  Discount  is  to  be  written  off :  (i)  No  entries  have  been  made 
in  the  books  in  re^>ect  of  12  mas.  Interest  at  6%  due  npm  the  calla 
Blade  in  advaocv. 
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CHAETBBED  INSTITUTE  OF  SECRETARIES. 
IKTBB.,  June  1920. 

(ilTofmon 
«.  5.  0.  1 
m/liabus.) 

(1)  Into  bow  many  Schedulea  ia  Income  Tax  diTided?  Select 
two.  and  briefly  describe  the  nature  of  the  Income  taxable  there- 

(2)  Explain  "  Fixed  "  and  "  Floating  "  Assets,  and  describe  the 
diaereoce,  if  any,  in  the  obligation  to  provide  tor  depreciation  in 
connection  with  them. 

(3)  M.  Ravary  keeps  his  books  by  "  Single  Entry."  As  on  Dec. 
31, 191S  and  1919  respectively  liia  Snancial  position  was  as  follows : — 

191  191 


Bull  Rccsinble  . 
SuDdrf  Di*.  . 
SundrrCn.  . 

^ntfl  DrawlDRi 

Prepare  a  statement  from  the  above  particulars,  showing  M. 
Ravary's  profit  for  the  year  ended  Dec.  31, 1919.  Ignore  Depreciation 
and  Beeerve. 

(4)  The  Batea  of  exchange  ruling  between  thia  country  and  foreign 
Statce  are  described  either  as  "  Stable  "  or  "  Fluctuating."  Describe 
what  this  means,  and  briefiy  describe  any  di&ereDces  necessary  in 
the  book-heeping  records  of  dealings  of  the  above  types  between 
V.  K.  and  foreign  countries. 

(G)  Clark  and  Dickson  are  partners  as  manofactorers  of  rubber 
heels  and  tyiea.  Profits  and  losses  aie  shared  as  follows :  Clark 
two-thirda;  Dickson  one.Chird.  The  following  T.  B.  was  extracted 
from  the  books  as  on  Dec.  31,  1BI9. 

Dr.  Btdartces.  Clark,  Drawings  A/c,  £850;  Dickson,  Drawings 
A/c,  £600;  Office  Satanes,  £1,986;  Machinery  and  Plant.  £l2,StO; 
Stock  (Dec  31,  1913),  £7,294;  Purchases,  £29,262;  Sales  Retunis, 
£321;  Manufacturing  Wages,  £12,314;  Travellers'  Salaries  and 
Commission,  £3,276;  Factory  Fuel  and  Lighting,  £428;  Office  Cod 
and  Lighting,  £28;  Interest  A/c  (Loan  on  Mortgage).  £425;  OfGoe 
Expenses,  £294;  Carriage  Inwards,  £431;  Carriage  Outwards,  £342; 
Freehold  Factory,  £12,750 ;  Office  Bent  and  Bates,  £271 ;  Factory 
Bates  and  Insurance,  £222;  Office  Furniture,  £500;  Machinery 
Repairs.  £398;  Royalties  paid  on  Patent  Tyre  Process,  £471;  Bad 
Debts,  £219;  Sundry  Drs.,  £6.284;  Cash  in  hand,  £327;  Cash  at 
Bank.  £2.273;  BUU  Receivable,  £1,786.     Total,  £86,192. 

Cr.  Balancfs.  Clark,  Cap.  A/o,  £16,000;  Dickson,  Cap.  A/o, 
£12,000 ;  Purchases  Returns,  £429 ;  Sales,  £57,214 ;  Loan  on  Mortg^es, 
£8,500;  Discount  A/c,  £78;  Bad  Debts  Beserve,  £250;  Sundry  Ctb., 
£1,721.     Tolrd,  £06,102. 

Prepare  Trading  and  P.  and  L.  A/cs  for  the  year  ended  Dec.  31, 
1919,  and  a  B/S  as  on  that  date,  taking  into  consideration  the  follow- 
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ing :  (a)  Partners  are  entitled  to  5%  Interest  on  Capital,  but  ni> 
interest  to  be  cbareed  on  drawings  i  {b)  Depreciation,  Plant  and 
Maehioery  10%,  Office  Fumitoce  5%  ;  Stock,  Dec.  31,  191B,  £8,721  f 
(d)  Proviaion  for  Bad  Debts  increaaed  Co  £400;  {e)  l)ick»on  to  be- 
credited  with  £500  aa  aalaiy  prior  to  division  of  profits ;  (/)  Machinery' 
and  Boiler  Insurance  Co.,  Ltd.,  is  liable  for  £240  (included  in 
"  Machinery  Repairs ")  repi««enting  the  cost  of  repairs  to  main 
engine  insored  with  Co. ;  [g)  As  on  Dec.  31,  1919,  tile  following  liabiti- 
dee  were  ontatuding :  Wages,  £321,  Salaries,  £92. 


CHARTERED  INSTITUTE  OF  SECRETARIES. 
FiKAL,  June  1920. 


(1)  The  Managing  Director  of  the  Co.  by  whom  you  are  empbyed 
asks  for  the  following  information  for  the  year  ended  Dec.  31,  1919  ; 
(a)  Amount  of  transfer  fees  reed,  during  the  year;  (i)  Total  no.  of 
shares  transferred  by  members  during  the  year ;  (c)  Dates  upon  which 
the  seal  of  Che  Co.  was  affixed  to  3  specified  documents ;  {d)  Particulars 
of  all  Balance  Certificates  issued  and  outstanding  at  the  close  of  the 
year.  Describe  how  you  would  proceed  to  collect  the  required 
information  from  the  fooks  and  records  of  the  Co. 

(2)  Owing  to  delay  in  furnishing  the  necessary  retufn,  the  Inspector 
of  Taxes  for  your  district  assesses  Co.  by  whom  you  are  employed  at 
£12,600,  an  amount  considerably  in  excess  of  your  estimate  of  the 
Co.'s  liability.  Describe  steps  you  would  take  to  obtain  an  equitable 
assessment.  (3)  How  are  the  profits  of  a  Life  Assurance  Co.  ascer- 
tained t  (4)  Describe  the  diSerences,  il  any,  in  the  meChod  of 
presenting  the  B/Ss  of  Co.'b  whose  accounts  are  kept :  (a)  On  the 
Single  A/c  System ;  fS)  On  the  Double  A/c  System. 

(5)  The  Perkins  Boot  Manufacturing  Co.,  Ltd.,  was  registered 
with  a  Norn.  Cap.  £100,000  (60.000  £1  Ord.  Shares  and  SO.OCO  £1 
7%  Cum.  ^»f.  Shares).  All  Pref.  Shares  were  issued,  subscribed  and 
fuUy  paid  up.  20,000  Ord.  Shares  were  issued  fully  paid  in  payment 
lor  the  goodwill  of  the  business  taken  over  by  the  iy>.  The  balance 
of  the  Ord.  Shares  wer«  offered  to  the  public,  and  fully  subscribed. 
Fifteen  shillings  per  share  was  called  and  paid  up,  except  6.^.  per 
share  on  t.CCO  shares,  which  remained  unpaid  as  on  Dec.  31.  IQ19. 
Two  hundred  £100  6%  DebenCures  were  issued  at  106  and  fully  paid 
up.  In  addition  to  the  A/cs  necessary  Co  record  Che  above  tranaacCions, 
the  following  Ledger  bsJances  were  extracted  from  the  books  as  on 
Dec.  31,  1919:  Machinery  and  Plant,  £1S.S40;  Prelim.  Expenses 
A/c,  £573;  Manufacturing  Wages,  £37,841;  Purchases,  £IB<J,742; 
Purchases  Returns,  £1,124;  Sales,  £260.836;  Sales  Returns,  £924; 
Staff  Pension  Fund,  £9,500;  Investments,  Staff  Pension  Fund, 
£9,495;  Advertising,  £3,750;  Factory  Fuel  and  Lighting,  £2,862; 
Machinery  Repairs,  £741;  Salaries  of  Factory  Managers,  £2.3CO; 
Salaries  of  Office  Staff,  £a,261 ;  Debenture  Interest,  £1,200;  Motor 
Lorries,  £2,800;  Petrol  and  Eunning  Expenses  of  Lorries,  £376; 
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£22,040  i  Sundry  Cra.,  £21,78* ;  Bad  Debts,  £724 :  Audit  Fee,  £120; 
Freehold  FaclocT  and  Office,  £38,600  j  Caste  at  Bant,  £9,990 ;  Cash  in 
hand,  £986;  Apprentices'  PremiumB  reed.,  £e50(  National -He^tli 
Inauraace  (Factory),  £378;  Travellere'  Salaries  and  Conunissioiu, 

Prapare  Manutactuiing  and  P.  and  L.  A/cs  for  the  year  ended 
Deo.  31,  1019,  and  a  B/S  aa  on  that  date,  taking  into  consideration 
the  following:  (o)  Depreciation,  Machinery  and  Kant  10%, 
Motor  Lorries,  16%,  Office  Furniture,  6%;  (6)  Wages  for  Mte  week, 
£738,  and  Salariefi  for  1  mo„  £275,  were  due  as  on  Dec.  31,  1019,  and 
had  not  been  passed  through  the  boots;  (c)  Vendors  were  liable  for 
one-third  Prelim.  Eipenses;  (rf)  Beeerve  for  Bad  Debts  to  be  created 
amounting  to  £1,400;  (e)  Stock,  Dec.  31,  1919,  £46,042;  (/)  On  Dec. 
28,  1919,  a  claim  for  £250  was  received  tor  non-delivery  of  goods 
within  the  contract  time.  The  Claim  is  admitted,  but  no  entrita  had 
been  made  in  the  books ;  [g)  A  contribution  of  £600  from  the  Profits 
to  the  Staff  Pension  Fund  ;  (*)  £5.000  to  be  carried  to  a  Reserve  A/o; 
(■)  £250  of  AppTCTitices'  Premiums  to  be  carried  forward  to  next 
year;  (j)  No  proTisiMi  is  to  be  rosde  in  A/os  for  the  dividend  due  on 
Pref.  Shares  for  the  year  ended  Dec.  31,  1919. 


LONDON  CHAMBER  OF  COMMERCE. 
SxNioB  CoMUBOciAi.  CBSTiTicaTX,  Ncventber  1011. 
[For  solntions  see  Key,  p.  412.] 
'    (1)  Are  Assursuce  Companiee  under  statntoiy  obligation  widt 
regard  to  their  annual  A/cs  t     Prepare,  from  the  figures  below,  the 
Revenue  A/c  of  the  East  Coast  Assurance  Co.,  Ltd.,  for  the  year 
ended  Dec.  31,  1910,  and  give  the  ajnoimt  of  the  Life  Assurance  Food 
at  that  dat« :   Amount  of  Life  Assce.  ENmd  at  beginning  of  year, 
£2,567,000;    airrwdetH,  £9,462;    Premiums,  £620,600;   ConBidem- 
tioa  for  Aimui ties  granted,  £38,450;   Bonuses  paid  in  (^h,  £7,480; 
Expenses  of  Management,  £18,750 ;  Interest  and  Dividends,  £1M,500; 
Income  Tax  paid  thereon,  S3J62;  Annuities  paid,  £21,640;   Com- 
missioo,  £10,700;   Fines  for  revival  of  Foliciee,  £120;   Claims  (by 
death),  £12,500.  (by  maturity},  £27,800;   Dividends  paid  to  Siaie. 
holders,  £10,450. 

(2)  lS«m  the  following  particukcs  make  up  Alfied  Tale's  letum 
for  Income  Tax  and  Super-tax  for  the  year  1911/12,  stating  tha 
amount  payable  in  each  case.  Income  from  Authorship ;  1008* 
£700;  11KI9,£900;  1910,£1,700.  He  poasesBes  £60,000  3i%  Colonial 
Stock,  and  £«0,000  Chinese  Govt.  ii%  Bonds.  He  is  jnsu>«d  witt 
the  Prudential  and  pays  a  premium  of  £160  p.  a.  His  wife  has  no 
income.  He  has  one  child  under  10  years  of  age.  (3)  Prepare 
A/cs  showing  the  history  of  the  following  investment  of  U.  BrunntT, 
Bought,  on  Aug.  3.  1909,  £1,100  Canadian  West.  Rly.  6%  Deb.  Stock 
@  86^%,  and  paid  £10  3«.  for  stamps,  commission,  etc.  Sold  the 
stock  on  April  29,  1910,  and  paiii  £11  1«.  Bxpensee.  Deb.  Int.ia 
payable  hali-yeally  on  April  1  and  Sept.  1,  lees  tax  (to  be  taken  % 
\e.  2d.  in  the  £).  (4)  Show  the  Journal  entries  for  the  following 
tiansactioa  :  The  Ravaiy  Printing  Machine  Co.,  Ltd.,  issued,  oa 
June  30,  1911,  100,000  Otd.  £1  Shares  at  a  premium  of  6».  per  stuue, 
payable  on  application.    The  shaiee  were  payable  ID*,  per  shaie 
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aa  npplioation  and  I5«.  on  allotitieiit.    The  Urne  ma  (ally  smb- 
BCTibed,  and  allotment  was  made  on  July  15,  lOtl. 

(5)  TIm  following  balances  were  extracted  from  the  books  of 
fi.  Francis,  Manafacturing  Stationer,  on  Bee.  31,  1910  ;  H.  Francis, 
Cap.  A/c.  £10,000 ;  Furniture  and  Fittings,  £342  In.  7<i.;  Land  uid 
Buitdinge,  £2,171  13«.  Id.;  Dra^dnge,  &120;  Cash  at  Bunk,  £212 
1&9.  U.i  Cash  in  hand,  £14  11«.  2d.;  Salen,  £18,767  li.  U.;  Sale* 
Returns,  £124  I4«.  lid.;  Carriage,  £346  Is.  Id.;  General  Expenses, 
£2412«.2ii.;  Hannfacturing  Wages,  £3,124  179.  2J. ;  Dia.  allowed, 
£263  12*,;  His.  received,  £1^7*.  9i.;  Bank  aiargea,et<;.,£7  8».8il.s 
Loan  from  Ed.  FraociB,  £1,000 ;  Office  Salaries,  £427  12s. ;  Purchases, 
£13,271  149.  ad.;  Purchases  Betums,  £97  1».  "Id.;  Stock,  Dec.  31, 
1909,  £4,017  2a.  Irf. ;  PUnt  and  Machineiv,  £1,442  12j.  Id.;  Keserse 
for  Bad  Debts.  £310  7«.  M.;  Sundrv  Ore.,  £1,242  14«.  lid.;  Manu- 
facturing Charts,  £271  12«.  Id.;  ^tea  and  Taxes,  £242  Oa..  Id.; 
Sundry  Dr^.,  £4.332  14s.  Ud. ;  Bad  Bebte,  £92  12^.  2d. ;  Insurance, 
£47  6s.  3d.;  Bills  Receivable,  £123  13s.  9d.  Prepare  Trading  and 
P.  and  L.  A/cs  for  the  year  ended  Dec.  31,  1910,  and  B/S  at  that 
dat«.  but  before  doing  so  take  into  consideration  the  following: 
(a)  Write  lO'io  Depreciation  ofi  I^nt  and  Machinery;  (5)  A  nev 
machine,  cost  £260,  was  put  down  in  Not.  IBIO,  but  was  not  paid 
for,  and  no  entries  were  put  through  the  books;  (c)  Write  10% 
Depreciation  ofl  Furniture  and  Fittings;  {d)  Stationery,  value  £47 
8^.  2d.,  taken  from  stock  during  the  year  and  used  in  the  business, 
tras  to  be  charged  out  but  had  not  been  recorded  in  the  books; 
(e)  Iikntease  Reserve  for  Bad  l^bts  to  £600 ;  (/)  Unex|Hred  Iniiurance 
on  Dec.  31,  1910,  amounted  to  £12  4^.  2<i;  [g)  £12  due  Dec.  31,  1910, 
forinterest  on  Loan  from  EA.  Francis  had  not  been  put  through  the 
books;  (t)  Stock  on  Dec.  31,  1910,  was  valued  at  £4,247  6s.  Od., and 
Bills  Heceirable  on  that  dat«  but  aot  yet  due,  value  £117,  bad  been 
discounted. 


LONDON  CH.UIBER  OF  COMMERCE. 

SeNIOB   AMD  TiLACHEBS'   DiPLOMA,   May    1912. 

[For  solutions  see  Key,  p.  416.] 

(1)  Prcpate,  in  statutory  form,  Revenue  Account  of  the  Minster 
Assurance  Co.,  Ltd.,  for  the  year  ended  Dec.  31,  1911,  from  the 
following  figures; — Claims;  By  death,  £70,140;  "By  maturity, 
£30,110.  Premiums,  £706,690;  Transfer  Fees,  £129;  donnideration 
for  Annuities  granted,  £82,127;  Armuities  paid,  £63,461 ;  Bonuses 
paid  in  Cash,  £2,416;  Expenses  of  Management,  £31,920;  Commis- 
sion, £9,674;  Interest,  Dividends  and  Rents,  £97,810 ;  Income  Tax 
thereon,  £6,710;  Surrenders.  £13,140;  Bonuses  in  reduction  of 
Premiums,  £9S0;  Dividends  paid  to  Shareholders,  £6,600;  Amount 
of  Life  Assutanee  Fund  at  the  beginning  of  the  year,  £1,521,000. 

(2)  The  Nom.  Cap.  of  the  Richmond  Co.,  Ltd.,  consists  of  100.000 
gharea  of  £1  ea.  These  were  issued  in  lOlO,  and  fully  caUod  up  in 
four  equal  instalments  of  6s.  each.  On  Feb.  12,  1911,  the  Directors 
passed  a  resolution  forfeiting  the  1,000  shares  held  by  W.  A.  Richard- 
son, the  final  instalment  due  thereon  not  having  been  paid.  On 
May  1,  1911,  the  1,000  forfeited  shares  were  issued,  as  fuUy  paid,  to 
Cttpt«in  Hayward  who  paid  £500  for  them.  Give  the  entries  necea- 
sary  to  record  these  transactions  in  the  Company's  books. 
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(3)  The  GeoTge  C.  Waud  Flaance  Corporation,  LW.,  hold  a  lam 

number  of  inveetmeDts.  EipUin  biie^  what  records  yoQ  itould 
advise  the  Company  to  heep  relative  to  these.  Give  pro  formA 
ruling  of  the  ledger  account  recommended  and  enter  therein  not  more 
than  Bii  items.  (4)  ntat  is  "Supor-fai"7  Upon  whom  is  it 
levied  T  On  what  basis  are  the  tmding  profits  of  a  partmerahip 
assessed  for  this  tax  ! 

(5)  The  A.  R.  Waddell  Co.,  LM.,  formed  to  potchaee  a  maim- 
facturing  business,  was  registered  on  Jan.  1,  1911,  with  a  Norn. 
Oip.  of  £100,<X)0,  divided  into  10,000  Ord.  Shares  of  £10  ea.  With 
the  undermentioned  exception,  these  shares  were  offered  to  IJie 
.public,  7,500  being  subscribed  and  allotted.  As  part  purchase  price 
■of  the  businesa,  600  shares  were  allotted  as  fully  paid  to  the  vendoT. 
The  shares  issaed  Ui  the  public  were  payable  ;  £2  10«.  per  share  on 
application,  £2  10«.  on  allotment,  £2  10«.  on  March  31,  1911,  and  the 
balance  as  and  when  required.  The  final  balance  bad  not  been  called 
np  on  Dec.  31,  IDll.  In  addition  to  the  balance  of  the  Cap.  A/c,  the 
followins  balances  appeared  in  the  Company's  books  on  Dec.  31, 
1911;  Claries,  £3,060;  Manufacturing  Wages,  £22,421 ;  General 
Expenses,  £941;  Stock  (Jan.  I,  1911),  £10,210;  Rents  received, 
£300;  Resen'e  for  Deprecation  of  Buildings,  £3,000;  Carriage, 
X6,119;  Sundry  Drs.,  £16,342;  Sundry  Cm.,  £fl,124;  Rates,  Taie« 
and  Insarance,  £2,400 ;  5%  Debs.,  £5,000;  Deb.  Interest  (from  date 
ofissuetoJuneSO,  ieil),£107;  Purchases.  £102,561 ;  Sales,£142,412; 
Calls  in  arrear,  £250 ;  Repairs  and  Renewals,  £1,027 ;  Freehold  Land 
and  Buildings,  £26,000;  Hcserre  for  Bad  Debts,  £250;  Goodwill, 
£10,000;  Purehases^-Eetnma,  £4,001;  Salee— Returns,  £4,759; 
Bills  Pavable,  £962;  Alterations  and  Improvements,  £2,506; 
^dveitising,  £2,793;  Directors'  Fees,  £760;  Legal  Expenses,  £61; 
Preliminary  Expenses,  £447 ;  Plant,  Machinery  and  Fixtures,  £9,610  ; 
Lighting  and  Heating,  £766;  Discount  A^  |Dr,  balance),  £1.174; 
TtaveUers'  Expenses  and  Commiesion,  £«47 ;  Bank  Overdraft, £1,789; 
Cosh  in  hand,  £19S.  Prepare  Trading'  and  P.  and  L.  A/cs  for 
the  year  ended  Dec.  31,  1911,  and  B^  as  on  that  date.  State 
briefly  what  conclusions  the  accounts  of  the  Company  would  lead  yon 
todraw.  Before  preparing  the  accounts,  take  tlie  followinp;  matteM 
into  consideration :  (a )  Write  10%  Depreciation  ofi  Plant  and 
Machinery;  (t)  Increase  Reserve  for  Sad  Debts  to  £5C0;  (c)  Can; 
forward  £50,  loBuraace  paid  in  advance;  (d)  The  amount  epent 
upon  Alterations  and  ImproTemenU  is  to  be  written  ofi  by  equal 
instalments  over  a  period  of  6  years  ending  Dec.  31,  1916;  (e)  Write 
«ff  the  whole  of  the  Prelimiiiary  Expenses;  (/)  Stock  in  bond  on 
Sec.  31,  1911,  was  valued  at  £12,347. 

(6)  Are  the  published  accounts  of  Gas  Companies  subject  to  any 
-statutoij  regulations  T  Give  rulings  you  recommend  for  any  two 
of  the  piincipal  books  employed  by  Gas  Companies,  and  briefly 
describe  their  uses.  (7)  Pernet  Duchcr  &  Co.,  Ltd.,  l>ondon,  have 
a  branch  office  in  a  South  American  Republic,  where  the  exchange 
fluctuations  ere  considerable.  The  boots  erf  the  branch  are  kept 
in  IocaI  currency  only,  and,  at  the  close  of  each  financial  year,  a 
T.  B.,  P.  and  L.  A/c,  and  B/S  are  sent  to  the  London  Office.  Briefly 
describe  how  you  would  amalgamate  the  branch  figures  with  those 
of  the  Head  Office.  At  what  rates  would  you  convert  (a)  The  P. 
and  L.  A/c  balance,  (b)  Floating  Assets,  (c)  Hxed  Aseete,  and  {<!) 
Beoiitlances  from  LiDndon  t 
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LONDON  CHAMBER  OF  COMMERCE. 

Sbniob  Commbbcial  Certificate,  November  1912. 

[For  solutions  see  Key,  p.  416.] 

(1)  Diflerentidte  between  the  terma  "Double  Aocoimt  System" 
and  "  Doable  Entry  System."  In  what  classes  of  undertaking  is 
tbe  former  system  used  ? 

(2)  The  busineeees  of  Norman  Brown  and  Saxon  Green  ireie  amal- 
gamatcd  under  the  style  of  "  Brown  and  Green  "  on  Mar.  1,  IBll. 
1'he  P.  and  L.  A/c  below  shows  the  result  of  the  first  year's  trading 
of  the  partnership  ; — 

£.     :d.  £     t-d. 

B>1iri«(lnc]ndIiig4MW  B;  QrcMg  PreDt .  .  S.OOn    0    0 

)«ldtOMCh  Partner) .  1,300    5    0         „  Intemt  od  Conaoli      .        8S  17    4 


By  B»l»iice  brooghl  down  £1,S98  7».  3d. 

''  The  P.  and  L.  A/c  bolances  (after  adjustment  for  Income  Tax 
jmrposes)  of  the  individual  finns  for  tbe  tjiiee  preceding  years,  were 
as  follows : — 

For  the  vear ended  Uar.  I,  1009,  Brown  Profit  TeOj  Green  Profit40. 
.,  „         1910,        „         „       940;        „       „     50. 

„  „    ■      1911.        „        „    1.010;        „     Loss  20. 

Prepare  the  firm's  Income  Tax  Return  for  1912/13,  ignoring  tbe 
question  of  the  division  of  profit*.  An  allowance  of  7J%  for-weat 
and  tear  of  Machinery  had  been  agreed  with  the  Survevor. 

(3)  Rule  fonn  of  Cash  Book  required  in  a  business  where  a  General 
Ledger,  two  Bought  Ledgers  and  two  Sold  Ledgers  are  in  use,  the 
Ledgers  being  "  eelf- balancing."  Explain  brie^  how  you  would 
carry  out  the  principles  of  "  self-lalancing  "  ledgers  in  connection 
with  this  Cash  Book.  (4)  The  Blakewell  Manufactarina  Company, 
Ltd.,  issued  £10,000  Debentures  at  5%  discount.  Underwriting 
costs,  etc.,  were  2j%  on  the  issue.  Show  these  transactions  in  the 
books  of  the  Company  and  in  the  Company's  B/S,  assuming  that 
neither  discount  on  the  issue  nor  underwriting  costs,  etc,,  had  been 
written  od  on  the  date  when  the  B/S  was  prepared. 

(5)  J.  Skinner  and  H.  !F\iIler  are  partners  as  Wholesale  Orocera. 
The  balances  of  their  Cap.  A/cs  were  equal  as  on  Dec.  31, 1911.  In 
addition  to  tbe  balances  of  the  Cap.  A/cs,  the  following  balances 
appeared  in  the  books:  J.  Skinner  {Dtawings  A/o),  £971  10s.; 
H.  Fuller  (Drawings  A/c),  £S42  12».6d.;  Office  ^htries,  £979  Tj.  6d. ; 
General  Expenses.  £174  I9«.  Td. ;  Factory  and  Warohouse  Wages, 
£2,3S617s.  id.;  Bates,  Taxes  and  Insurance,  £470  44.  lOi.;  Repaiia 
and  Renewals,  £142  3i.;  Manufacturing  Expenses.  £371  I2e.  44.; 
Legal  Eipenses  and  Audit  Fee,  £67  2«. ;  Travellers'  Expenses  and 
ConunJBsion,  £M7  Os.  Id.;   Advertising,  £12,1^7  4t.  2d.;   Discount 


D,£,,t,7P-hy  Google 


918       BOOK-KEEPING  AND  ACCOUNTS 

Account  (Dr.  tnl.),  £124  l&a.  id.;  Sundry  Dra.,  £7.082  Ua.  id.; 
Sundry  Cm.,  £3,641  12^.  2d.;  Purchases,  £10,724  12s.  Hd.;  Sales, 
£28,990  Ifej  Rents  neoeivcxi,  £76;  Carriage  Inwards,  £374  3s.  3i.; 
Carriage  Outwards,  £637  4s.  Id.;  Plant,  Machinery  and  FilSiDres, 
£1.489  fis.  U. ;  Freehold  Land  and  BuildWc.  £6,237  16a. ;  Stock  in 
hand  (Dec.  31.  1910),  £7,047  iU.  4d. ;  Postage  and  Stationery. 
£243 14s.  111.  1  Bad  Debts  written  ofi,  £141 9a.  id. ;  Puicbasee  BeturuB, 
£3514«.6<i.;  Sales  Returns.  £1 .240  6s. ;  Cash  at  Bank,£1.110  19«.£ 
Oaeh  in  luuid.  £112  12s.  Id.  Prepare  Trading  and  P.  and  L.  A/cs 
for  the  year  ended  Dec.  31,  1911,  and  B/S  on  tJiat  date,  but  befor» 
doii^  so  take  tbe  ioUowing  into  cousideratioa :  (a)  Write  10% 
Depreciation  ofi  Plant,  Machinery  and  Fixtures;  (i)  J.  Skinner 
withdrew  Capital,  £1,000,  on  June  30,  1911;  (c)  Create  Reserve 
for  Bad  and  Doubtful  Debts  of  2i%  on  the  Debtors;  (d)  C3ia^e 
Interest  on  Capital  (but  not  on  Brawings)  at  5%  p.  a;  (e)  Carry 
forward  uneipired  Insurance  and  Rates,  £18  8«.  2d.  and  £24  7b.  6«(. 
respectively ;  (/]  Charge  against  P.  and  L.  A/c  for  advertising  20% 
on  ttie  net  sales,  and  carry  forward  the  balance  of  the  Advertising 
A/c  ;  (g)  Losses  are  to  be  borne  equally,  bat  profits  are  to  be  divided 
as  follows  :  two-fifths  to  J.  Skinner,  two-fifths  to  H.  Fuller,  one- 
fifth  to  be  set  aside  for  division  amongst  employees;  (A)  Stock  in 
hand  on.Dec.  31,  1911,  was  agreed  at' £^964  I2s.  2d. 

LOKDON  CHAMBER  OF  COMMERCE. 

Senior  ajid  Te.\cbei(s'  DiPLoau,  May  1913- 
[For  solutions  see  Key,  p.  421.] 

(1)  The  Northern  Colliery  Co.,  Ltd.,  leased  a  Coal  Mine  for  20 
yeais  from  Jan.  1,  1906,  paying  6d.  per  ton  royalty  on  output,  with 
a  minimum  rent  of  £400  p.  a.,  and  power  to  recoup  short-workings 
over  the  first  6  years  of  the  lease.  Show  Royalty,  Short-workings. 
and  lAndlord's  AIca,  assuming  annual  output,  in  tons,  for  the  fiiBt 
6  years  to  be  as  follows ;  1906. 10,000;  1907. 16.000;  1908, 17,000; 
1909,18,000;   1910.20,000. 

(2)  On  Jan.  1,  1912,  a  Company  was  formed  to  acquire  Albert 
Durand's  basiuess.  The  Nom.  Cap.  vras  £20,000  divided  into  lO.ODO 
£1  Ord.  Shares,  and  1,000  6%  Pref.  Shares  of  £10  ea.  6,000  Ord., 
and  600  Pref.  Shares  were  sliott«d  fully  paid  to  the  vendor,  and  on 
Jan.  B,  1912,  the  balance  of  the  Ord.  Shares  was  issoed  to  tiie  publio 
at  a  premium  of  6s.  per  share,  of  which  76%  was  applied  for  and 
allotted,  the  terms  l^ing  lOj.  per  share  (including  preminm]  on 
application,  T«.  6(1.  per  share  on  allotment,  and  the  balance  on 
Mar.  31.  1912,  Allotment  was  mode  on  Jan.  12.  Ail  application 
and  allotment  monies  were  paid  except  that  due  on  the  allotment 
of  600  shares  to  Victor  Vcrdier,  Theee  shares  were  forfeited  bv. 
the  Directors  on  Mar.  16,  1912,  and  re-issued  on  Iifar.  22  to  Hugh 
Dickson  on  his  paying  tbe  amount  due  on  the  shares.  Show  these 
tnuisactions  as  they  would  appear  in  the  Company's  books,  assuming 
the  call  due  Mar.  31,  1912  naa  been  made,  but  no  cash  in  respect 
of  it  has  been  received. 

(3)  What  do  you  jindeistaod  by  a  Preliminary  EzpenseB  A/c  T 
What  expenses  are  commcmly  charged  to  this  A/c,  and  why  T  (4) 
What  benefit  accniea  to  a  consignar  by  drawing  upon  hii  cotuignM 
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■againaC  tlie  coneigmueiit !     Sbow  by  pro  Jormd  entnea  hov  the 
conaigDor  tra&te  such  a  bill  in  his  bookB. 

(5)  A  Patent  Medicin«  Company  nas  foniMd  in  Ji^  1,  IftU.  irith 
A  Norn.  Cap.  of  ifiO.OOO,  divided  iitto  £1  ^KLiet.  die  aharee  vere 
offered,  and  3S,00e  were  applied  for  and  allotted  to  the  pnhlic.  On 
June  30,  1912,  158.  per  ehare  had'  been  called  and  paid,  except  St. 
per  ehaie  cm  400  shares.  In  addition  to  the  balaueee  reptt«en(ed  hy 
the  fongoiiig,  the  following  appeared  in  the  CompBny'B  books  on 
June  30,  1912:  C^h  at  Baiik,  £3,622  1T«.  «d.;  Cash  in  hand, 
£96  i».  Id.;  Sales,  £22.917  Is.  4d.;  Sales  Retuma,  £429  2a.  2d..; 
Inaursnce  and  Revenue  Stamps,  £647  9^.  Id.;  Int.  on  tempoiaiy 
Bank  Deposit,  £14  la. ;  Plant  and  Machinery,  £9,673  10a. ;  Fiiturae 
and  Fittings,  £976  6«.  Sd.;  Manufacturing  Wages,  £8,610  is.  Id.; 
Advertising,  £14.306  lOe.  M.;  Salaries,  £942;  Carriage  Inwarda, 
£411;  .19«.  lOfl. ;  Otrri^e  Ontwards,  £641  2«.  9d. ;  General  Expenses, 
£216  4s.  ed.;  Purchasae,  £6,428  13s.  id.;  Puichaeee  BetDnis,  £314 
6s.  2d. ;  Rent,  Rates  and  Tasee,  £614  10s.  lOd. ;  Lifting  and  Heat 
ing,  £97  16s.  7d.;  Sandry  Dra.,  £6,414  14s.  Irf. ;  Sundry  Crs^  £2,143: 
14«.3rf.;  Bills  livable,  £612 6«.;  Preliminary  EspenseK,  £207  6«.  Id.; 
Discount  A/o  balance,  £92  7s.!  Directors'  Fees,  £150;  E'ectrio 
Power,  £949  19s.  lid.  Prepare  Trading  and  P.  and  I.  A/cs  for  the 
year  ended  June  30,  1912,  and  B/S  at  that  date,  after  taking  into 
aonsideratiion  the  following  :  («)  Write  10%  Depredation  ofi  Plant 
And  Uaohinen',  and  (b)  5%  off  Fixtures  and  Fittinf^;  {c)  Create 
Reserve  for  Bid  and  Doubtful  Debts^  2^%  on  Sundry  Drs.;  (d) 
Write  off  all  Preliminary  Expenses,  and  (e)  Adveria^g  by  equal 
Annual  inatalmente  over  three  yeais  ending  June  30,  1914 ;  (/)  The 
Manaser  is  entitled  to  5%  Commn.  on  net  profile  after  charging  this 
-Commn.  and  all  other  oharges  And  appropriations  of  profits  except 
dividends;  (e;}  Unexpired  Rates  and  Insurance  on  June  30,  1912, 
-were  £39  4s.  Id.  and  £47  2s.  respeotiivety;  (A)  Stock  at  June  30, 
191S=  £3,942  Is.  lOd. 

(6)  State  briefly  any  defects  presented  by  the  Double  Account 
System  of  accounting.  (7)  A  London  manufacturing  Company  has  a 
branch  in  S.  America  where  the  local  currency  constantly  flHCtuates 
in  value.  Give  concise  iiiBtructiona  to  llhe  Lraidon  ijoob-keeper  ho« 
the  A/cs  between  London  and  S.  America  are  to  be  kept  and  adjusted. 

LONDON  CHAMBER  OF  COMMERCE. 

SEDTOB  COMMBRCI.U,   CeKTIFICATE   ASD  TKACHEBe'    DifLOMA, 

November  1913. 
[For  solutions  see  K«r^,  p.  426.] 

.n  a  hnsinesa,  agieed 
n  Jnne  30,  1913,  v4ien  the 
B/S  was  as  follows  :—£ia6i7i(ies :  T.  Landrv,  Cap.  A/e,  £3,000; 
R.  Lambert,  Cap  A/c,  £700;  Sundry  Crs.,  £2,S00.  Aisfta:  Sundry 
Assets,  £5,150;  Coah,  £850.  The  e^enaes  of  realization,  paid  in 
cash,  -were  £271),  and  the  Sundry  Assets  produced  £3,920.  Show 
iutly  the  result  of  the  realization,  concluded  on  Aug.  16.  1913.  £ty 
the  parinership  articles  any  deficiency  in  the  Cap.  A/c  of  either  is 
ftt  once  to  be  made  good  in  cash.  (2)  On  Jan.  1. 1913,  Jackson  &  Co. 
.accept  W.  Gronfs  bill  drawn  at  3  m/d  for  £600.  On  Feb.  1, 1-913, 
Orant  negotiates  the  bill  to  Bobinson's,  Ltd.,  who  at  once  discount 
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Hat4%p.  a.  The  bill U dUfaoiionied  but,  l^iiistructioii.noclutrgCA 
were  incurrad.  The  drawee  then  gives  a  new  bill  for  the  original 
amount  plus  t%,  payable  I  m/d.  fihow  theae  transactiona  in  ths 
books  oC  each  of  tbe  parties  to  these  bills.  (3)  What  la  meant  hf 
Debenture  issued  at  a  discount  T  Give  an  example,  illustrating 
howyou  would  show  such  debentures  in  aCoiopsny's  B/8.  (4)  What 
details  muEt  be  obtained  and  grouped  together  in  a  Cost  Sheet  to 
arrive  at  the  total  cost  of  manufacture  of  any  STticle  I  lUnHtmte 
TOur  answer  by  ^ving  a  Cost  Sheet  adapted  to  any  manufacturing 
basinesa  with  which  you  are  familiar. 

(5)  On  Jan.  I,  1912,  t^e  X.  Y.  Z.  Co.,  Ltd.,  was  formed  with  a. 
Norn.  Cap.  of  £110,000,  divided  into  100,000  £1  Ord.  Shares,  and 
1,000  £10  8^0  Pref.  Shares.  The  shares  were  offered,  05,800  Ord. 
^taree,  uid  all  the  Pref.  Shares  being  applied  for  and  allotted.  On 
Dec.  31,  1912,  \2e.  M.  per  share  had  been  called  up  on  the  Ord. 
Shares,  being  &i.  on  application,  6s.  on  allotment,  and  2«.  6d.  on  first 
call  made.  Mar.  I,  1912.  Except  7).  ed.  per  share  on  800  shares 
the  amount  called  up  hod  been  paid,  and  these  were  forfeited  by  thn 
IHrectors  on  April  1,  1912.  The  Pref.  Shates  were  fully  paid.  In 
July,  interim  dividends  were  paid  of  td.  per  share  on  the  Onl.  Shares 
and  4%  on  the  Pref.  Shares.  Ignore  tlie  question  of  Income  Tax 
in  connection  with  these  dividends.  In  addition  to  the  balances  of 
the  above  tiansactions,  the  following  appeared  in  the  Company's 
books  on  Dec.  31,  1012  :  Bent,  Batee,  Taxes  and  Insurance,  £2,29& 
6«.9f£.;  Dis.  A/c  (Cr.bal.},£C»4«.  l<i.;  Salaries,  £2,800;  Directora' 
Fees.  £260;  Sundry  Crs..  £4,899  0*.  7i.;  Bills  Receivable,  £422 
6».  ^d. ;  Bepairs,  £472  17*. ;  Advertising,  £9,680 ;  Int.  poid  on  Mort- 
gage to  Dec.  31,  1912,  £112  lOs. ;  Freehold  and  Leasehold  Property. 
£26,267 ;  OfBce  Expenses,  £1,644  2<.  M. ;  GoodwiU,  £14,000 ;  Prelim. 
Expenses,  £411  IGa.-,  Bad  Debts,  £329  6*.  M.;  Sales,  £93,120  16«. 
lid.;  Sales  Eetums,  £1,610  lie.  4d.;  Purchases,  £67,954  12«.  Ilrf.: 
Purchases  Betums,  £1,926  8«.  id.;  Plant  and  Machineiv,  £6,721 
I&1.  Id.  i  Furniture  ai:d  Fittings,  £2,978  I3«.  id. ;  Factory  Expensea 
£247  14s.  &d.;  Mortgage  {i\%)  on  Company's  Freehold  Property, 
£6,000;  Transfer  Fees,  £1  7s.  Od. ;  Carriage,  £1,202  ?«.  M,.;  Manu- 
facturing Wages.  £11.222  Is.  Id.;  Sundry  Dre.,  £20,293  !&.  U.t 
Lighting  and  Heating,  £115  15s. ;  Factory  Fuel  and  Power,  £247 
4s.  lid.;  Cash  at  Bank,  £1,547  144.  lOd.;  Cash  in  hand,  £95  12s.  M. 
Prepare  Trading  and  P.  and  L.  A/cs  for  year  ended  Dec.  31,  1912, 
and  B/S  on  that  date,  after  taking  into  cousideration  the  following : 
(a)  Unexpired  Bates  and  Insunuice  were  £127  Is.  Sd. ;  (6)  Write 
off  all  Preliminary  Expenfes.  £2.000  ofi  Leasehold  Properly,  10% 
Depreciation  ofl  Plant  and  Hacbineiy.  and  6%  o3  I^imitura  and 
fittings ;  (c)  Carry  forward  two-thirds  of  the  Ad  vertisins  expenditure ; 
{d)  Create  Beserve  for  Bad  Debts  •■6°i,  on  Drs.;  (e)  Stock,  Dec  3U 
1912=  £11,168  16s.  %d. 

(6)  What  is  meant  by  the  expression  "Reduction  of  CaiHtal"T 
In  what  circumstances  is  this  procedure  fallowed,  and  whyt  (7) 
Rule  form  of  a  Water  Company's  Consumers'  Columnar  Ledger. 
Enter  six  entries  and  explain  the  advantages  of  such  a  ledger  as 
compared  with  the  ordinary  bind. 
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LONDON  CHAMBER  OF  COMMERCE. 

Skniok  Cohmsrcial  Certificate  amd  Tbachbbs'  Difloiu, 

May,  1914. 

[For'solutions  see  Key,  p.  430.] 

(1)  Abel  C3uit«iiay's  P.  and  L.  A/c,  aa  agreed  witb  the  Snrv»or 

ttl  Taxes,  gave  the  following  reaults  :    10D9,  Profit ,  £9,600 ;    1910, 

Loiu,£610;  1911,  Profit,  £10,320.    Apartfrom  theatwve.Chatenay'a 

grosB  iDcome  for  the  year  preceding   asseasment  was  ;   Dividends 

and   Intereat  (gross),  £1,200;    Director's  Fees,  £600;    Renta  from 

House    Property,   £900;    Wife's   InconiB,   £500.    His   Life   Asace. 

premium  was  £180  p.  »■     Prepare  Chalenay's  return  for  Super-tar 

for  the  year  1913/14.     (2)  The  income  of  the  N.E.  Rubber  Trust, 

Ltd.,  ia  derived  from  inveatments  in  rubber  and  other  Companies. 

Design  a  ledger  suitable  foe  recording  the  Company's  investments 

and  make  three  specimen  entries  therein.     (3)  The  P.  and  L.  A^o 

of  Soleil  d'Or,  Ltd.,  prior  to  payment  of  debenture  interest  for  the 

half-year  to  Dec.  31. 1913,  diaclosed  a  profit  of  £12,8C0  aa  on  Dec.  31, 

.1913.     Paid-up  Capital  of  the  Company  was  £100,000,  dividal  into 

60,000  £1  6%  Pref-  Sharea.and  60,000  £1  Ord-  Sharea.    There  were 

Directors'  recommenda- 

ks  follows:  (a)  Payhalf- 

ebs;  (h)  Ftiy  the  Pref. 

lideod  for  the  half  .year  to  Dec.  31, 1913 ;  (c)  Pay  a  dividend  of  10% 


year's  interest  due  Dec.  31,  1913,  on  the  Debs;  (h)  Ftiy  the  Pref. 
dividend  for  the  half  .year  to  Dec.  31, 1913 ;  (c)  Pay  a  dividend  of  10% 
on  the  Ord.  Sharea  for  the  year  ended  Dec-  31,  1913,  free  of  Income 


e  year  ei 
Tax;  (d)  Transfer  £5,000  to  Reserve, making  that  A/c  £16,000  ir 
{«)  Cany  forward  balance  to  next  year.     Show  the  entries  required 
to  record  these  transactions  in  the  Company'a  books. 

On  Jan.  1,  1913,  a  Company  was  formed  to  take  over  J.  Brown 
4  Co's  business.  The  Noin.  Cap.  was  flO,0<)0  £1  Shares.  The  vendors 
received  10,000  shares  fully  paid,  in  part  payment  of  the  Assets,  and 
the  reminder  wore  offered  to  the  public,  34,000  being  applied  for 
and  allotted.  By  Dec.  31,  1913.  lie.  ei.  per  share  had  been  called 
up  and  paid  except  that  2«.  6<J.  per  share  on  280  sharee  was  unpaid, 
and  400  ahares  bad  been  paid  up  in  full-  In  addition  to  the  balances 
represented  by  the  foregoing,  the  following  balances  appeared  in  the 
Company 'a  books  on  Dec.  31,  1913:  Cash  in  hand,  £79  %s.  Id.; 
Cash  at  Bank,  £2,106  4».  M,;  Stock,  Jan.  t,  1913.  £4,005  Os.  U.; 
Sales,  £21,845  9s.;  PurchaBes,£10,S4IllJ- 9if. ;  Rates  and  Insurance. 
£628  0^.  M.;  I^nt  and  Machinery,  £6,793  10«.;  Fixtures  and 
Fittings,  £769  8^.  Id.;  Manufacturing  Wages,  £4,180  2^.  M.;  Bad 
Debts,  £218  7«.  fli-;  Freehold  Prenuaes,  £17,000;  Ehiaries.  £692; 
Rtctory  Power,  £8S  7».  id. ;  Lighting,  £120  Sa. ;  Travelleis'  Salaries 
and  Eicpensea,  £1,860  4s-  3d.;  Carriage  Outwards,  £1,441  19s.  9d,; 
Goodwill,  £5,000;  General  Expenses,  £297  14^.  Ifl. ;  Returns  Inwards, 
£413  2a.  6d.;  Returns  Outwards,  £214  U.  M.;  Sundry  Drs..  £5,314 
84.  »d.;  Sundry  Cre.,  £1,783  4a.  dd.t  Preliminary  Expenses.  £389 
7«.  6:1. ;  Dis.  A/c  (excess  of  dis.  allowed  over  dis.  received),  £1,467 
is.  lid.  Prepare  Trading  and  P.  and  L.  A/cs  for  the  year  ended 
Dec-  31,  1913,  and  B/S  on  that  date,  after  taking  into  consideration 
the  following  ;  (o )  Write  10%  Depreciation  off  F&nt  and  Machinery, 
S%  oS  Fixtures  and  Fittings,  and  £100  off  Preliminary  Expenses; 
(5)  Reserve  £250  for  Directors'  Fees,  and  2^%  on  Sundry  Drs.  for 
Bad  and  Doubtful  Debta;    (c)  Cha^e  Vendors  with  £34  Ba.  Id., 
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being  bod  debts  on  Sundry  Drs.,  guaranteed  In'  tbem;  (d)  Bates 
owing,  £36  8«.,  IiuanaiceB  paid  in  advance,  £43  S«.  td.;  (e)  Stock 
at  Dec.  31,  1913  =  £5.613  10>.  %d. 

(0)  Tbe  Dr.  and  Cr.  Sidea  of  the  B/B  of  Limited  CompanieB  am 
often  headed  Liabilities  and  Assets  lespectiyel;.  Have  you  any 
objection  to  this  pmctice  F  Is  l^re  any  obligation  to  provide  for 
woale  that  may  occur  in  the  fiied  or  floating"  assets  of  a  Limited 
Compajiy  !  U  bo,  how  ehouid  it  be  d(«tt-with  T  (7)  Give  Form  of 
a  Valuation  B/8  of  an  InHirance  Compi  ■"•..-..  .  ■  .  - 
sndi  a  B/S  wid  when  is  it  usually  ptcfer 

LONDON  CHAMBER  OF  COMMERCE. 
8m«~iOK  AND  Tbachebs'  Difloma,  May  1919. 

(1)  On  Jan.  1.  1»I6.  W.  A.  Richardson  leased  a  Coal  Mine  from 
A.  CJiat«nay  for  21  years,  at  a  dead  rent  of  £l,tKiO  p.  a.,  melsii^ 
into  a  royalty  of  Is.  per  ton,  with  power  to  recoup  Bhort-workmge 
during  the  first  throe  years  of  lie  lease.  Tonnage  raised  was  as 
follows:  1916,  12,800  toi^;  I»17,  19.800  ttms;  1918.  29, WO  tons. 
Up  to  Dec.  31,  1918,  Richardson  made  only  two  payments  on  A/c, 
-vis.  ■.  Jan.  1917,  £1,000;  Jon.  1918,  £800.  Prepaie  the  acconnte  in 
W.  A.  Richardson's  books,  showing  the  portion  as  on  Dee.  31,  1018. 

(2 )  Select  a  busiuees  in  which  the  use  of  the  Slip  SystetB  of  ledgw 
posting  is  advontaigeous.  and  briefly  describe  how  t^e  system  would 
be  operated.  (3)  What  is  a  "  Cost  Sheet  "  ?  Select  a  DusinesR,  and 
sutmit  a  pro  forind  cost  sheet  for  the  information  of  liie  [vopnetor. 
(4)  What  is  the  difFerence  between  a  Cumulative  and  a  Non-Cumula- 
tive Pief.  Bhale  I  Doea  this  difieienoe  afiect  the  annual  accounts  in 
any  way  ? 

(5)  J.  B.  Clark,  Cigarette  Manufacturer,  ofrreed  to  take  his  manage^ 
L.  HiUingdon,  into  partnership  on  Jan.  1,  I6l8.  The  following  teims 
were  agreed  :  (a)  A  Goodwill  A/c  of  £10,000  was  to  be  created, 
and  a  similar  amount  credited  to  J.  B.  Clark;  (b)  L.  HHIingdoD 
was  to  have  a  salary  of  £400  p.  a.,  payable  monthly;  (c)  Twelve 
monthly  dcawings  on  a/c  of  profits  were  to  be  made  b^'  the  Partners, 
i.e.,  J.  B.  <3arE  £60  per  month,  L.  Hillingdon,  ££0  per  mondi; 
fd)  I^fits  and  Losses  were  to  be  shared  as  follows  ;  J.  B.  Qark, 
two.tturds,  L.  Hillingdoo,  one. third;  (f)  L,  Hillingdon  was  to  pay  in 
£2,000  as  his  capital  in  the  business  on  Jan.  1.  1919.  Assume  that. 
as  on  Dec.  31.  1918,  all  entries  and  payments  arisii^  out  of  the  terms 
of  the  agreement  had  bcCTi  carried  out.  In  addition  to  the  accounts 
neceesary  for  the  record  of  the  above,  the  following  balances  wer« 
extiacted  from  the  books  of  the  firm  as  on  Dec,  31,  1918 :  J.  B. 
Clark,  Cap.  A/c.  Dec.  31.  191T,  £2O.OC0;  Hant  and  Machineiy, 
£17,800;  Fixtiirosand  Fittings,  £2,400;  Rent  and  Rates  of  Factory, 
£050;  Lighting  (Factory  £120,  Ol&e  £24),  £144;  License  and 
Insurance  (Factory  £300,  Office  £72).  £372;  B«nt  and  Bates  of 
OfGce,  £270;  Faetoiy  Expenses,  £571 ;  Factory  Power,  £494;  0£Bc» 
Expenses,  £124;  Sales.  Qgaietten,  £151,86£;  Salee,  Shorts  and 
Sundries,  £2,2S4;  Sales  Returns,  Ogaicttes,  £321;  Sales  BetuniB, 
Shorts  and  Sundries,  £l24;  Purchases,  Tobacco.  £76,294 :  Pufcheses, 
Sundries,  £2,421;  Purchases,  Returns.  Tobacco,  £1,821 ;  Purchases, 
Betnms,  Sundries,  jfI06;  Office  Salaries,  £1,694;  Factory  Wages, 
£8,751;  Packing  Eipen?eB.  £1,792;  Carriage  [Inwards  £821,  Out- 
wards £940),  £1,761;    Travellers'  Salaries  and   Expenses,  £2,871; 
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Adv«rti9iiig.  £ff,OIXI;  SCock  (Dee.  31,  1917),  £16,841;  Sundc?  Cn., 
£4,682;  Stmdry  J}a.,  £22,640;  Leciwhold  Fftctorv,  £10,000;  Cash 
at  Bank,  17^40;  Cuh  in  hand,  £1,070.  Prepue  Tiuliiig  tod 
P.  md  L.  A/es  for  the  year  ended  Dec.  31,  IBIS,  and  B/Suon  thai; 
date.  Before  doing  eo  make  the  following  adjurtmenW  :  (a)  Writo 
10%  Dopreciatioii off  Maciiinei? and  I1ant,and  10% off  KAaieeaad 
Fittings;  {b)  Kessrve  6%  on  Sundrr  Debtors  (or  Bad  D«bte;  (c) 
Reserre  6%  of  the  net  proStii  for  eliBtributi<xi  as  a  bonis  to  the 
emptoyeeai  (i)  Stock  m  Deo.  31,  1918,  waa  valued  at  £17,560; 
(e)  Oinj  forward  W%  ol  the  cost  of  AdTertieing  ;  {/)  Credit  inteieit 
at  6%  to  PartneiB*  Capital  Acconnta,  bat  ehaive  no  mteraet  on 
Drawings;  {g)  Factoty  Wages,. £68,  and  Office  Salariea,  £3S,  were 
owing  at  end  of  year. 

(6)  Briefly  describe  a  system  of  book-keepir^  snitable  for  the 
iBquiremoftts  of  a  Water  Company.  Submit  ruling  of  not  more  than 
one  book  naed  by  Water  Coispames  whii^  pie«ents  toturee  not 
common  to  those  employed  by  ordinaiy  trading  oompaniea.  (7) 
When  G.  IMckson  submitted  Iub  accounts  (or  aeseflsment  under 
Sch.  D,  the  Surveyor  of  T»Ks  surcharged  him  witt:  (o)  10"/^ 
Depreciation  on  Plant  and  Machineiy,  which  was  (educed  inun  15% 
to  5%;  (jt)  Loss  by  Tisveller's  dedication;  (e)  Coet  of  ins^llino 
nitric  Light  in  place  of  gas.  Would  you  advise  Dickson  to  appei^ 
•gainst  any  of  these  decisions  T  If  eo,  what  steps  skould  he  t*ke, 
and  whftt  Hoccees  ie  he  likely  to  meet  with  t 

LONDON  CHAMBER  01  COMMERCE. 
Sesiob  iin>  Tkachbrs'  Diploma,  November  1919. 

(i)  Qive suitable  ruling  fora  Partner's  Curtent  (Drawings)  Account 
as  it  would  appear  in  the  Private  ledger  of  the  firm,  and  enter  the 
following  :  1918.  Jan.  1.  Creiiit  Balanee,  £100 ;  Drawings.  March  31. 
£250;M»yl,  £100;  July  1,  £200;  Oct.  1,  £100;  Dec.  31,  £100;  Share 
«E  Pniiiba  for  the  year,  £1,686.  6%  interest  is  allowed  on  Balances 
to  tlia  credit  of  Partners  at  the  beginning  of  the  year,  and  ia  also 
charged  on  Dmwingn. 

(2 )  Edward  Powell  employs  one  Bought  Ledger  kept  on  the  edf - 
botancinf  system.  From  the  uodermentiooed  particulars,  'prepam 
the  Bought  Ledger  Adjnetment  Account  in  the  Geoeral  LedgBi,  as 
on  Dbc.  31,  1S18:  Jan.  1,  1918.  Creditors'  balances  out^iiandu^ 
in  Bought  Ledger,  f«6,G21  14«.  ad. ;  Deo.  31,  1918  (Totals  for  the 
year).  Credit  Pureha«o»,  £210.681  19a.  Sd. ;  Cash  poid  to  Cn>ditor-, 
£224,108  lU.  Bd.;  Discounts  and  Allowanceft  from  Creditors,  £981 
10«.  id. ;  Aocevtancea  given  to  Creditors,  £2,964  10«. ;  Goods  sold 
to  Creditors  and  settled  by  contra  accounts,  £321 ;  Purchase*  returned 
to  Creditors,  £1,491  4«.  Id.  (3)  How  should  the  following  assets  be 
valued  in  the  B/S  of  a  Limited  Company  tor  the  year  ended 
Dec.  31,  1918:  (o)  Patent;  Original  cost,  £2,000,  Cost  of  erperi- 
ments  to  date,  £I,S25,  Fees  paid,  £132,  Date  of  gtant,  Jan.  2,  1916; 
(6)30,000  fntncs  in  Flench  Bank  Notce  purchased  at  2722; 
(c)  £6,000  War  Loan  (fonning  part  investment  of  reserve  fund) 
enbscrjbed  at  par  and  now  qnotedat  94}. 

(4)  Machhi  Brrm.  parchaaed  goods  in  Biris  from  Hugo  k  (kh, 
omting  ?0,000  francs,  and  aecetrted  ttteir  bill  at  1  m/d,  which  waa 

eid.    The  rate  of  eK^i^e  on  the  day  of  pDrc4uMe  was  29^9.    Show 
w   tiMae  tfaDMcrlions  would   appear  in   HmefaB    Bnt.'   boofcK 
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(6)  QeoTge  INckpon,  trading  m  Dickson  A  Co.,  agreed  to  l»ke 
C.  Teatout,  cairying  on  a  eimilar  busineBS,  into  partnenhip  &b  on 
Jan.  I,  1918.  In  ihe  new  partnership  agreement:  (a)  The  good- 
will of  Dickson  &  Co.  was  valued  at  £6,000 ;  (b )  George  Dickson's 
cafHtal  (after  taking  into  account  t^e  Goodwill  an  above)  iraa 
agreed  at  £16,000;  (c)  0.  Testout  waa  to  bring  in,  as  on  Jan.  1, 
1918,  Stock,  £1.600,  Plant,  £1,000,  Book  Debta,  £860,  and  Cash, 
£1,660;  (d)  George  Dickson  was  to  have  two-tbiids  of  the  profits, 
and  C.  Teatout  one'thinl;  («)  6%  p.  a.  interest  was  to  be  allowed 
on  Capital,  but  no  intenat  was  to  be  charged  on  Drawings ;  (/}  Piioc 
to  aacertaiiiirig  proSta,  the  drawings  of  partners  were  to  be  :  Gieorge 
Dickson.  £100  per  monOi,  and  C.  Teetout,  £60  per  month.  Assume 
that  the  entries  arising  out  ol  the  foregoing  had  all  been  passed 
through  the  books  of  the  firm  as  on  Dec.  31,  1918,  and  that  the 
following  additional  balances  were  extracted  from  the  books  on  that 
date ;  I^eaaehotd  Warehouse,  £4,066 ;  Mxtuies  and  Fittings,  £1,500 ; 
Purchaaea,  £12.781:  Purchasee  Returns,  £360;  Sales,  £27,864; 
Sales  Returns,  £271 ;  Warehouse  Wages,  £3,242 ;  Office  Salaries, 
£1.284;  Travellers'  Salaries  and  Commission.  £1,721 ;  Bent,  Bstea 
and  Insurance  (Warehouse  £390,  Oflice  £160),  £640;  Dis.  A/c  (cr. 
bat.).  £32;  Stock  (Jan.  1,  1918),  £3,620;  Warehouse  Repairs.  £361; 
Office  Expenses,  £241 ;  Bent  of  Garage  Sub-let  (Warehouse),  £100 : 
Bad  Debts,  £194;  Bank  Charges,  £68;  SundiT  Creditors,  £2,120; 
Sundry  Debtors,  £8,200;  Cash  in  hand,  £16S;  Cash  at  Bank,£3,2efi; 
Bills  Receivable,  £1,240;  Warehouse  Expenses,  £986;  Apprentices' 
premiunie  received  (Warehouse),  £160.  Prepare  Trading  and  P. 
and  L.  A/cs  for  the  year  ended  Dec.  31,  1918.  and  B/S  as  on  that 
date.  Before  doing  so.  make  the  following  adjustments  :  (n)  Write 
16%  Depreciation  oS  Fixtures,  and  £150  off  Leasehold  Warehouse; 
{b)  Create  Reserve  for  Bad  Debts  equal  to  6%  on  Sundry  Debtors; 
(c)  Stock  on  Dec.  31.  1018,  was  agreed  at  £4,261;  U)  £96  paid  to 
an  injured  Workman,  and  included  in  Warehouse  Wages  paid,  is 
recoverable  from  the  Employers'  Liability  Assurance  C<aQpany. 

(6)  Explain  the  meaning  of  the  term  "  (hicost,"  and  briefly  describe 
two  methods  of  distributing  oncost  charges  in  a  manufacturing 
business.  (7)  The  Hooaer  ^uineering  Canpany,  Ltd.,  carried  out 
the  following  alterations  in  their  worts ;— Shop  B.  valued  in  the 
Company's  booksat  £3,600.  was  pulled  down,  and  a  new  shop  erected 
on  the  site  costing  £8,800.  Old  materials,  valued  at  £900,  were  used 
by  the  Contractors  and  allowed  for.  New  Maciiineiy  was  installed 
costing  £9,860,  and  old  machinery  valued  in  the  hooks 'at  £2,980, 
was  sold  for  £3,100.  The  Company's  own  staS  fixed  the  new 
machinery  at  a  cost  (labour  and  materials)  of  £800,  the  lowest 
outside  tender  for  the  work  being  £1,000.  Show  the  entries  necessary 
to  record  the  above  transactions  in  the  Company's  books. 


LONDON  CHAMBER  OF  COHHERCB. 
Sbhiob  aud  Teachebs'  Diploma,  Hay  1920. 

(1)  What  is  "Working  Capital  "1  Sutauit  •pro  JormA  B/8  of  » 
Limited  Company  and  state  the  amount  of  the  Company's  Working 
Ca^stal.  (2)  Where  should  the  undeimentioned  items  appear  in 
the  published  accounts  of  a  Life  Assurance  Company  ;  (a)  Incoma 
laxon Interest, Dividends, etc.;  {h)  Suirendere, including euRonden 
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«f  bonus;   (c)  Coiwidemtios  for  Anuuitiea  Granted;   (i)  Dividends 
paid  to  Sbaraholdera ;   («}  Depoeit  with  the  High  Court. 

(3)  Edward  Heiriott  puccWed  £3,000  Arcodiiui  Govenunent 
6%  Gold  Bonds  on  Sep.  30,  1819,  at  95.  The  st&mpe,  etc.,  came  to 
32«.  and  brokerage  was  2«  6ii.%.  Interest  is  payable  on  Dee,  1 
and  Jime  1  each  year.  Heniott  sold  the  bonds  on  Dec.  Ifi,  1019, 
at  93^.  Prepare  the  Investment  Account  in  Heniott's  ledger  shoidng 
theee  transactions,  and  assume  that  Income  Tax  for  the  period  was 
ta.  in  the  £.  (4)  V!Wi  is  the  "  Double  Account  System  '  ?  When, 
and  for  what  purpose  was  it  introduced  I  Bubmit  pro  formd  B/S 
prepared  under  this  system. 

(5)  The  Rayon  d'(!r  Copper  Hintng  Company  waa  repstered  on 
Jan.  I,  1919,  with  a  Kom.  Cap.  of  100,000  Ord.  Shares  of  £1  ea.  to 
work  concessions,  for  which  £60,000  was  paid.  All  the  Cap.  was  issued 
and  16«.  per  share  paid  up  as  on  Dec.  31,  1919.  One  Kharebolder 
had  also  paid  up  the  balance  of  5».  per  share  on  his  holding  of  1,000 
shares.  On  July  1,  1919,  the  Company  issued  100  8%  Debs,  of 
£100  ea,  at  106,  the  ieeue  heing  fully  subecribed  and  paid  up.  During 
the  year  1919,  a  deposit  of  vanadium  was  found,  and  the  l>irect«r8 
decided  to  treat  all  expenditure  thereon  as  capital  expenditure 
pending  defelopmenta.  In  addition  to  the  accounbi  nececsan'  to 
record  these  particulars,  the  following  balances  were  extracted  from 
the  Company's  books  as  on  Dec.  31,  1919:  BuildinES,  £8,000; 
Loose  Tools,  £890;  Machinery  and  Plant,  £19,800;  Preiimiuarv 
Expenses,  £1,250;  Stock  of  Stores  (Jan.  1,  1919),  £4,198;  Work- 
men's Wages,  £9,872;  Workman's  Wages  (Vanadium),  £1,288; 
Office  Furniture,  £800 ;  Carriage  and  Freight,  £4,876;  Carriage  and 
Freight  (Vanadium),  £1,124;  Salaries,  £2,910;  Salaries,  (Vana- 
dium), £150;  Stores  purchased,  £3,241;  Stores  purchased  (Vana- 
dium),  £1.124 ;  Law  Costa,  £329 1  Rates,  Taxes  and  Licenses,  £1,340; 
Bates,  Taxes  and  Licenses  (Vanadium),  £260;  Light  Railway, 
Wagons,  etc..  £10,460;  Bills  Payable,  £981,  Bank  Overdraft, 
£5,860;  Cash  in  hand,  £984;  Sundiv  Crs.,  £4.238;  Sundry  Drs., 
£12.940;  Fuel,  £3.496;  Fuel  (Vanadium).  £940;  Sales  of  Copper 
Ore,  £46.087;  Marine  Insurance,  £1,298;  Office  Expenses,  £321; 
Office  Expenses  (Vanadium ),£60;  Directora' Fees,  £1,000;  Transfer 
Fees,  £5,  Prepare  a  Working  Account  for  the  year  ended  Dec.  31, 
1919,  and  a  B/8  as  on  that  date.  Before  doing  bo  take  the  following 
matters  into  consideration  :  (o)  Write  off  10%  Depreciation  from 
Machinery  and  Plant,  5%  from  Office  Furniture,  and  £1,000  from' 
Buildings;  (6)  Stores  on  hand  on  Dec.  31.  1919,  were  valued  at 
£3,876,  Ijght  RoUway  Wagons,  etc.,  at  £9,000,  and  Loose  Tools 
at  £600 ;  (c)  Write  off  60%  of  the  preliminary  Expenses ;  (d)  Create 
Reserve  for  Bod  Debts  equal  to  6%  oC  the  Sundn  Drs.;  (e)  The 
Shareholder  who  paid  his  call  in  advance  is  entitled  to  6%  interest 
thereon  (or  12  months,  but  no  entries  have  yet  been  mode ;  (/)  Deben- 
ture intereet  due  Dec.  31,  1919,  has  not  been  passed  Utrougb  the 

(6)  The  foUowinff  T.  6.,  taken  out  on  Dec.  31. 1919,  was  sent  from 
the  ^ria  branch  of  P.  Ravar;  ACo.,  to  the  Head  OfBcein  I<ondon  :— 

Dr.  Balamta.  Sundry  Drs.,  29.38644;  Dis.  A/c,  39136;  Salariei 
12,432-83;  Bent.  Rates  and  Taxes,  8,342-89;  Bad  Debts.  986-42; 
Cash  in  hand,  1.872-34;  Oish  at  Bank,  10,461-75;  Remittances  to 
London,  69'852-94;  Furniture  and  Fittings  (Bate  of  B^xchange  when 
purchased  28-77),  15,941-34;  Stock,  Jan.  1,  1919.  20.432-76;  Por- 
chasce,  62^21-84;  Working  Expenses,  12,782-64.     ToUd,  246,206-04. 
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Ct.  fiolaneu.  SaiulfT  Cn.,  21,3S2-M;  SklM,  U7,8W-25:  HbmI 
Office  A/c  (bnl.  Jaa.  I.  1919},  7S.342-3S.  Totet,  21S,20fi-64.  Stock 
on  Dec.  31,  1919,  21,a62>25.  lUlce  the  Joomal  entriM  nqnii«d  to 
incorpMBte  the  aboTs  T.  B.  is  the  London  books,  aaanmiH  the 
foUowios  ntteaof  Exchange:  Jul.  1,  1919,38-42;  Ikeo.  31.  IMft, 
41  '26 ;  Avernge  rate  lor  the  period,  39'25. 

(7)  Briefly  describe  the  form  in  vhidi  the  soconnte  oi  Ufe  Abbdi* 
voce  Companies  must  be  pufaliBhed.  Give  the  statutory  fona  of  <Me 
of  the  cBsential  accoBnta  and  eipUiii  theuatiuvof  time  of  tba  iteoM 


p:h»Google 


INDEX 


Al  explained,  678 

AB4TEMBNTS,  bad  debts  snd,  317 ; 
oharitiea  and,  304;  children 
and,  306;  death  and,  305; 
earned  income  and,  305  ;  em- 
bezzlement and,  320 ;  income 
and,  303 ;  limited  companies 
and,  306 ;  married  women  and, 
306 ;  leplaoementa  and,  314 ; 
retirranent  ficnn  basmess  and 
scale  oF,  304 ;  wear  and  tear 
and,  310 

"  Above  par"  explained.  681 

Acceptance  OF  Bill  explained,  26, 
79,  192 

Acceptor  of  Bill  defined,  191 

ACCIDBNT     IN3DRANCB      PbEMIUU 

and  Income  Tax,  302 
Accommodation  Sills,  dangers  of, 

199;     explained,    199,    668; 

postponing  crisis  by,  420 
Account,  Books  of,  29 ;  definition 

of,  31,  658 
AccooBT,  CuRREtrr,  see    Current 

Account 
Account  Days  explained,  658 
"  Account 


AccouHT    Sales     defined,    217 ; 

specimen  of,  218 
"  Account  btatbd  "  defined,  658 
Accounts,  classes  of,  32,  33 
Accountant,  definition  of,  658 
Accocntants,  principal  bodies  ot 

profesdonal,  659 
Act  of  Bankkuptov,  cheques  pre- 
sented  and,    100;    definition 
of,  423,  659 ;  enumeration  of, 
423  note 
Adjudication    of    Bankbuftcy, 

420 
Adjustment  Accodnts,  Creditors 
Ledger    in,    337,    338,    349; 
Debtors    Ledger   in,  331-334, 


348 ;  explanatjoQ  of,  330 
General  Ledger  in,  335,  338 
mode  of  preparation  of,  331, 

names    of,    336 

of,  333,  334,  338 
Transfer  Journal  in,  342 
value  of,  330,  332,  335 

Aduinistbation,  Letters  of,  659 

Aduihistbator,  659 

Advehtdrb,  see  Joint  Adventure 

Adtbrtisino  expenses,  treatment 
of,  632 ;  in  departmental  ac- 
counts, 366-^68 

Advice,  definition  of,  669 

Advice  Notb,  definition  of,  659 

Affidavit,  definition  of,  659 

AoENDA  Book,  284 

AoBNT,  definition  of,  COO 

AORBXMENT,  definition  of,  C60; 
Hire  Purchase,  672 

Allonge,  definition  of,  191 

Amalgamation,  definition  of,  GGO 

American  Railvae  B/S,  specimen 
of,  416 

Amortization,  definition  of,  660 

Annual  Rent  (Ckilliery),  defini- 
tion of, 4Qi  note 

Annual  Sttmmakies,  necesmty  for, 
284 

Annuities,  definition  of,  660 ; 
kinds  of,  660 ;  Income  Tax 
and,  315 

Appeals  against  Assessment  of 
Income  Tax,  308-310 

Affucation  and  Allotment  Ac- 
count, 254 

Application  and  Au.otment 
Book,  266-267 

Application  and  Allotment 
Lists,  255 

Application  Form  fob  Shabes, 
264,  268 

Appobtionhent,  definition  of,  660 

Affbeciation,  definition  of,  660 


Apfbopbution  Accoukt,  GSI 
AsBiraAOi,  AKBrrsAOxUBS,  Abbi- 

TBATION,  defined,  661 
Arbttratob,  defiiiition  of,  661  ;  in 

partnership  disputes,  229 
Abbanokuknt,  Dxbd  ot,  see  Deed 

of  ATTongement 
Aabeabs  or  Pbetxrbncb   Din- 

DXNDS,  251  note 

AS.TICLK3  OT  Association  defined, 

661 
Abxiclxs  of  Pabtnbbship,  228 
AssESSMXMT  OF  Imcoux  Tax,  mode 

of,  307 
Assets,  definition  of,  10,119,661; 
differing  valuea  of,  126 ;  entry 
in  Journal  of,  74;  X^ed,  see 
Fixed  Afgets;  £^atimo  ob 
dacuLATiNa,  see  Floating 
Aiieta  ;  grouping  of,  121, 124 ; 
improper  usCi  of  word,  127; 
LiQinD,  678 ;  loss  on  realization 
of,  124,  126;  order  of  realiza- 
biUty  of,  123,  120,  160,  520 ; 
position  of,  in  B/S,  123  and 
note,  620,  578 ,  rules  for  valu- 
ing, 128 ;  treatment  of  not 
easily  realizable,  127 
Assignee,  Assionmxht,  definition 

of,  662 
AssuBAHCE  Accounts,  exposition 

of,  480-617 
Assubance  Co.,  form  of  accounts 

of,  675-680 
AssvBED,  definition  of,  678 
"  At  call  "  explained,  621 
"  At  sioht"  explained,  196 
"  At  60  DATS  aftee  sioht  "  ex- 

pliuned,  199 
Attobmby,  definition  of,  662 
Adctioneees'    Instttote    Exah. 

PiPBBS,  872-878 
Audit,  definition  of,  662 
Authobized  Capital  defined,  249 
AvERAQES,  definition  of,  662 
AwABD,  definition  of,  662 

Bad  Debts,  Income  Tax  and,  317  ; 

treatment  of  partly  recovered, 
103, 107, 150 1  writing  ofi,  621 


Bad  Debts  Aoooont,  spedmen  of, 
106 

Bad  Debts  Resebve,  treatment  of, 
107,  635 ;  specimen  account, 
105 

"Balances  bbodoht  down"  de- 
fined, 5 ;  rules  for,  606 

Balances,  agreement  of,  34,  91 ; 
bank  columns  (C/I),  46; 
Capital  Accounts,  229;  Cash 
Book,  38 ;  classification  of,  10 ; 
Cbedit,  defined,  10 ;  Debit, 
defined,  10 ;  definition  of,  4 ; 
Discount  Account,  42 ;  Draw- 
ings Account,  230 ;  Petty 
Cash  Book,  48;  Profit  and 
Loss  Account,  116 ;  Trading 
Account  97  ;  treatment  of,  5 ; 
Tbial,  see  Trial  Balance 

Balance  Sheet,  American  Rail- 
way, 416 ;  definition  of,  IS, 
119,127;  differing  opinions  on, 
120;  Double  Account  System 
of,  211,  410,  411 J  Dr.  and  Ci. 
in,  120;  Goodwill  in,  126; 
grouping  in,  121,  124 ;  ideal, 
121 ;  incorrect  heading  of ,  129; 
limitB  of,  126 ;  nomenclature 
of,  127 ;  position  of  Assets  and 
liabilities,  121-124 ;  Profit 
and  Loss  Account  and,  129; 
Statement  of  Affairs  and,  120, 
127 ;  two  methods  of  prepar- 
ing, 121;  value  of,  120,  126; 
warning  when  conmdering,  1 26 

Bank,  crossed  cheques  and,  186; 
definition  of,  19 ;  minimum 
balance  at,  22 ;  practice  of  in 
CI.  Bills  and  Cheques,  83,  147 ; 
reasons  for  stopping  cheques, 
190;  remarks  on  cbequea,  190 

Bank  Account,  not  posted  in 
Ledger,  31 ;  Balance  defined, 
39;  BALAiiCB  Sheet,  form  of, 
^  519;  Bbanch  Results,  treat- 
ment ot,  623;  Chaboes,  622; 
CoLtmNS  IN  C/B,  39, 40 ;  Com- 
mission on  accounts,  22; 
CLEAaiNQ  House  explained, 
6S6 ;  Discount  defined,  26,  S3 ; 


Dkcodbt,  treatment  of,  83, 
I4S;  Dkapis,  664;  Interest, 
317 ;  Loans,  see  Loans ;  Note, 
average  life  of,  S20;  NoTX, 
compared  witb  cheque,  1S3  ; 
NoTB,  oompared  with  P/N, 
200;  Note,  diaadrantagea  of, 
183;  NoTB,  where  not  legal 
'  tender,  677;  OvBEDEAiT,  treat- 
ment of,  648;  Pass  Book, 
checking  of,  46;  Pass  Book, 
reconciliation  with  C/B,  46 ; 
Pass  Book,  uses  of,  22;  Post 
BiLLa  defined,  662;  Rate  de- 
fined, 23,  662;  Rebate,  S22; 
Bbcetft  tor  Share  Cali., 
273;  Receift  70B  Shabb 
Application  Deposit,  271 ; 
Receipt  iok  Shabb  Allot- 
UENT  Deposit,  272 ;  Reserve. 
623,  662;  Return  expliuned, 
680;  Statement  OF  Accounts, 
619-523;  Traveltjnq  Inspeo- 
TOBS  OF.  523;  Waste  Book,  691 
Bank    Accounts,    exposition    of, 

453-479 
Bank  or  Ehgiahd  Book,  621 
Bank  of  Enoland,  form  of  ac- 
counts of,  663 
Banking,  advantages  of,  19 
Bankruptcy,  Acts  of,  see  Acli  of 
Bankruptcy ;  adjudication   of, 
'      ;  Committee  of  Inspectioi 


.  421; 


1,  419 ; 


Deficiency  Account  in,  422, 
426 ;  discharge  from,  421 ; 
"  Estate  Cash  Book  "  in,  423  ; 
exaniination  in,  421 ;  firat 
meeting  of  creditors  in,  420  ; 
front  sheet.  422 ;  Notice,  427 
tiole ;  meaning  of.  420  ;  Official 
Receiver  in,  420 ;  order  of  dis- 
charge from,  421 ;  partnerships 
and,  240 ;  Petition,  how  pre- 
sented. 4y0 ;  postponement  of, 

420  ;  preferential  creditors  in, 

421  ;  public  examination  in, 
121 ;  release  of  trustee  in,  423 ; 
Realization  Account  io,  423 ; 
Receiving     Order     in,     420; 


423 
Bakclat,  Perkins  &  Co.,  Ltd  , 
form  of  accounts  of,  568-561 
Bbarer  Cheque,  explained,  184 
"Below  Par,"  definition  of,  681 
Bill,  accepting  a,  26,  79  ;  accept- 
ing foreign  bills.  196 ;  acceptor 
of  a,  192;  Aooommodatioii, 
Bee  AccoTiimodation  Bill); 
actual  form  of,  26 ;  allonge  on, 
a  negotiable  instrument, 
an  instrument  of  credit, 
at  sight,  196;  at  60 
days'  sight,  199 ;  banker's 
security  when  buying,  196 ; 
collection  of,  80;  compared 
with  Bank  Note,  25 ;  com- 
pared with  Cheque.  188 ;  com- 
pared with  P/N,  201  ;  com- 
position on,  82 ;  Conugmnent 
Accounts  and,  216;  date  of 
maturity  (actual).  26 ;  dat« 
of  maturity  (usual).  199  note; 
days  of  grace  on.  26  ;  definition 
of,  25,  190 ;  discount  of,  26, 
26.  83-84;  dishonouring  of, 
82.  192, 194,  598;  Document- 
ART,  Bee  Documentary  Bills; 
drawing  of,  192 ;  drawee  of, 
192 ;  endorsement  of,  26, 191 ; 
"  endorsing  over,"  191  j  Ex- 
CHXQUBB,  see  Exchequer  Bilh  ; 
FoBBION,  see  Foreign  Bilh; 
House,  see  House  Bills;  IB- 
TBRBST  on,  200;  liabihty  on, 
26,  191,  192,  194;  Long  Ex- 
OHANOB,  199;  negotiable  in- 
strument, 187;  noting  of,  82, 
192,  194;  "not  n^^tiable," 
188;  "on  demand"  defined, 
196;  Payable,  defined,  26; 
Payable  Book,  81 ;  present- 
ment of,  683 ;  protesting  a, 
192;  rebate  on,  196,  437; 
Receivable,  defined,  26;  Rb- 
CBIVABLB  Book,  81 ;  recovery 
of  noting  charges  on,  194 ; 
Referee  in  case  of  need,  602 ; 


renewal  of,  194 ;  sans  recouri 
on,  689;  Short    Excsanqe, 
199;  BpecimeoH  of,  193,  197; 
Btanip  duty  on,  2C>0 ;  tenoi  of, 
26,  196;  three  montha  after 
date,    199 ;    usance   of,    199 ; 
utilit;     of,     25,   26;    "with 
documents    atta^ihed,"     196, 
216 
Bni.  BnOKEBS,  436 
Bill  or  LADma,   bow    transfer- 
able,   188   note;    attached    to 
B/E,  196,  216  J    in  Coneign- 
ment  Accounts,  216 ;    epeci- 
mens  of,  198 
Bill  ot  Sai.e,  ezpltuned,  581 
Bills  ot  BxcEAHax  Aor,  190 
Bills  P&yaslb  Book  (or  Journal), 
entrieain, 80, 140;  "remarka" 
columns    in,     84 ;     specimen 
forms  of,  81,  169 ;  uses  of,  68, 
79,80 
Bnxs     Beckivasle    Book      (or 
JoObnal),  entries  in,  82,  141, 
148,    512,     514;    "remarks" 


colui 


84; 


forms  of,  81,   169  ; 

68,  82 

BtMBTALLTSM  defined,  680 
Block  Account,  specimen  of,  644 
BoAKD  defined,  664 
Board  of  Dikectobs  defined,  253, 

664 
BoABD  ov  Trads  defined,  664 
Bond,  definiliou  of,  664 
Bond  Excheqdbb,  see  Exchequer 

Bond 
BoHSXD  Wabbhouse  defined,  666 
Bohds,  defined,  666 
Book  Debts,  definition  of,  665 ; 

how  to  treat,  102-104  ;   kinds 

of,  102  ;  reserveH  for,  103 
B0OK-KEBPEB3'  CoMPBMDlUM,  658- 

691 
BooK-KEEPiNa  defined,  1;  Sinolk 

Entey,  2,  206;  Double  En- 

TKY,  1,  6,  9;    Tabulae    ob 

CoLOMHAB,  352 
BooK-KKEFiNo  Eeaiohatiohs,  List 

of,  655-657 


Books,  essentials  in  keeping,  2S; 

kinds  of,  28-29 
Books  of  Account  defined,  29 
Books  ov  Oriqinal  Entbt,  kindi 

of ,  29 ;  use  for,  29, 30, 33, 67 
BoKKOWiKa  ON  Sbcubitx,  eiamfde 

of,  149 
BoTTOtcBY,  definition  of,  665 
Bought  Book,  see  Purchasei  Bod 
BoDOHT    LsDaBB     defined,    31; 

entries  in,  348-349 
Bbanch  Accounts,  B/S  in,  373- 
375,  382  :  conversion  of  flix- 
tuating  lateB,  385 ;  conTCi- 
mon  of  stable  rates,  379 ;  nop 
cost  account  in,  387  ;  exchange 
rat«s  in,  377-385;  explanation 
of,  369-376;  Fobkiqn,  STt- 
388 ;  FoBEiaN,  aaaets  in,  38!; 
illustration  of,  380 ;  invoiciiii 
in,  376;  Multiflk  Shop,  376; 
practice  of  some  aooounlaiite 
in,  383 ;  rates  of  exohup 
(table),  378 ;  reserve  for  looet 
on  exchange,  381 ;  BpecioHO 
forma  of,  380,  382;  Tobacco  , 
Plantation,  387;  Trial  Bal- 
ance in,  372-375,  381,  382, 
386,  387  ' 

Branob  Businesses,  kinds  of,  36$ 
Bbbwery  Accounts,  form  of,  55^ 

561 
Bullion,  definition  of,  665 


Call  Account,  266 

Callbd-up  Capital,  250 

Calls  on  Shares  explained,  2SD, 
254,  256 ;  method  of  entering, 
266 ;  notice  of,  268 ;  notice, 
form  of,  273 

Capital  Account,  definition  of,  9, 
33 ;  of  limited  Company,  263 ; 
of  partnership,  230  ;  Bpecimena 
of,  iO,  231,  237,  242 

Capital,  Authorized,  defined,  219; 
defiqilion  of,  10;  FiXKD,  we 
Fixed  Ataetg;  Floatjnq,  see 
Floating  Assets;  increwa  of, 
690;    Initial,  defined,    137; 


Inteiost  on,  228,  229,  232, 
233,  234;  Loss,  example  of, 
315;  Loss,  Inc.  Tax  and,  3]5; 
in  Limited  Companies,  33 ; 
laanw),  250,  630;  Paid-up, 
250)  poflition  in  B/S  of,  630; 
RlDOcnoN  of,  see  Recon- 
ilrvetioa ;  Rbqistdbbd,  see 
Authorized;  STOCK, 252 ;  SUB- 
sosiBBD,  250 ;  treatment  of, 
■3,2,  651;  use  of  woid  a 
10 
C&PITMJZKD  Fbofits,  See   Reserve 

Cases  ov  Sohediii.k  (D),  295 
Cash  Accodht,  natnre  of,  31-34; 

specimen  of,  12 
Cash  Book,  balancing  of,  38,  46 , 
oolumnar,  specimen  of,  355 ; 
definition  of,  29 ;  Docble 
CoLCHH,  41;  entries  in,  38, 
137,  142,  146,  146,  US,  149, 
152.  259,  344,  606;  kinds  of, 
40-53;  nature  of,  33,  34; 
origin  of,  38;  reconciliation 
with  Pass  Book,  46;  salient 
feature  of,  44;  specimen  rulings 
of,  39 ;  Three  Column,  45  ; 

Cash  Cbbdit,  definition  of,  666 
Cash  Biscouirr  defined,  24,  42; 

method  of  entering,  42,  43 
Cash  Sai^s  defined,  23  ;  separate 

Ledger  Account  for,  143 
Cashieb,  duties  of,  44, 46 
CASTiHa  defined,  356 
CATAI.00UE,  treatjuent  of  costs  of, 

648 
Cebtaim  Rent  (ColKery),  defined, 

403 
Cbbtiticatx,  definition  of,  666 
Chambers  of  Commerce,  object  of, 

665 
Charffablb    SuBSCRiPTioiis,    In- 
come Tax  and,  316 
Chartered  InaTiTUTE  or  Secre- 

TARiBS    ExAH.    Papers,    865 

Charter  Party  defined,  666 
Chattzu  defined,  066 
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Cheque,  bankers'  marks  on,  190 ; 
bank's  treatment  of  paid  in, 
147;  Bearer,  184;  Bearer, 
compared  with  Order,  184-186; 
Book,  189;  compared  with 
Bank  Note,  183 ;  compared 
with  E/B  and  P/N,  187-188 ; 
croaang  of,  185-187 ;  counter- 
foilof,  20,21;  definition  of ,  20, 
184, 191 ;  drawing  of,  20,  189 ; 
endorsement  of,  185 ;  kinds  of, 
184,186;  negOtiabiUtyot,  187, 
188;  "not  negotiable,"  188; 
Opbh,  186 ;  Order,  184  ; 
payee  of,  20,  184)  "payee's 
account  only,"  188 ;  plain 
paper,  189 ;  post-dated,  682 ; 
reasons  for  stopping,  190 ; 
specimen  of,  21  j  stolen,  187, 
188 ;  total  number  cleared, 
1909,  183)  with  receipt  form 
attached,  189 
Childbek  and  Income  Tax,  306 
Chosbs  dt  Action  defined,  666 


Circulating  Assina  defined,  128, 

666 
Clearino  Houses,  object  of,  620, 

621,666;  kinds  of,  666 
Closing  entries,  76 
CoAi.  Account  in  Ledoek,  form  of, 

674 
C.O.D.  explained,  691 
Codicil,  definition  of,  666 
CoLiiATERAL  Sbcukftx  defined,  666 
Collectible  Dbrjt  defined,  580 
coujbey  accockts,  401-409 
Colonial  Stock  Act,  1900,  676 
Columnar      BooK-KSEFDia      ex- 
plained, 352-361 
Columnar  Cash  Book,  advantages 

of,  354,  431 ;  described,  364  ; 

(Dispensary),  355 
Columnar     Journal     described, 

352 
Columnar  Lbdoeb  described,  354- 

361 ;  Hotel  Visitora',  359-360 ; 

types  at,  369 ;    when  nsefol. 


COLUHNAK  Fdrchasbs  Accocnt, 
specimen  of,  59 

CoLDHNABPUBCEASESBoOK.Speoi- 

men  of,  S9 

CoLUUNAB  SALna  AcooDNT,  speci- 
men of,  64 

CoHHBBOiAi.  Credit  defined,  666 

CoMuissioii,  definition  of,  667  ;  on 
Conent  Aoooimt,  22 

CouMTiTBx,  definition  of,  667 

CoMHTTiBK  OF  Inspeotiok,  see 
Bankruptcy 

CouFAKiES  (Consolidation)  Act, 
1908,  227,  247,  248,  240,  256, 
284,  662,  674,  670,  680,  683, 
685,686 

CouPANY,  ApplioalJon  and  Allot- 
ment Book  of,  266 ;  Articles 
of  Association,  661 ;  Assets  in 
exchange  for  shares  in,  256; 
Authorized  Capital  of,  260; 
Balance  Sheet  of,  264 ;  Board 
of  Directors  of,  253,  664; 
books  required  for,  284 ; 
Capital  Account  in,  33 ;  De- 
ferred Sbaree  in,  251 1  defini- 
tion of,667, 678;  dividends  of, 
284;  Example  exercise,  253- 
274 ;  exceptions  in  Companies 
Act,  248  ]  forfeited  shares  in, 
280;  Founders' Shares  in,  251; 
GoodwiU  of,  257,  418;  I.  Tax 
and,  291,  304^306,  316,  310, 
320,  436-44;  incorporation  of, 
247;  Issued  Capital  of,  250} 
Joint  Stock,  24?  i  Ledger  en- 
tries (opening)  of  limited,  261- 
263;  liability  (limited)  of,  247, 
252;  Uability  (unlimited)  of, 
248 )  liquidator  of,  285 ;  Man- 
agement Shares  of,  251  ;  Mem- 
orandum of  Association  of,  247; 
minim  11  m  number  of  members 
of,  248;  Minute  Book.  284, 679; 
One  Man,  249 ;  paid  up  capital 
in,  248 ;  partnerships  and,  257 ; 
payment  of  vendors  of,  252; 
Preference  Shares  in,  250, 261, 
andnote;  preliminary  expenses 
of,    283;    Feivatb    Limitbd, 


248,  249,  683;  proapectns  of, 
254 ;  Pdbuc,  248 ;  purchase 
price  in  shares  of,  257; 
quorum  in  a,  684  ;  ReceiTei 
for  Debenture  Holders,  285; 
Registered  Office  of,  686  ;  le- 
construction  of,  684  ;  Seal 
Renter  of,  689;  Statement 
of  Afiairs  in,  421,422;  Sharea 
of,  249;  SiNOLK  Smr,  690; 
stock  in,  253 ;  subscribed  cap- 
ital of,  250  ;  taking  over  bum- 
nces  of,  258  ;  Transfer  Depart- 
ment of,  266  ;  Wasting  Assets 
of,  129 ;  Watered  Capital  of, 
258;  Winding-up  of.  285,421; 
Working  Capital  of.  411 

CoMFEHSATDra  Ebbobs  explained, 
667 

CoMFOsmoN  defined,  667 

Consioebation  defined,  667 

CqNSiOtiEB  defined,  215 

Consionment  Accounts,  215-226; 
Account  Sales  in,  217-218; 
agent  in,  216 ;  Bills  of  Ex- 
change in,  216 ;  ConnigDee'i 
books  in,  219 ;  Conaignor'B 
books  in,  217  ;  Del  Credere  in, 
215 ;  example  of  treatment  of, 
218 ;  formula  for  Interest  in, 
221 ;  Interest  on  balances  in, 
221 ;  Ledgeb,  217  ;  LsDaBB, 
enti7in,219;  "net  proceeds" 
iH,  217;  precaution  in  calco- 
lating  Interest  in,  224 ;  pre- 
paration of  Consignor'a  Anno*t 
Accounts,  217;  specimens  o(, 
218,  220,  223 

CoNSiONMENis  defined,  215 

CoNsiaNMENT3  Inwabis  and  Out- 
WABDS,216,219 

CoNaiGNOB  defined,  215 

Consoudatbd  Gold  FiRi.Da,  form 
of  Accounts  of,  650-552 

COKSOLIDATSD     STOCB,     CONSOLS, 

defined.  667 
CoNSTBUcnHQ  Enqotebbs  and  Cost 

Accounts,  400 
Consul,  duties  of.  667 
CoNTraoENT  LiABiLiTx  defined,  667 


CoNTKAoT,  definition  cf,  667 ; 
SuPLB,  es9 

CoNTKior  NoTH  defined,  667 

Cost  Aoooums :  Abstract  of  W^ee, 
398, 400d ;  Bin  or  Locker  Card, 
396,  400c;  Cost  Ledger,  399, 
400/i  Cost  Sheets,  4O0I7-A;  dif- 
f^-enoe  betwe^i,  and  finaitciEil 
accountd,  396;  Materials  Ab- 
streot,  399,  400/;  Office  On- 
ooet,  400a;  Oncost  Espenses, 
397-400;  Shop  Oncost,  400; 
Prime  Cost,  397;  Requiaitioii 
Form,  400c;  Stock  and  Stores 
Account^  396;  Stoiea  Issued 
Book,  397, 400d;  Storee  Ledger, 
396.  400e;  Table  of  Costs, 
4006;  Weekly  Time  Sheets, 
4006        ■   .       - 

Cost  Ldxibb  explained,  399 

CrwTtNQ,  defined,  395 

CouNTBRi'oii,  defined,  20;  Bpeoi- 
men  of,  21 

CovsTY  CoDNon,  OS  Wbst  Bidiko 
Exam.  Papers,  836  el  sqq. 

CoiTPOM  definition  of,  263,  667; 
for  Debenture  Holders,  253 ; 
apecdmen  of,  878 

Cbbdit  defined,  23 

Crbdit  Balanobs  defined,  10 

Cebdit  Notb  defined,  668 ;  use  of, 
86 

"  Ckkdit  ot  Patkb's  AcooimT 
ONLY,"  legal  effect  of,  188 

Crbdit  Side  or  Lbdobr  defined,  3 

Crop  Cost  Account,  specamens  of, 
387,  641,  544 

Crorb  (of  rupees),  value  of,  686 

Cross  Castimo  defined,  366 

CB033iNa(abeque),  meaning  of,  186; 
ways  of,  186-188 

Cdh  Dividbhs  defined,  668 

Cduulativb  Prxfbrbnce  Shares, 
261 

Cdbrbkcies,  Foreign,  376  ;  Flue- 
tnating  Exchange,  383 ;  Stable 
Exchange,  377 


>67  ;      CURRBHCY  explained,  668 

CcBKBHT  AccODNT  defined,  2( 


Interest  on,  22,  23,  221 ;  t 
mum  balance  of,  22  ;  specimen 
of,  223 1  transfen  from,  to 
Deposit  Account,  23 

CusTOKBRS     Lbdoer,    See    SaUi 
Ledger 

OOSTOUS  ahd    Ini^kd    Rbvbkui 
Aor,  1887,  294 

Day  Book,  see  Saleg  Book 
Days  or  Grach,  definition  of,  26 
Dbad  Bbnt  {Collieiy),  defined,  403 
Dbbbntubb,    Bonds,    263,    284; 
Bbqistbr,  264;  Stock,  2S3; 
Stock  Cbrtdigate,  276 
Dhrxntdres,    apparent    anomaly 
of  issue,  278;   Bearer,  253; 
defined, 263, 66^;  disoounton, 
278  ;    how  issued,  278  ;    how 
transferable,  253 ;  interest  on, 
284;  issued  as  folly  paid,  266 ; 
MoBTOAaa,  080 ;  premimns  on, 
278 ;  Receiver  for  Holders  of, 
286 ;   reserve  for  redempljan 
of,  108,  661 
Dbbit  Balakcbb  defined,  10 
DsBrr  NoTK  defined,  668 
Debit  Side  or  Lbdobr  defined,  3 
Debit  Side,  use  of,  in  B/S,  127 
Debtors  Ledobr,  tranBaotions  re- 
corded in,  331 
Dbbts,  see  Book  Debit 
DBDUonoHS,  allowed  on  Inoome 
Tax,  301, 302, 313;  disallowed 
on  Income  Tax,  302,  313 
Deed,  definition  of,  668 
Dbed  OB  Absahobuekt,  advantage 
of,  427 ;  common  form  of,  427  j 
creditors'  assent  to,  428 ;  credi- 
ton'  rights  under,  427  ;  defini- 
tion of,  423,  661;  kinds  of,  428; 
procedure  under,  428;  Trus- 
tee's duties  under,  427-428 ; 
when  void,  427 
Deed  or  Partnership,  see  Pari- 

nergkip 
DErsHDANT,  definition  of,  682 
DErsREED,  Annuities,  defined,  660;; 
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Anauities,  Tooome  Tax   and, 
302 ;  Crbditobs  defined,  682 ; 
Shabks  defined,  2G1 ;  Shabks, 
reason  (or  avoiding,  41 S 
DBnci&KOE  Account  defined,  422  [ 

example  of,  426 
Del  Cbxdibe  explained,  216 
Deuvbby  Obdbb  defin^,  669 
DBHUBBAaE,  definition  of,  6b8 

DiFABTUENTAI,     ACCOUMTS,     364- 

391  i  sdvertiaing  expenses  in, 
366,  368  ;  analTsis  oE  ezpensea 
in,  364-368 ;  in  diSerent  bum- 
nessea,  366;  Lbdqxbs,  368; 
specimen  of  Trial  Balance  in, 
366 ;  Profit  and  Loss  Account 
in,  367 ;  Trading  Account  in, 
367 

Deposit  Accoomt,  defined,  22 ; 
distinguished  from  Current 
Account,  23  ;  Income  Tax  and, 
317  ;  Interest  on,  23  ;  transfer 
to  Current  Account,  23 

Defbboiation,  Account,  specimen 
of,  112,  113;  Allowances, 
rules  for,  312 ;  definition  of, 
109,  660 ;  distinguished  from 
wear  and  tear,  310 ;  distin- 
guished from  fluctuation  in 
valne,  110 ;  Double  Account 
System  and,  413,  629  ;  Funds, 
415;  Goodwili  and,  410;  In- 
come Tax  and,  310 ;  invest- 
ments and,  532,  635;  insur- 
ance agiunst,  114;  kinds  of, 
109;  luid  and  machinery  and, 
623;  leases  and,  110,  114; 
ships  and,  313  ;  treatment  of, 
111-114 

DuTBBXHTUTioN  or  Incomks  de- 
fined, 306 

Directors,  unlimited  liability  of, 
451 

Directors'  Fees,  treatment  of, 
625,  631,  646,  651 

DiscHABGB,  of  Debtor,  421 ;  of 
Trustee,  423 

Discount,  Account,  43,  44,  621 ; 
Bankers',  defined,  26,  83 ; 
'  method  of  comput- 


ing, 83;. Cash,  defined,    24; 

Cash,  method  of  entering,  42, 

151 ;     Trade,     defined,     24 ; 

Trade,  advantages  of,  24 
Discount    on    Debbntukss    Ac- 

couHT,  278 
DtsoouMTBD  Bnxs,  bank's  way  of 

treating,  83 
Dishonoured  Bill,  82, 192 ;  order 

of  liabili^  on,  194 
DiSPiNSABY  CoLUHHAB  C/B,  Speci- 
men of,  356 
DiasoLunoK     oe 


Distress,  definition  of,  668 
DrviDBNDB,   wrears  of,   261   note; 
as    unearned     Income,    305; 
definition  of,  665;   deduction 
of  I.  Tax  from,  320,  436-44; 
Intebih,   defined,    284,    674; 
payable   out    of    profits,   262, 
284 ;   unrealized   profits    B.nA, 
684  ;  when  declared,  284,  632 
Dividend  Wasaaht  defined,  668 
Dock  Warraht  explained,  668 
DocuMEiTTABX    BILLS,    action    of 
bank  with  r^ard  to,  196,  216; 
defined,  196 
DORUAMT  Fabtbeb  defined,  669 
Double  Account  System,  Ameri- 
can  Railways  and,  416  ;   Bal- 
ance Shiet  of,  411-412 ;   com- 
pulsory application  of,  413; 
defects  of,  414 ;  differing  opin- 
ions on,  413  ;  dominating  idea 
of,  412 ;   explanation  of,  409- 
416;  Fixed  Assets  in,  410-412; 
good  illustration  of,  628 ;  pro- 
vimon  for  Depreciation  in,  413, 
416,  629;  railways  and,  413- 
416, 528 ;  statutory  derivaliou 
of,  413 
Double  Column  Cash  Book,  speci- 
men of,  41 
Double  Entry,  main  principle  of, 
6, 31 ;  note  on,  6 ;  origin  of,  1 ; 
pdndpal  utility  of,  7 
DoUBTTUL  Debts,  see  Bad  Debit 
Drawee,  definition  of,  191 
Drawino  a  B/E,  definitioii  of,  20 


DaiWMO  Acer.,  example  ot,  234 
I>RA.wiN03  or  Paktnbrs,  defined, 
230 ;  interest  on,  233 ;  treat- 
ment of,  230 

E.  AKD  O.E.  explained,  669 
Eabnbd  Ingohb,  abat^nente  on, 

305,  306;   definition   of,  306; 

maniod  women  and,  306 
EutTTKia  Lias  rma  Cohfahibs  ,413 
ELBMXiriARY  Theory,  1-18 
£hbbzzi,embnt  and  Income  Tax, 

320 
Emdobszx  defined,  185 
Endobsbment  defined,  184 
"  Endobsiho  otxb,"  191 
EiTDOWHBHT  FoLicx  defined,  184 
Entby,  defined,  669 
Entry,  Port  op,  defined,  669 
Equivalbnt  E401FUBKT  explained, 

413 
Estate,  definition  of,  S69 
Estate  Cash  Book,  auditing  of, 

423 
Estate  Dott,  definition  of,  669 
ExAMiHATiDK  Candidates,  advice 

to,  7,  57,  69,  91,  100,  107, 129, 

221,  230,  233,  235,  290,  312, 

318,  532,  581-454 
Ezahinatioh   Patxbs,   specimen, 

757  el  sqq. 
ExoHAHQE,  Bill  of,  see  Bill  of 

Exchange 
ExoHAKQEs,  Table  of   Rates   of, 

378,  686-688;    Stable,    377  j 

Fluctuating,  383 
ExoHXQrBR   Bills   defined,  669; 

Bonds  defined,  669 
Excise  Bbxwinq  Book  esplsined, 

5QI     . 
Excise  Dcties  defined,  669 
Ex  DmsEND  defined,  668 
EsBGDTioN,  definition  of,  669 
EsECOTOR,  definition  of,  670 
EXEROISHS,  11, 17,27, 34, 62, 60, 65 

77,89,116,129,201,211,224, 

244,  287,  327,  361,  388,  433, 

476,  614,  692-756,  767  et  eqq. 

Factor,  definition  of,  670 


Faruers  and  Income  Tax,  293 

F.A.S.  explained,  691 

Finance  Acts  1897-1909, 296, 299 

303,  305,  306,  309,  313,  321 
Firm,  definition  of,  670 
First  Cost,  see  Prime  Cosl 
First  Meeting  of  Cbeditoss,  420 
Fixed  Assets  defined,  129,  410, 
670 ;  Foreign  Branch  Account 
and,  385 ;  greater  part  of  pro- 
perty   owned,    411 ;     typical 
kinds  of,  410,  419 
Fixed  Chabobs  defined,  398 
FiXBD  Rent  (Colliery)  defined,  403 

Flat  Cost,  definition  of,  398 
"  Floatees,"  definition  ot,  621 
Floatina    Assets    defined,    128, 
410,666,670;  Foreign  Branch 
Accounts  and,   385 ;    typical 
kinds  of,  410,  628 
Floatino  Csabges  defined,  670 
F.O.B.  explained,  670,  691 
Folio,  definition  of,  670 
FooTAOE  defined,  402 
"  Fob  Cash,"  definition  of,  23 
FoBEiCN  Bills,  definition  of,  194; 
liabifity  on,  195 ;   noting  and 
protestiDg  of,  195 ;  septu'ation 
of  First  and  Second,  195  ;  sets 
ot,  196 ;  apecjal  feature  of,  194; 
epeoimen  of,  197  ;   "with  docu- 
mente  attached,"  196,  216 
FoRFEiTUBE  Ot  SHARES,  entries  re- 
quired, 281 ;  legal  position,  280 
FoBH  of  Application  for  Shakes, 

268 
Formation    ExpensbS,  see    Pre- 

liminary  Expentet 
Foitndeb's  Shakes,  251 
Fbaudulent     Preference     ex- 
plained, 670 
Freehold  Land,  treatment  of,  623 
Freioht,  definition  of,  670 
"Prom  Account  to  Account " 

explained,  521 
Furnace  AocoDNT,BpecimeD  of,  57 1 

Gabnishbe  Order,  defined,  190, 
670 ;  effect  on  cheques,  190 


Gas  Company's  Accounts,  torm 
of,e36-fi40 

Oazettbs,  London,  eto.,  thur  oses, 
671 

Gknikai.  Avkoaob,  defined,  662, 
671 

Qkrkral  Cbossino  (cheque)  ex- 
plained, 186 

Gbhebal  Lbdoxr,  330,  335 

Genkkal  Lbdgeb  As  jdstueht  Ao- 
COCNT,  333, 338 

Genkbai.  Ijbn,  definition  of,  677 

GE>rEBALWoRKiNoAocaTJNT,apeci- 
meD0f,654 

GiLT-EDQED  SxcintinES  defined, 
C71 

Gold,  the  standard  of  money,  680 

Gold  Bohd  defined,  665 

GoLsriKLDS  OS  South  Africa  I/td., 
form  of  aocounte,  560-562 

Goldsmith's  Book,  521 

Goods  Aooount,  objection  to  opeo- 
ing,  S7 

Goods  in  Bond  defined,  665 

Goods  hot  up  to  sample,  proce- 
dure vith,  24,  S4 

Goodwill  Aooodnt  in  paftaiership, 
238 

Goodwill,  a  tranaferable  asset,  416; 
Capital  of  limited  company 
and,  418  ;  definitjona  of,  234, 
416 ;  depreciation  of,  418, 419, 
534 ;  illustration  of  payineot 
tor,  257  !  Income  Tax  and,  318; 
l^al  aspect  of  book  value  of, 
419,  634 ;  limited  company 
and, 418, 532, 664 ;  "payment 
for  share  of,"  oaution,  236 ; 
realization  of,  124, 126 ;  reasons 
for  writing  down,  419 ;  re- 
dudng  book  value  of,  419 ; 
saleability  of,  126;  specific 
mention  of,  257;  vaIueof,41d- 
418,  564 

Gb0S3  Loss,  definilioa  of,  98; 
method  of  treating,  98 

Gross  Propit,  definition  of,  97, 167; 
method  of  treating,  97 

Gross  wbioht  (or  Gboss),  defini- 
tion of,  220 


GuA&AHTBB  (Guakajttqb),  defiui' 

tion  of,  671 
GuABASTEED  Stocks,  definiticoi  oi, 

671 
Guard  Book,  definition  of,  671 


Hat  Hohby,  definition  of,  683 
Head  Office,  Accounts  and  Boob, 

369-376 
Head  Bent  (Colliery)  defined,  403 


i  Secret  ft- 

Hints  to  Exah.  Camwdates,  lee 

Exam.  Candldatet 
HmE  PCBCHASB  AoBEZHuns  ex- 
plained, 671 
HoLDiHO  Out,  definition  of,  673 
Hotel  VisrrOhS  Ledqer,  form  of, 


I/F  espliuned,  ISO 

Impebsonai.  Aocouhts,  see  Norn- 

Impebsohai.  Iadgeb,  see  Nomim 
Ledger 

Imprest  System  explained,  61; 
note  on,  151-152 

In  Bond,  665 

Income,  definition  of,  305,  673 

Income  and  ExpiNDrnmE  Ac- 
counts, 431-434 ;  error  in 
nomendatnre,  429 ;  diatin- 
guiahed  from  Beoeipte  and 
Payments  Account,  431 ;  ei- 
ample  of,  432 

Income  Tax,  allowances  and  de- 
ductions, 303-310;  annoitiM 
and,  322;  appeals,  314;  team 
ment,  mode  of,  313 ;  bad  debu 
and,  324;  bankers'  Inteitit 
and,  323;  bookmakers  and 
325;  bnainesaea  (nen)  and. 
209 ;  businesses  (two  and  more) 
and,  300;  capital  loss  ud, 
321;  change  of  ownra^hiptDd, 
300;   charitable   aubsoripljoiu 


and,  322;  children  and.  30S; 
oommerolal  travellers  and,  309 ; 
oontrolling  prinoiple  of,  290; 
Corporation  Profits  Tai,  328^ 
32St;  deductiona  (allowed)  on, 
301;  deductiona  (not  allowed) 
on,  302;  deposit  acoounts  and, 
323;  depreciation,  SoiiEdule  of 
agreed  rales  of,318-31&;  divi- 
dends and,  301,  326,  S29g; 
earned  incomes  and,  307,  311 ; 
exemptions  from,  307;  Ekcfss 
Proflte  Duty,  328Jt-328n;  far- 
mers and,  293;  Finance  Act, 
1920,  307;  foreign  property 
and,  3280 ;  Income  Tax  Acts, 
289,  290,  293,  295,  297,  299, 
300,  311,  314,  315,  320;  in- 
stitutions and,  292;  ineciibed 
stock  and,  328if;  inauranoe 
premiums  and,  306;  interest 
and,  323-324;  iron  and  coal 
mines  and,  293 ;  lease  depreci- 
ation and,  326;  life  assurance 
and,  306;  limited  companies 
and,  306;  losses  and  expendi- 
ture and,  300;  losses  bj  em- 
bezzlement and,  326;  married 
women  and,  312;  mode  of 
assessment  of,  313;  nature  of, 
2J0 ;  net  profits  and,  297 ;  new 
businesses  and,  299;  notice  of 
appeal,  314;  partners  and, 
325,  327-32&f;  patent  royal- 
ties and,  328/;  penalty  for 
false  return,  314;  preliminary 
expenses  and,  322;  premiums 
on  lease  and,  325;  premiums 
on  shares  and,  326;  produc- 
tion of  books,  315;  Property 
Tax,  292;  rates  of,  310;  re- 
payment olaiins,  303,  S28g; 
replacements  of  plant  and, 
321;  Rbtubns,  examples  of, 
3280-328/;  Rule  of  Aver- 
ages, 298;  salaries  (Sch.  E), 
2U6;  salaries  (partners'),  326; 
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Schedules  of,  291-297;  Short 
Loans  and,  323;  six  cases  of 
Schedule  D,  294;  speculations 
and,  321;  Super -tez,  328i; 
trads  charges  and,  3^6;  trust 
funds  and,  310;  voluntaij 
gifta  and,  325 ;  voluntary  sub- 
scriptions and.  322;  wear  and 
tear  and,  316-320 
Incomb    Tax    Abatement  *  Ci^aim 

FoBM,  303 
Ihcomb  Tax  Acts,  289 
Ihcorporatbd  Company   defined, 

247 
Incoeporation  defined,  673 
Inobeask  of  Capital,  673 
Indent,  definition  of,  G73 
Indentdbe,  definition  of,  C73 
Ibfaht,  definition  of,  673 
iNiTiAia  roB  Books  of  Entry,  133 
Inland  Bill  or   Exchange  ez- 

plamed,  192;    form  of,  193 
Inscribed  Stocks, definitionof,673 
iNSOLvEHcr,    definititm    of,    673; 

not«on,  150 
ItraoLVENT  Debiobs,  loBsfioro,  102 
lN?rmraE    or    Bankebs    Exau, 

Pafebs,  848  et  agq. 
Imsurahoe  Prehidus,  Income  Tax 
and,  305;  treatment  of,  622, 
034 
Insitrbr  defined,  678 
Intebest,  definition  of,  673 ;  In- 
come Tax  and,  323,  324  ;   on 
capital    during    construction, 
674  ;  on  Current  Account,  23, 
221;  on  Partner's  Capital,  232; 
teeatment  of,  645 
Intebih  Dividend  explained,  674 
Inventory,  definition  of,  674 
Investment  Accounts,  exposition 

of,  44&-450 
Inyestmbhts,  definition  of,  674  j 
depreciation  of,  532,  636,  679; 
dividends  and,  320 ;  hintd  on, 
675 ;  in  same  business,  108, 
652,  628  ;  realized  profits  and, 
684 )  types  of,  675 
Ihtoioe,  d^nition  of,  676 ;  pro 
forma,  216,  676 


Invoice  Book  defined,  676  ;  term 

loosely  applied,  67G 
Intoigb  Phess  Copt-Book,  138 

10  U  explained,  GTG 
Issued  Capital  defined,  250 

Jettison,  definition  of,  fi76 

Jobbers,  definition  ot,  TJO 

Joint  Aocooiits,  explained,  392- 
395  :    speoimen  of,  394^-395 

Joint  Adventtbe  defined,  392 ; 
division  of  profits  in,  393; 
illuBtration  of,  393 

Joint  and  Sbveeal  Liabit.ity  de- 
fined, G7G 

Joint  Stock  Co.,  see  Company 

JoTtBNAL,  Columnar,  362 ;  defini- 
tion of,  29 ;  disoontinnanoe  of, 
70 ;  diverdtj  of  opinions  on, 
69,70,76;  form  of,  72  ;  kinds 
of,  29,  67,  68 ;  "  narration  " 
in,  73;  Riopbe,  63;  use  of, 
67-70 

JouKNAL  Entries,  note  respecting, 
76 ;  rules  in  compiling,  72 ; 
specimens  of,  72,  76,  76,  137, 
166,  166,  2C0.  279.  282,  283, 
586,  608 

JOUBNAUZINO,    definition    oF,    70; 

example  of,  71 
Jddoment,  definition  of,  677 

"Kites"  explained,  199 

Lao  (LiKE)  (rupees),  value  of,  685 
Lahoasbirb  and  Chbshibe  Insti- 
tutes   Exam.    Papbbs,    807 
el  igq. 

Landlords'  Tax,  see  Properly  Tax 

Latin  Monxtaby  Union  explained, 
677 

Lease,  depreciation  of,  and  In- 
come Tax,  319  ;  premium  on, 
677  ;  treatment  of,  110,  114 

LiDQER,  Balances  in,  agreement  of, 
34;  Balances  in,  defined,  4; 
Capital  Account  in,  9;  COL-  ' 
UMNAE,  354,  369;  CosT,  ex- 
plained, 398 ;  definitaon  of,  2, 
30-31;  Departmental,  364; 
Entries,  theory  and  practice. 


30;  Hotel  Visitors,  M 
kinds  of,  34 ;  method  of  eote 
ing  in,  28-29;  Nominal  il 
countsin,  8 ;  Personal  Accouis^ 
I,  3 ;  posting  tbe,  defined,  "&: 


entry  in,  67;  Sblf-Bai^anox^ 
see  Self-  Balattcing  Ledgrr; 
spedmen  entries  in,  12-13, 
170-179,  219-220,  261-263, 
345-361,  358,  360.  574.  60^ 
613;  Water  Co.'a  CoMSUMESS, 
367-358 
LsDOBB  Account,  debit  and  oedii 
side  of,  3;  definition  of,  i: 
how  constructed.  3,  4  ;  kimb 
of,  32 ;  specimen  ruling  of,  3. 
31, 170-180,  261-263,  608-«:. 
Legacy,  definition  of,  <>77;  diitT 

on,  677  ;  kinds  of,  677 
Legal  Tender,  definition  of,  S7i    ' 
Letter  or  Aixotment,  265,  S6S, 

272;  legal  effect  of,  2S5 
Lbttxr  of  Application,  254 ;  fon 

of,  271 
Letter  or  Cbedit  defined,  671 
Letter  as  Indemnity,  276 
Leiter  OS  Regret,  268,  274 
Lettees  Patent,  see  Pateid 
Liabilities  defined,  10,  119,671; 
entry  in  Journal,  74  ;  groupiiij 
of,  121,  124;   improper  DBS  of 
word,  127 ;    order  in  B/S  of, 
1S4,  620;   position  of  in  BS 
of,  123  and  7iote 
Lien,  definition  of,  677 
Lite  Annuitiss  defined,  660 
LmE  Assubahce  and  Income  Ta 

302 
Life  AasURAMCE  Co.'s  Aocotmta, 

480-617.  676-580 
LnoTATiON  or  A(7noN9  ezplaiMd, 

678 
Limited  Companies,  452 
'Ldutxd  Company,  see  Companif 
Limited  Companies,  Income  Tu 

Accounts  of,  436-444 
Limited  Liability  defined,  247; 
on  tbaiefl,  262 


XdMrrBD  Fabtnebshif  explained, 

228 
Limited  Paetneeshipb,  227, 450- 

451 
IdPTOM',  Ltd.,  form  of  Aocounto  of, 

530-532 
XiiQUiD  AasETB,  definition  of,  678 
LiQTTiDATOB,    definition    of,    678 ; 
duties  of,  286 ;  illiustration  of 
account  by,  28&'2S6 
List  of  Apfuoatioks  fob  Shabbs, 

2QS 
Lloyds,  objects  of,  678 
Lloyds    Bonds,  explanation    of, 

678 
Lloyds  REaisritB,  678 
Loans,     st    call,    defined,    521  j 
bankers'  practioe  in  granting, 
22,   522 ;   Bill   Brokers,   621  ; 
conditions    for    raising,    22 ; 
"  fiom   aocount   to   aocount," 
621  i    on  conagnments,  621 ) 
rate  of  interest  on,  22,  526 ; 
Short   NonoB,   621 ;    stock- 
brokers', 521 
LoNDOK  &    N.W.   Railway  Co., 

fonn  of  aocounts  of,  521-639 
London  Chaubbb  of  CoMuistaB 

Exam.  Papbks,  782  ei  agq. 
London  Clbarinq  Uodsb,  proce- 
dure of.  520-521 
"  London  Gazbttb,"  671 
LONQ  ExOHAHaB  Bills  explained, 

199 
LoosB  Bills,  explained,  648 
Loose  Lbaf  LEDOXBa,  587 
L083,  definition  of,  8,  98, 99 ;  from 
Insolvent    Debtors,   102 ;    or 
Capital  and  Income  Caz,  316 
Lyoh3  &  Co.,  Ltd.,  form  of  ac- 
counts of,  562-664 


UAcmNBBY  AcoouNT,  sj 

112-113 

"  Makke  "  of  a  P/N  defined,  200 
Malay   Statbs    Tobacco   Plan., 

Ltd.,  form  of  aocouuta  of,  54 1- 

614 


Uanifbst  defined,  678 

Margin  or  Sbcitbity  on  Loans, 
521 

Mabihb  Insdranob  defined,  678 

Uarebd  CHBQtrES,  100 

Uarbied  Wohbn  and  Ihccmb  Tax, 
306 

M&BSHALLiNa  Assets,  123, 124 

Memorandum  and  Articles  of 
Association  of  Limited 
Companies,  452 

Mbhobanduh  Books  defined,  29) 
oBea  of,  29,  46 

MBuoBAMDrM  OF  AssociATiOH  de- 
fined, 679 

Mbrch ants'  Accounts,  illustra- 
tions of,  133-182 

Midland  Blast  Fornacbs,  Ltd., 
form  of  accounts  of,  571-574  ; 
specimen  of  Coal  Account  in, 
574 

Midland  Codntibs  Union,  btc.. 
Exam.  Papers,  821  fi  $qq. 

Mineral  Royalties,  basis  of,  402 ; 
entries  □eoeeaarj',  406 ;  ex- 
ample of,  404,  405-407  ;  lessee 
and,  403  ;  minimum  n^nt,  403, 
40G  ;  payment  of,  407  ;  prin- 
ciple of  recording,  405  ;  short 
workings,  403 

MiNDiuii  Balance,  22 

MiNiuDM  Rent  defined,  403; 
royalties  and,  406 

Kinin!}  Royalties,  see  Royalties 

Mini?  Par  of  Exchanob  defined, 
378,  679 

Minute  Book,  necessity  for,  284, 
679 

Minutes  defined,  679 

Moiety,  defined,  679 

Money,  Cheap  and  Dear,  defined, 
679;  fimotion  of,  680;  Caia, 
Weekly,  Overnioht,  521 

Money  Market  defined,  680 

Mobtoaoe,  First  and  Second,  de- 
fined, 680 

MOfiTOAOBE,  MOBTQAOOB,  defined, 

680 
Multiple  Shop  Conobbns,  system 
of,  376 ;  example  of  accounts 


of,  532,  S62 ;   stocktaking  in, 

Narritioh,  definitton  of,  73 
National    Union    of  Teachers 

BxAH.  Papebs,  797  el  »qq. 
Nbootiable  iNSTEimKBT  defined, 

187, 680 ;  poflition  of  holder  of, 

187,  188 
Net,  681 
Net  Cash,  see  Net 
Nrr  Loss,  98,  99, 115 
"  Nbt  Pbocebds  "  explained,  217 
Net  Pbofit  defined,  97,98-99, 626; 

assessment  of,  198 ;    Incomo 

Tax  and,  29C  ;  treatment  of, 

115 
Net  Retbnce  Accoitst,  form  of, 

526-527 
■  Net  Weight,  Net,  defined,  221, 

681 
New  Business,  Income  Tax  in,  209 
Nominal    Accounts,  defined,  8, 

32  ;  eiftinple  of,  8 ;  treatment 

of  in  older  metbcMls,  8 
NoMiHAL  Capitai,  see  Authorized 

Capital 
NoHiNAi.   Ledoeb,    defined,    34 1 

entry  in,  33 
NoM-CuMUi^TivB        Fbeterbbob 

Shabbs,  261 
Notary  Public,  192 
Notice  of  Appeal,  see  Income  T<v> 
NoTDia  A  Bnx,  82, 192, 194 
"  Not    Nbootiabui,"     olleot    of 

woTds,188,680;  iimitofwords 

to  cheque,  188  j  when  useless, 

681 
N/S  explained,  190 

OmciAL  Rbceiveb,  duties  of,  420; 

OS  Trustee,  420,  421     ~ 
"  On  Cost  "  Chaboes  defined,  398 
"On  Demand"  defined,  196 
One  Man  Coup  any  defined,  249 
"Open  Accodnt  Cubbbnt"  ex- 
plained, 658 
Open  Chequx  defined,  186 
OPBNiHa  Enibixs,  74, 137 
Obdkb  Chsquk  explained,  181 


Obdeb  op  Dischabqe  from  Bank- 
ruptcy, 421 
Obdinaey   SHAREa  defined.    251; 
teasona  for  avoiding    iii   s 
cases,  418 
Obioinal  Entries,  definition  of,  2S 
Outstanding  Expensb;s,   100 
Overdraft,  bank  treatment  of,  64S 
"Overhead"  Cbabobs     defined, 


Paid-up  Capital  defined,  2S0 
Pab,  definition  of,  681  ! 

Pari  Pasm,  meaning  of,  681 
Par  of  ExcHABQB,see  Mint  Par  <tf 

Exchange 
Parol  Contbaots,  see  Simple  Cm- 
tracts 
PabtiouiuLR  Average  defined,  663 
Particular  Libn,  defined,  677 
Partnebs,  adjustment  of  Incune 
Tax  between,  321 ;  definition 
of,  227 ;  distinguished  &om 
investors,  233 ;  drawings  oF, 
2J0;  IncomeTax and, 321,322, 
323,  325;  interest  on  caiNtal 
oE,  232, 233 ;  interest  on  draw- 
ings of,  233  ;  Uabiiity  of,  227, 
229,  233;  number  of,  227; 
lights  of,  227;  Salaries  and 
Income  Tax,  319 ;  taking  cmt 
Assets  by,  243 
Partnership,  Aooonnts,  227-246; 
Accounts,  hints  for  examinees, 
230;  Accounts,  example  of,  231; 
acquisition  by  company  of, 
266;  Act,  provisiona  of,  229, 
240,  677 ;  admission  of  new 
partner  into,  238-239;  alter- 
native to  caah  premium  in, 
238 ;  Balance  Sheet  in,  241 ; 
bankruptcy  of,  240 ;  Capital 
Account  of,  229-231, 237-23S; 
clauses  of  Deed  of,  228,  232 ; 
Companies  (Consolidation) 
Act,  and,  227 ;  compared  with 
limited  company,  248 ;  Deed 
OF,  definition  and  claoMs  of, 
228,  232 ;  defined,  227 ;  dis- 
putes,   229 ;    disBolutioo   oE, 


243 ;    Drawing  Aooonnt     of, 
234;  GoodwiU   in,  234,  236; 

Limited,  337 ;  premiiuns  for 
admissioii  in,  235 ;  Profit  and 
LoBB  on  ECealization  Account 
in,  240 ;    ranking  of  debts  in 
bankruptcy   of,  240 ;    realiza- 
tion of  aaseta  in,  240 ;    taking 
over  aaaetB  by,  243 
Pass  Book,  see  Bank  Pass  Book 
Patbnt  Rights,  entering  value  of, 
633;    meaning  of,  C'J4,  681  ; 
waiting  nature  of,  109 ;  writ- 
ing down,  624 
Pawn,  definition  of,  681 
Paybb,  definition  of,  20,  1S4 
"Paymeht    foe    honour    supka 

PBOTBST,"    081 

PBARa  &  Co.,  A.  &  F„  I/TD.,  form  of 

accounts  of,  533-535 
Pemihsulab  and  Obikhtal  Steam 
Naviqation  Co.,  fonn  of  ac- 
counts of,  653-657 
PoR  Cent.,  meaning  of,  681 
Pbbcentaob  defined,  681 
Pbrf&iital  Amntitibs  defined,  660 
Pbb  Pbocdbatiom  defined,  681 
Pbbsonal  Accoukt,  defined,  4,  6, 

32 ;   specimen  of,  4 
FXBSONAL  Fbofbrty  defined,  682 
Pbtition  IK  Bakkeuptoy,  420 
Pbity  Cash  defined,  20,  47 
Pbtt:  Cash  Book,  description  of, 
47 ;  example  of  entry  in,  139  ; 
Bpecimena  of,  49,  164 
Pbtty  Oashieb,  duties  of,  47 
Pio  Iron,  coat  price  of,  673 
FiQ  Ibon  Account, specimen  of,  671 
"  PlO  ON  POKK,"  199 
PuiNTiFB,  definition  of,  682 
Pledob,  Pledqeb,  Fledqbb,  see 

P/N  ojplMned,  682' 
PoucT  deBned,  682 

Poll  defined,  682 
POBT  or  Entry  defined,  669 
Post-dated  Cnuqna,  defined,  682 
PosTiNQ,  Bills  Payable  Book,  79-82; 

Bills  Reoeivable  Book,  82-84  ; 

Cash  Book,  38-61 ;  errors  in. 
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92-94 ;  Journal,  67  -  75  ; 
Ledger,  30-34 ;  Purohsses 
Book,  66-60 ;  Returns  Books, 
84-87;  Sales  Book,  63-65; 
Tabular  Books,  361 
PosTPONBD    CRBsiTOBa     defined, 

682 
Power  or  Attorney  defined,  662 
Preference  Shares,  260,  251 
Febcebbntial  Ceeditobs,  eniMe- 

ration  of,  421,682 
Fbelhunary    Expbnsbs    enume- 
rated, 283  ;  treatment  of,  283 
Premium,  definition  of,  682 ;  differ- 
ence between  Capital  and,  236 ; 
example  of,  236 ;  Income  Tax 
and,    319 ;    instead    oi    rent, 
110;  OK    DBRENTnEBS,   278; 
OK  Shabes,  277 ;  PactDerships 
and,235,238;  Reserve  Account 
and,  277 ;  l»:eatment  of,  235 
Premium  on  Shares  Accottkt,  277 
Prepaid    Ihsteakobs,    treabuent 

of,  622 
Presentment    fob    Acoectanck, 

683 
Pbess  Copy,  definition  of,  683 
Peicb  of  Mandfaotubed  Abticlb, 

analj'sis  of,  398 
PRniAOE,  definition  of,  683 
Fbihb  Cost,  definition  of,  398 

PeIVATB  CompaKY,  Bee  Cfnnpa7iy 

Private  Ledger,  defined,  34 
Probate  defined,  683 
Pro  Forma  Ihvoice,  defined,  676 
Profit,  definitions  of,  8,  99,  310, 

683 ;   Gross    and  ^bt,    97 ; 

prior   to   incorporation,   683 ; 

question  of   company's,  252; 

Realized,  defined,  684  ' 
Peofit  ahd  Loss  Accoukt,  B/S 

and,  129;  defined,  8,99;  main 

principle  of,  iOO ;    specimens 

of,  106, 115, 180,  367.  520,530, 

634,  637,  642,  646,  551,  658, 

562,  672,  663 
Profit  and  lass  on  Reauzatiok 

Account,  243 
Pbomissoey  Notb,  Bank  Note  and, 

200 1    B/E  and,  201 ;  cheque 
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aod,  188 ;   defined,  200 ;   dia- 

honouring,    etc.,    201 ;     how 

usually  drawn,  200;  liability 

on,  200;    "maker"  of,  200; 

stamp  duty  on,  201 

Pkohoteb,  Pbohotion,  defined,683 

Fbouft  Cash  explained,  691 

pROPBExr    AooouBTs,    see    Uml 

Accutiiiti 
Pbopebtx  Tax  explained,  292 
pBosPBcms  defined,  254,  683 

PBOTBSnNG  A  BlLL,  192-194 

Pkotisiohs,  kinds  of,  102 

Pkovisiohs  and  RESEBVsa  treat- 
ment of,  100 

Pboxv,  definition  of,  6S3 ;  Voting 
BY,  684 

Pbudential  Assukance  Co.,  form 
of  accounts  of,  67S-580 

PuBLio  Examination   of  Bank- 

BUPT,  421 

Public  Lihiied  Co.,  see  Comj/any 

Published  Accounts,  fonns  of, 
518  et  eqq. 

PcRCHASBS  Account,  Columhab,60 

Pcbchasbs  and  Exfesses  Jour- 
nal, specimen  of,  353 

PUBCHASXS  Book  or  Journal,  55 ; 
CoLDMNAE,  68,  60 ;  entries  in, 
138,  144,  167,  345,  607 1  speci- 
mens of,  56,  69 

PUBK  Ehdowmbnt  Policy,  Depre- 
ciation and,  114 

QuAETEB  Days  (England  and  Scot- 
land), 684 

QuBsnoHS,  see  Exeremg 

Quorum,  definition  of,  684 

Railway  Co.,  form  of  accounts  of. 


Railway  Clbabiho  House  de- 
fined, 666 

Bankino  Asskts,  see  Marehalling 
Assets 

Rate  or  Discount,  663 

Rates  of  Dsf  bbciation  and  Ik- 
OOMB  Tax,  311-313 

Bates  of  Excbahqe,  explained, 
6S4 ;   table  of,  378,  C8G-688 

Raw  Material,  defined,  684 


B/D  ezplEuned,  190 
Real  Account  defined,  6,  6,  32; 
entry  in  Ledger,  33 ;  specimen 
of,  6 
Bbal  Estate  or  Propebty  defined, 

682 
Realization  Account  or  Teustbb, 

240,242,423 
Realubd  PROms  defined,  684 
Re  assurances,  4S8 
Rebate,  definition  of,  196, 684 
Receipt,  definition  of,  691 
RBCBiPTa  AND  Payments  Account 
defined,  428 ;  caution  respect- 
ing n<HuenolatDi«,  429 ;  colum- 
nar C/B  in,  431 ;    compared 
with  I.  and  E.  Acoonnt,  431  ; 
example  of,  430 
Receiver,  duties  of,  286,  684 
RacEtvtNO  Order,  effect  of,  420 
Beconciliation  of  C/B  with  Pass 

Book,  46 
BECONSTRDonON  defined,  681 
Record  Book  defioed,  686 
Refer  to  Drawer  (B/D),  190 
"Rxtkeee  in  case  oe  heed"  ex- 
plained, 685 
Beoister  of  Apflioations  (Lists), 

256 
Register  or  Directtors,  284 
Reoistsb  oa  Mortgages,  284,  680 
Registered  Capital,  see  Author- 
ized Capital 
Bboisterbd    OinoE    (Company), 

685 
Registration  of  Company,  247 
Regulation   or  Railways  Act, 

1868,  413  uole 
Release  of  Trustee,  423 
Remittance  defined,  685 
Benkwed  Bill,  treabuent  of,  194 
Repairs    Account,  specimen  of, 

101 
Reflaobments  of  Plant,  314 
Reserve,  see    Reserve  Fund  wid 

Mesereei 
Reserve  Acer.,  use  of  term,  10( 
Reserve  vob  Bad  Debts,  103-104, 
637  ;    Income  Tax  and,  318 ; 
treatment  of,  107,  643 


I  Bad,  etc.,  Dbbts 

Account,  specimen  of,  105 
Bbsbbve     Fdbd,     deflned,     108  ; 
differing    opinionH    on,     108 ; 
investment   of,  103 ;    purpose 
of,  108  i  Beaerre  Account  and, 
log  1   various  terms  for,  109 
Reserve  Lubujty,  defined,  686 
RssBBVES,    banker's,    108,    521 ; 
carrying  forward  of,  lOOi  101 ; 
for  special  purposeB,  107,  108, 
670 ;   kinds  of,  102,  107-108  ; 
investment  of,  108,  521,  652, 
628 
Bbsebvss  Acer.,  specimen  of,  101 
BsSPONDEMTiA  BoHDS  defined,  665 
Best,  definition  of,  109 
Bbtubns,  deflniUon  of,  24 
Betcbhs   Books,  deacription  of, 
84, 86 ;  specimens  of,  86, 87, 88 
Betubss   fob  Assbssueht,   297~, 

307,  308 
Bbtubns  Ihwabds    defined,  25 ; 

recording  of,  87, 144 
RBTtTBNS  Inwards  Book,  entries 
in,  144,   168,  345,  607  ;  speci- 
men forms  of,  87,  88,  108,  346 
Returns  Journal,  use  of,  #8 
Rbturms  OuTWAKDa  defined,  25, 

86;  posting  of,  85 
Returns  Outwabds  Book,  speci- 
men  forma   of,   86,   88,   168 ; 
entries  in,  145,  345 
Revenue  Acooont,  specimeoa  of, 

524^527,  536,  565,  676 
Royal  Society  of  Abts  Esauiha- 

nON  PaPBBS,  767  el  sgq. 

Royalty,  definition  of,  401. 
Royalty  Accounts,  401-409 
Royalty,  Mibbral,  see  Mineral 

Rot/alties 
Rule  or  Avbraqes  (Inctme  Taz), 

298 
RuFEE,  value  of,  685 
Rx  explained,  685 

SAI.ABIE3  OF  Fartnxbs  and  Income 

Tax,  321 
Sale,  for  cash,  explained,  23 1  of 

buildings,    method    of,    149 ; 


EX  948 

upon  credit,  espltuned,  23; 
upon  credit,  entry  of,  66 

Sales  Account,  spedmen  of 
Columnar,  64 

Sales  Book,  description  of,  63; 
entries  in,  65,  141,  143,  150, 
167,  346,  607  ;  specimen  fonns 
of,  63,  64, 167,  346 

Salss  Lbdobb,  described,  34 ;  Ad- 
jualment  Acooont,  334,  348 

Salvaos  deflned,  689 

Salvation  Army,  form  of  aooonnts 
of,  669-570 

Sans  Becoubs  defined,  689 

Schedules  (Income  Tax)  ex- 
planed,  291-302 

Schedule  D,  294-296,  296-302; 
amount  of  Income  taxable 
under,  298 ;  apparent  hard- 
ship under,  299 ;  appeals  under, 
307-309 ;  assessment  (modes 
of),  307-308;  busineaaeH  (new) 
under.  299 ;  buuneaseH  (two 
or  more)  under,  300;  bad 
debts  under,  317 ;  capital 
losses  under,  315 ;  oases  of, 
295 ;  change  of  ownership 
and,  300 ;  deductions  (allowed) 
under,  301 ;  deductions  (dis- 
allowed) under,302;  dividends 
and,  320 ;  exemption  and 
abateoient  under,  303 ;  earned 
income  under,  306 ;  embezzle- 
ment under,  320 ;  insurance 
premiums  under,  302 ;  interest 
under,  315 ;  iron  and  coal 
mines  and,  300 :  lossefl  and 
expenditure  under,  300 ;  mar- 
ried women  under,  306 ;  busi- 
nesses under  299 ;  partners* 
salaries,  321 ;  position  of  seore- 
tary  under,  296 ;  preparing 
assesEonent,  297 ;  prooeduie 
for  exemption,  298 ;  replace- 
ments and,  314 ;  rule  of  aver- 
ages, 298 ;  special  conditions 
under,  300;  speculations  under, 
313 ;  voluntary  subscriptions 
and,316;  wear  and  tear  under, 


310 
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ScHOOLUASTEB  and  Inc.  Tax,  307 
Scrip,  definition  of,  689 
Seal  (Couhon)  defined,  689 
Seal  Rboisteb  explained,  689 
Secret  Rbsxbves,  108 ;  metliod  of 

creating,  633 
Secdrbd  GBXDFiOBa,  422 
SECDBmEa,  deflnitioD  of,  689 
SKLF-BALAHGixa     Lbdqeb,     Cash 
Book  in,  344 ;  ecpluoed,  329 ; 
system   illustrated,   342-3G1 ; 
example  of,  342 
Sbt-oft,  definition  of,  689 
Settlement  (Settling)  Days,  521, 

658 

Shabb  Capital,  definition  of,  252 

Shake  Cektificatb  defined,  268, 

666;    delivery  of,  265,  268; 

specimen   of,    276 ;     what   in 

exchange  for,  276 

Shabe  Reoisteb    (Ledger),  254, 

264 
Shark  Trahsteb,  form  of,  270 
Shark  Waeeamts  to  Beaker,  689 
Shares,  AppUcalian  and  Allotment 
Account  for,  254;  Applica- 
tion and  Allotment  Account 
Book  for,  266  ;  as  part  pur- 
chase price,  267 ;  banker's 
reodpt  for,  271,  273;  call 
notice  on,  268,  273  ;  calls  on, 
260,  264,  256 ;  certificates  for, 
255 ;  compared  with  stock, 
252 ;  CtTMULATrvB  Peibp.,  251 ; 
Deferred,  251 ;  definition  of, 
249 ;  dividends  on,  252,  284 ; 
forfeited,  28a-283;  form  of 
application  for,  264,  268,  271 ; 
Founders",  251 ;  how  issued, 
260,  277 ;  issued  at  premium, 
277,279;  "  issued  credit«d  as 
fully  paid,"  256;  Letter  of 
Allotment  for,  256,  268,  272 ; 
Letter  of  Indemnity,  275; 
Letter  of  Regret,  268,  274; 
limited  liablhty  upon,  262 ; 
Lista  of  Application  for,  256 ; 
Manaoeuent,  251 ;  Noh-Cum. 
Preeerence,  261;  Obdihaby, 
251;    Peep.,    260,    251  note; 


special   settlement   for,    268; 
Transferor  and  Transferee  of, 
268;  Transfer  Register  of,  266; 
treatment  of,  254,  256,  279 
Sbif,  ownership  oF,  689 
SHtra  and  Income  Tax,  313 
Short  Exchange  Bills  explained, 

199 
Short  Loans,  defined,  680  ;  kinds 
of,  621 ;  Income  Tax  and,  31S 
Short  Workings  (Shorts)  defined, 
403 ;    entries  necessary,  406 ; 
illustration  of,  404, 407  ;  lessee 
and,  403 
Short    Worexnos,   recording    of, 
406;      "recouping  "of,     404, 
407  ;  specimen  forms  of,  409 
Siuple  Contract,  defined,  689 
Single  Account  System,  211 
Single  Entry  Book -kbefino,  205- 
211 ;     conversion     into    D/E, 
209  ;  information  afiordod  by, 
207 ;    inherent  weakness    of, 
207, 209  ;  Stat«ment  of  A&uib 
by,  208 
Single  Ship  Company  defined,  690 
SiNEiNO  Fund  explained,  690 
Sleeping  Rent  (Colliery)  defined, 

403  nole 
Slip  (Marine  Insurance),  690 
SoLiciTOEs'    Accoobts,    form    of 
accounts,  546-649 ;    advance 
payments    in,    548;     Capita] 
Accounts    in,    648 ;     clients' 
moneys  in,  549 ;  fees  for  a£B' 
davits  in,  649  ;   "loose  bills" 
in,  648  ;  prcminms  for  articled 
clerks  in,  648 ;    stamp  duties 
and,  549 
Special  Settlxuent  defined,  268 
Specialty,  defined,  690 
Specific  Legacies  explained,  670 
Speculations  and  Income  Tax,  318 
Stable     Excrangb     Countries, 

List  of,  378 
Stamp  Duty,  on  Bills,  200;    on 
Cheques,  189  ;  on  F/Ns,  201 ; 
paid  by  Cheque,  549 
Statement,  definition  of,  600 
Statement  op  Affairs,  Balaooe 


Sheet  and,  120;   Banlmipt's, 

127, 421 ;  compulsory  winding 

up,  421 ;    definition  of,    120  ; 

form    of,  424-425;  items  of, 

422 ;  modification  in  Ltd.  Co. 

o(,  422;    Single  Entry,  208; 

Bummar;  portion  of,  422 
STATisncAL  Books  defined,  29 
Statutes  of  LiMrrxTioN,  678,  600 
Statutory  Declarations  defined, 

658 
Statutoey  Iscomk  defined,  298 
Steamship  Ling  Acoounts,  form 

of,  654r-667 
Stock,  compared  with  Shared,  252  j 

definitiOD  of,  253 ;  Inscribed, 

673,  675 ;  Bbqistered,  676 
Stock  EschanoeClharino  House, 

666 
Stock  ExcHANaB  Ssituhq  Dats, 

621, 658 
Stock  Rbcbift  defined,  673 
Stock  to  Bearer  defined,  675 
Stoffaoe  in  trahsitu  explained, 

690 
Stopfino  a  Chbqub,  teasona  tor, 

190 
Sdrfiena  defined,  690 
Subscribed  Capttad,  defined,  260 
SuNTKY  Debtoba,  121, 161 
SuNDBY  Trade  Credftors,  121 
Super  Tax  explained,  306 
SUEETY  defined  690 
Surplus,  American  use  of  word,  199 
SURREHDBB  Value   defined,  578, 

690 
Suspension  of  Paymbnt,  not«  on, 

149 

Tabulab       Book-keefino,       see 

Colu/nnar  Book-keying 
"Takino  up  a  Bill  under  Re- 
bate," 196 
Talon,  definition  of,  686, 601 
Taee,  definition  of,  221 
Taxation  of  Bills  of  Cost,  691 
Taxbb  Manaqehbnt  Act,  1880, 309 
TASisa  Master,  duty  of,  691 
Tehob  of  a  Bill,  definition  of,  26 ; 
when  expreesed  in  months,  26 
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Terms  of  Sale  and  Payment,  691 
Testator  defined,  691 
Thbeb  Column  Cash  Book,  posting 
IMsct,  in,  43  ;  specimen  of,  45 
"Three    months    aeteb    date" 

explained,  199 
Tied  Houses  expliuned,  560 
Time  Sheets  explained,  397 
Tobacco  Pla')<tation,  cash  returns 
from,  387 ;   form  of  acoounta, 
641-644 
Tontine  defined,  691 
Trade  Charges  and  Inc.  Tax,  320 
Trade  Discount,  advontagea  of, 
24 ;  definition  of,  24 ;  entering 
of,  24 
TRADisa  Account,  charges  debited 
in,  97  ;  expenses  and  charges 
in,  618  ;  items  of,  97  ;  nature 
of,  57,  96,  616 ;  object  of,  96 ; 
preparation  of,  155, 618  ;  speci- 
mens of,  97,  98,  179,  367,  637, 
663 
TRANSAcnoNS,  olassification  of,  2 ; 
definition  of,  2  ;  entry  of,  33 ; 
examples  of  merchants'  trans- 
actions,   133-182 ;    recording, 
32 ;  rule  in  considering,  32 
Transfer  Journal,  use  of,  342 
Transfeh    Register,   nature   of, 
266;    required  by  law,  284; 
specimen  form  of,  209 
Trahsfbrob  and  Transferee,  268 
Treasuky  Bills  defined,  691 
Trial  Balance,  agreement  of,  61, 
92-94,330;  Branch, 372-374 ; 
compensating  errors  in,  667 ; 
defined,    7,  91  ;    example   of, 
14 ;     extraction    of,    14,    91 ; 
preparing,  7,  91,92;  specimen 
forms    of,     14,    91,    93,    181, 
351,  3GG,  373-376,  381,  382, 
386,  387,  613,  6S0 
Trustee  defined,  691 
Trust  Funds  and  Ina  Tai,303-304 
Trustee  Act,  1893,  provisions  of, 

ti76 
Tedstee  in  Bankruptcy,  see  also 
Truitee ;  auditing  of  accounts 
of,  423 ;    duties  of,  420-421 ; 


R«alization  Account  of,  423; 
release  of,  423 ;  under  I>eed  of 
Arrangement,  427 
TuBsovBB,  definitioa  of,  69! 

Dhpibb  defined,  G61 
Uhdbbwritbb  defined,  284 
Unearhbd   Ihcomb    and   Income 

Tax,  SOS 
TJnissiixd  Capitai,  249-260 
Union  of  Lokdon  aud    Smiths 

Bank,  forms  of  accounte  of, 

619-S23 
Dnuhited  Coufanibs,  248 
Unpaid  Calls,  treatment  of,  647 
Unpaid  Bxpensbs,  treatment  of, 

100-102 


Valuation  Balance  Shkbt,  sped- 

men  of,  579 
VoLCBTART  GiPTS  and  Ino.  Tftx,319 
VoLTJHTABif    Sdbscrittiohs    and 

Income  Tax,  316 


VoTiFG  BT  Proxy,  684 
VoDCHEB,  definition  of,  691 

Wages,  96,  396,  3S8 

Warrants,  Dividend  and  Income 
Tax,  320 :  dock,  6G8 

Waeranty,  defiiiition  of,  691 

Wastb  Book,  691 

Wastinq  Assets,  defined,  129 ; 
exiunples  of,  109, 161 ;  machiQ- 
ery  as,  110 ;  railway,  529 ; 
writing  down,  110 

Water  Company's  Accounts,  form 
of,566-668 ;  Consumer's  Ledger 
in,  35S ;  nature  of,  367 

WATBBiiD  Capitai,,  frequent  cause 
of,  263 

Watered  Stock  defined,  691 

Wkab  and  Tear,  assessment  of, 
310;  deductionfl  for,  310-313 ; 
distiagiuBhed  from  Deprecia- 
tion, 310;iIIaatraUon8  of,  310, 
313 

Wbiodts  (Gross  and  Net),  220 

Working  Capital,  128  411 
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The  Primer  of  Book-keeping 

A  First  Course  for  Students 

Bj  L.  C.  CROPPER,  F.C.A.,  etc 
Mthor  of  "  Book-keeping  Miuf  Aecounh. "  »nd  "  EUmentjuy 


Crown  8ro.      i6o  pp.      Cloth.      Price  la.  Sd.  net 

This  book  ii  admirably  adapted  Tor  uie  in  Day  Schools,  and  In 
those  Evening  Schools  where  the  frict  as  well  a«  the  gualUji  of  a 
T«:[t-8ook  determines  whether  it  can  be  adopted  or  oot.  There 
are  about  too  carefully  selected  and  graded  Exercises,  exclurive 
of  many  pages  of  EsaminatioD  Papers.  The  Explanatory  Text 
is  both  umple  and  adequate,  and  teachers  may  feel  quite  sure 
that  in  adopting  this  book  they  are  providing  their  pupils  with  a 
thoroughly  sound  and  comprehensible  exposition  of  the  principles 
of  Modern  Book-keeping  and  not  burdening  them  with  obsolete 
methods  that  have  do  relation  to  a  modem  Counting  House. 

N.B. — A  fully  worked  Key  la  preparalioo. 

The  Economic  Foundations 
of  Reconstruction 

By  ALFRED  MILNES,  M.A.  (Lond.) 
Den^  8vo.  234  pp.  Price  6b,  QA. 

An  explanation  of  the  economic  principles  on  which  society  as 
we  know  it  has  been  built  up,  and  an  application  of  those 
principles  to  the  solution  of  the  economic  problems  brought  into 
critical  prominence  by  (he  European  War.  The  publishers 
unreservedly  recommend  the  book  to  all  teachers  and  students 
of  commerce.  The  chapters  entitled  "  Payment  by  Production  "  ; 
"  Enrichment  by  Exchange  "  i  and  "  Foreign  Exchange,"  indeed 
the  whole  work,  is  a  model  expositioli,  written  In  a  style  | 
real  literary  charm. 
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Elementary  Book-keeping 

A  Text-Book  for  Studenti 

Bj  L.  C.  CROPPER,  P.C.A..  etc. 

Author  of  " Book-kteplng  and  Aaxmnh."  "The  Pritntrof 
Book-krtping  " 

Crown  Sto.      310  pp.      Cloth.      Price  3s.  net 

Thia  Text-Book  ii  ontWIj  diatlnct  from  Mr.  Cropper'*  larger 
treatiie,  "  Book-keefring  and  Accounta,"  and,  ai  its  tille  indicates, 
la  iatended  ai  an  introductory  Text-Book  to  that  volume.  Beaidea 
a  lar^  selection  of  recent  Bxamiaation  Papers  set  by  the  various 
Bodies  exjunining  in  Book-keeping,  there  ar«  numerous  graded 
Exercises  appended  to  the'  various  chapters.  Like  all  Hr. 
Cropper's  works  the  book  is  thoroughly  modem,  both  In  matter 
and  spirit,  care  having  been  taken  that  the  student  shall  have 
nothing  to  unlearn  when  confronted  with  present-day  practice^ 
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A  First  Course  in   Commercial 
Correspondence  and  Office  Routine 
bt  j.  king  grebbt 

Author  of  "Modtm  Com/nercUJ  CorrtsponJtrux,"  «fc> 
160  pp.      Cloth.      Price  Is.  8d.  net 

Modern  Commercial  Correspondence 

Bt  JOHN  KING  GREBBY 

ExMinintr  In  Hartdmritb^  tttd  Commtrdal  Carrtapondenet  to  ff>* 

Jto^  Sodtty  of  Arts;   formeriy  PrtvaU  Sterettaj  to  tbt  Istm 

Sir  Coarttnay  Bcylt,  K.C.B. 

Crown  8to.      396  pp.      Price  8a.  net 
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Modem  Business  Training  and  the 
Methods  and  Machinery  of  Business 

Br  JOHN  KING   GREBBY 

Author  of  "Modem  CommereUU  Corttspondenet  " 
Crown  Bto>         600  pp.         Price  6b.  net 
A  thorougbly  •.uthoriUtive  juid  exhauative  work. 
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Marine  Insurance 

Its  Principles  and  Practice 

Br  FREDERICK  TEUPLEUAN 
Adjaster  of  CtMlma  to  0)e  AUImux  Assaftnet  Co.,  Limited 
Third  Edition.      Crown  8ro.      264  pp.      Price  6s.  net. 
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to  Life  Assurance 

With  chapters  oa  Fire,  Workmen's  Compensation, 
and  otiier  kinds  of  Insurance 

Br  A.  W.  TARN,  F.I.A. 

Edifof  of  "  Wilford's  InsvNuux  Guide  »nd  Hmd-Book  " 

Crown  Sto.      About  220  pp.      Price  3fl.  6d.  net 

Typewriting  from  A  to  Z 

Edited  b;  BERNARD  E 
Fcap.  Folio.  192  pp. 

Arithmetic  and  Accounts 

Bt  S.  carter,  B.Com.,  B.Sc 

Examiner  in  Arithmetic  and  Accounts  to  the  Union  of  Lancash6v 

and  Cheshire  Institutes:  Headmaster,  Municipal  Technical  School, 

Wakefietd, 

H.  GARRATT,  B.Sc, 

Head  of  the  Physics  and  Electrical  Engineering  Department  in  the 

Smelhaiick  Municipal  Technical  School, 

Fiiat  Year  Course.     Crown  8to.     192  pp.     Price  28.  net. 

Second  Y«ar  Course.    Crown  Svo.    28S  pp.    Price  2b.  6d.  net 

The   Elements  of  Commercial  Law 

With  Brief  Notes  on  Scots  Law 

Bj  H.  W.   DISNEY,  B.A.,  Oxon. 

Barrister-at-Latui  Lecturer  at  the  London  School  of  Economies  t 

Member  of  the  FacuUy  of  Latus  in  the  University  of  London 

Crown  8va.      231  pp.      3rd  Edition.       Price  3s.  neL 

This  is  a  verjr  clearly  written  Text-Rook  of  moderate  conipati, 

ctnineotl}'  suitable  for  Evening  Schools. 

TJi4  Aaamttaitit'  MmfuMJnt  tajt:  "Tha  kn^iuif b  Ij  ^mplf^  tha  itTl*  lacid ;  jcft 
wilhtl  it  ii  wrilMn  in  ■  liiaiaughlT  migTitific  ipint." 
Tlu  Lmi* Slminri  JiiutTuJ sxYj:  " Tbi  lurved  writn of  thli  hudbodt  vaku it 

■coardinflj  not  bardcpcd  his  text  by  dtini;  fcalbaiiiiei,  ^nd  hu  u  fpi  u  ujvibk 
■void«d  l^;ftJ  tachmcA]iti«.  .  .  .  Altoiether  it  ii  k  very  •hccllent  handbook." 
-  ■      ~  "EuenlUUaj*  m     ' 


propfactTDW 


mtfiil  onlT  lo  lh«  pnctLca]  lawyer,  arc  vftsy^htxt  can«picu(>ual;r  aUanL     Thia  U 
jolt  u  11  shoald  ba  in  a  book  of  ihia  kind,  and  we  hava  no  '      ''   ~  ' 

a  nadj  aala,  aa  aDOD  u  taibcben  a(  coninardal  cUiHi  hai 

n,3t,7=^- In  Google 


A  Plain  Guide  to  Investinent  and  Finance 

Br  T.  E.  YOUNG,  B.A.,  F.I.A. 

PmsI  President  of  the  InsHtute  of  AdwUs,  P»si  ChtitmMn  of  the 
life  Offices'  AssocUHon.  Ute  Head  Actuary  of  the  Commercitl 

Union  Assurance  Co, 

Demj  8vo.      336  pp.      Cloth.      3rd  Edition.      Price  7b.  6d. 

Iov>lua.bl«  to  all  Teachara  of  Buj!iims  Hethodt. 

A  rawefrJUiuijtttt  dealt  tttitk; — Trade,  Commerce  and  Induatn 
— Markets  generally  and  the  Honey  Market  in  particular — Bank 
of  England— J<nnt  Stock  Banks— Bills  of  Exchange— Foreign 
Exchanges — Bill  Broken — Stock  Exchange— Broker*  and 
Jobbers— Bulls  and  Bears— Sympathy  of  Markets— Causes  of  the 
Variations  in  the  Prices  of  Securities— Effects  of  War  on  the 
Prices  of  Securities — Dear  and  Cheap  Money — Condition  of  Trade 
in  its  Effect  on  the  Prices  of  Securities  and  Consols— Accrued 
Interest  as  affecting  the  Cost  of  Securities — The  Return  derived 
from  an  Investment— Ex- Dividend  and  Ex-Interest,  Cum  Dividend 
and  Cum  Interest — Sinking  Funds,  Speculations  and  Gambling — 
Index  Numbers— The  Effect  of  the  European  War  of  1914  upon 
British  Finance  and  Commerce,  etc. 

FhianilMl  Timii.  Jan.  fti,  1909,  Hn :  "  It  b  aicMIr  uid  lucidly  writtan,  uid 
tay  OM  who  iaita  u  g«  ■  cooiprchenih*  (rup  sf  lb*  fiwitci*]  Hoild  nt  larft  uul 
of  Lha  :?tDck  and  Mopay  Uarkata  piinicokily.  ofloat  lacuf  a  a  batter  or  mora  raliabla 

TMi  FixMMtftr  BTi :  "  Rifudad  fraia  «ary  pcnnt  of  t1*w  llill  work  k  mil* 

■dfninbia,  ud  tba  radar  cmdm  hil  10  profit  very  greatly  from  It>  dear  aipodllsn. 

TIa  Finmcimt  SlmiUrdtM:^ :  "  Ui.  Vounf '■  book  truly  rnlfili  tha  offic*  of  (uida. 


alimu  ihaold  not  ba  witbou  iL~ 
taiiify  wlib  cnphaaii  to  tba 
moat  akrefuUy  wijiud,  boaaat, 

An  Elementary  Manual  of  Statistics 

Bj  A.  U  BOWLEY,  M.A.,  Trinity  College,  CMnbridge 

<nry  Sih^er  MeitUiai  and  Vke-Presideni  of  fh*  Ra^al  Siatlstteal 

Sockly,  IS9S/   Ntwmafd)  lecturer  1897  and  I898i    Reader  in 

Statistics  in  the  University  of  London 

Demy  ivo.     Cloth.      Price  6s.  net 

Tit  ytritUn  Ohttrvtr  lay*:  "Wa  haye  here  an  innluable  TulBisk  b  u 


^wley^i 


_._ ,..      Jlr.  Bowlay'.  book  pw 

to  the  lubject,  Id  which  the  raaulu  ttl  ujocb  \ 
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From  Gild  to  Factory 


A  First  Short  Course  of  Economic  Histoir 

Bj  ALFRED  UILNES,  H.A. 
Crown  8to.  Cloth.  Price  8S.  net 

An  admirabl*  little  book,  most  attractivelj  written,  and  warmly 
recommended  to  itudenti  by  Professors  J.  H.  Masterman  (Birm- 
ingham), W.  T.  Aabter  (Birminsham),  T.  F.  Tout  (HanAester), 
and  t,  L.  Price  (Oxford), 

Landlord  and  Tenant 

Their  Rights  and  Duties 

By  ALBERT  B.  HOGAN,  LL.D.,  B.A. 

London    UniversUy    Lttu  Seholart    L*m  Society's   SchoUr    in 

InttriaHotvl  Ltmi    Qatiin  Ess*y   Prleemjut;    WhHtack   Ess*9 

PHMonAn,  etc  I  Solicitor 

Fcap.  9n,      Cloth.      i<So  pp.      Price  la.  6d.  net 

Limp  CloUi,  Is,  net 

Tki  Aeatm/MMt  u,jt:  "Truusf  Ihoubjcctlncltu,  dmple,ani]  coniidtrinE  Ifa* 
utniB*  ladinlalilr  of  At  mfajtct,  in  wondtifullr  Bon-tecfanicil  Unpugc  The 
Udci  U  thenniUr  tauii  ud  wtU  wnn(«l.  lud  •am*  OHfuI  fgnni  >n  gimi  In  Uw 


How  to  Make  and  Prove  a  Will 

By  ALBERT  E.  HOGAN,  LL.D.,  &A. 

SoUcttoF;  Author  of  "LmkBokI  »nd  Tenant" 
Fcap.  Sto.    i6o  pp.    Price  1b.  6d.  net    Limp  Cloth,  Is.  net 

T/it  AatuHtaitl  ayt:  "Tbabook  thnuEfaoDI  •hom  thuune  clarity  of  ityk  uri 
^^ptenioD  u  that  of  cha  author'j  '  Landlord  and  Tanajil,'  and  tba  aanu  jtiroidaaa 
oi  (echnical  phraBaoJoij.  Thara  u  m  uiaful  appaadii  of  fonru  and  m  |ood  wcakiof 
Indai." 

"Wall  printed  and  vail  aiiucad,  and  wriBN 
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Fully-worked  Key  to 

Cropper's  "  Book-keeping  and  Accounts  " 

Demy  Sto.       740  pp.       Prin  S6a. 


The  K*r  DOt  only  ctmUini  aolutloaa  to  tlia  178  exerd«e> 
uid  the  58  seta  of  Ezamlaatioa  Papers  la  "  Book-keeping;  and 
Accovnta,"  bnt  also  •olutioiw  to  the  following  additional  Exami- 
nation  Paperi  1  Royal  Society  of  Art* — Elem.,  Inter.,  and 
Advanced,  1911-1914 )  London  Chamber  of  Commerce— Senior, 
191 1  (Nov.) — 1914  (May))  and  Chartered  loetitute  of  Secretariei 
— Inter,  and  Final,  1911  (Jane)— 1914  (June),  It  is  a  FUU.V- 
woxKiD  Kiv,  every  exercise  being  set  out  In  detail  (all  Ledger 
BCconnts  and  aubiidiary  books  included)  as  an  expert  accountant 
would  set  them  out,  and  as  they  should  be  set  out  by  the  student 
who  presents  himself  for  examination  and  denres  distinction. 

Sections  dealing:  with  "  Depreciation,"  "  Income  Tax,"  "  Re- 
serve*," "Goodwill,"  "Bankruptcy,"  and  "Coition"  complete  a 
unique  and  valuable  volume. 


AN   VNSOUCITED    TESTIMONIAL 


I  have  received  the  Key,  for  which  I  thank  you.  Having  had 
the  opportunity  of  glancing:  through  the  work,  my  feeling  is  one  of 
amazement  at  the  stupendous  task  which  has  been  achieved. 

It  would  indeed  be  difficult  for  the  moat  exacting  teacher  of 
Book-keeping  to  conceive  vi  a  more  full  and  complete  Key  being 
prepared  for  his  use. 

The  best  thanks  of  those  who  are  engaged  in  teaching  or 
studying  the  subject  are  due,  and  will,  I  am  sure,  be  extended  to 
the  author  and  his  publishers  for  such  a  succesaful  consummation 
ef  their  labours. 

Your*  faithfully, 

WILLIAM  A.  HATCHABD,  F.B.T., 
Ltctmn,  Etui  Hmm  Ttchnicai  CoUtgt. 
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ARITHMETIC  TEXT-BOOKS 

Arithmetic  Papers  for  Senior  Pupils 

With  Anawen  or  Withoot  Aaswcn 

Br  W.  BRAGIHTON,  U.A.  (CuUb). 

PrindpaU  St.  Gtorgt's  CeAUge,  Kingsvt».y,  Lonthn;  L»,tt  HeMd- 

mssfer  of  Sfrtutd  Satooi,  King's  CoUege,  Landoiu 

Crown  Svo.      193  pp.      Price  4«, 

EXTRACT  FROM  MR.  BRAGINTON'S  PREFACE 


This  collection  of  Arithmetic  Papera  is  designed  primarily  fior 

•■■■-■■'-■■■'■■  Th8  ii    ■     ■ 

■idffc  I 
Lowsr  Certificate  Examinatioos  does  not  detract  from  but  rather 


candidates  for  the  Civil  Service.     The  inclusion  of  Papers  : 
London  Matriculation  and  in  Oxford  and  Cambrld^  Higher  and 


adds  to  the  value  of  the  collection  to  such  candidates. 
same  way  tha  presence  of  Civil  Service  Papers  will,  we  believe, 
enhanc*  its  value  to  candidates  for  the  London  Matriculatioa 
and  the  Oxford  and  Cambridge  Higher  and  Lower  Certi6cate 
Examinations.  The  wise  teacher,  whilst  making  his  pupils 
thoroughly  familiar '  with  the  type  of  paper  set  in  the  particular 
eEamination  they  are  preparing  for,  will  be  carelii]  to  give  them 
practice  in  a  variety  of  types. 

The  evidence  given  before  the  Royal  Commisdon  on  tbe  Civil 
Service  (igia-13)  suggests  that  a  combined  effort  will  probably 
be  made  by  the  Treasury,  Civil  Service  Commission,  Board  ct 
Education,  and  the  Teaching  Profession  to  make  it  practicable 
for  much  larger  numbers  of  boys  and  girls  to  obtain  Civil  Service 
appointments  direct  from  school ;  and  it  is  hoped  that  this 
collection  of  Papers  may  assist  in  a  small  way  in  the  realiiatioo 
of  this  aim. 

l^rrt   mumiiT  *f  mtrlad  tiimfla  It  istnitrau   watkti   Mitd   ilyll,   U   mJUct 
intruuint  imtUtrnxi  ii  ri^kt^  Mnf  mllaeksd. 

BY  THE  SAME  AUTHOK 

Arithmetic  Papers  for  Junior  Pupils 

Set  in  Junior  Civil  Service  BxMna.,  With  or  Without  Autwcn 
Crown  870.       64  pp.        Price  9d.  net 

Logarithms  for 

Business  Purposes,  with  Tables 

By  T.  J.  MILLAR,  J.P.,  U.A.,  LL.B. 

QtMrlcnd  Accoantvit ;  Leetartr  on  CosUng  for  Engineers  and 

on  Practice  of  Commerce.  Heriot  Witt  CoUege,  Eitlnburgh. 

Price  Is.  net 

Sy  THE  SAUS  AUTHOK 

Arithmetic;  a  New  View 

For  the  BusineM  VLux,  Teacher  and  StadeM 

Price  la.  net 

MACDONALD  a'^VANS,  29  Essex  Street,  Strud,  Undoa.  W.C. 
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